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Thp  ?fin-hp  Arnra  MDX  with  elertronir  4-whep|  drive   We've  taken  the  SUV  to  even  greater  heights,  giving  it  a 
boost  and  an  impressive  list  of  new  available  features,  like  the  ease  of  a  voice-activated  navigation  system,  the  pleasur 


ntertainment  system  and  the  convenience  of  a  rearview  cannera.  Plus,  it's  safe  to  say,  it's  always  had  one  of  the  best 
jPdrive  systems  on  the  road  (or  the  snow).  Trek  on  over  to  acura.com  or  call  1-800-TO-Acura.      (lv  A\t-«LJInllX\ 


Fidelity 
Fixed  Income 

Funds 


TOP-RANKED  FUND 
THAT  LOWER  YOUR 
PULSE  RATE. 


Fidelity 
Inuestments^ 


EQUITY       FUNDS 


BOND       FUNDS 


INTERNATIONAL      FUNDS 


MONEY      MARKET      FUNDS 


Today,  many  investors  are  flocking  to  fixed  income  investments.  Which  can  be  a  smart  move  —  especially  if  you're 
creating  a  balanced  portfolio.  At  Fidelity,  we've  always  seen  the  value  of  fixed  income  funds.  Not  as  one-hit  wonders 
when  market  conditions  are  tough,  but  as  smart  investing  in  any  market.  Over  the  last  50  years,  we've  built  one  of 
the  largest  —  and  best  —  fixed  income  management  teams  in  the  industry.  And  the  results  have  been  solid.  An  array 
of  fixed  income  funds  that  have  outranked  their  peers  by  impressive  percentages.  And  historically  strong  performance 
that  only  a  leader  can  deliver.  We're  here  24/7  to  help  you  build  a  portfolio  with  confidence. 


PERCENTAGE    OF    LIPPER   PEERS   BEATEN   as  of  3/31/03 


FIDELITY  SPARTAN*  INVESTMENT 
GRADE  BOND  FUND 

FIDELITY  SPARTAN"  MUNICIPAL 
INCOME  FUND 

FIDELITY  MORTGAGE  SECURITIES 
FUND 


1    YEAR 


88% 
97% 
79% 


5   YEAR 


89% 
98% 
89% 


10   YEAR 


90% 

94% 

1 00% 


Past  performance  is  no  guarantee  of  future  results. 

Please  visit  Fidelity.com  or  call  Fidelity  for  the  most  current  performance  and  rating  information. 

Spartan  Investment  Grade  Bond  Fund  ranked  46  out  of  385,  23  out  of  207,  and  9  out  of  81  in  Upper 
Intermediate  Investment  Grade  Debt  Funds  for  the  1-,  5-,  and  10-year  periods,  respectively.  Spartan 
Municipal  Income  Fund  ranked  1 1  out  of  291 ,  5  out  of  211 ,  and  7  out  of  95  in  Upper  General  Municipal 
Debt  Funds  for  the  1-,  5-,  and  10-year  periods,  respectively  Mortgage  Securities  Fund  ranked  17  out  of  78, 
7  out  of  56,  and  1  out  of  31  in  Upper  US  Mortgage  Funds  for  the  1-,  5-,  and  10-year  periods,  respectively 
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TOTAL    RETURNS    as  of  3/31/03' 


1    YEAR 


11.77% 


10.91% 


8.97% 


5   YEAR 


7.40% 


6.20% 


6.99% 


10  YEAR 


7.21% 


6.19% 


7.36% 


The  bond  market  is  volatile  and  can  be  significantly  affected  by  adverse  tax, 
legislative,  or  political  changes  and  the  financial  condition  of  the  issuers 
of  nnunicipal  securities.  Interest  rate  increases  can  cause  the  price  of  a  debt 
security  to  decrease. 

'Average  annual  total  returns  include  changes  in  share  price,  reinvestment  of 
dividends,  and  capital  gains.  Share  price,  yield,  and  return  may  vary  and  you 
may  have  a  gain  or  loss  when  you  sell  your  shares,  fidelity  is  temporarily 
reimbursing  a  portion  of  Spartan  Investment  Grade  Bond  Fund's  expenses. 
Absent  such  reimbursement,  returns  would  have  been  lower.  ^The  fund's 
investments  in  mortgage  securities  are  subject  to  prepayment  risk,  vi/hich  can 
limit  the  potential  for  gain  in  a  declining  interest  rate  environment  and 
increase  the  potential  for  loss  in  a  rising  interest  rate  environment. 


1-800-FIDELITY 

Fidelity.com/goto/fixedlncome 
Fidelity  Investor  Centers 


are  based  on  total  returns  for  the  periods  shown  and  do  not  take  into  account  any  sales  charges,  and  include  reinvestment  of  dividends  and  capital  gains, 

:h  fund  is  ranked  within  a  universe  of  funds  with  a  similar  investment  objective.  All  information  is  from  Lipper,  Inc.  as  of  3/31/03,  and  does  not  include 

on%  made  thereafter  Lipper,  Inc.  is  a  nationally  recognized  organization  that  ranks  the  performance  of  mutual  funds  based  on  total  return,  which  includes 

i  dividends  and  capital  gains,  if  any,  and  excludes  sales  charges. 

!  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus. 

ad  it  carefully  before  you  invest  or  send  money.  TDD  Service:  1-800-544-0118  for  the  deaf  or  hearing-impaired  9  a.m.~9  p.m.  ET. 
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Investment  Guide 


1    Keep  Your  Money  Safe  how  to  hang  on  to  what  youVe  got. 

3       Time  to  Get  Moving  you  don't  know  where  markets  are  going?  Join  the  crowd. 
There's  stUl  lots  you  can  do  to  fortify  your  portfolio.  By  Matthew  Swibel 

lb     Before  It  S  Too  Late  you  could  die  waiting  for  a  sane  federal  estate-tax  scheme. 
How  to  plan  now.  By  Ashka  Ebeling 

i      LOng'Term  Parking  you  can  lock  in  a  guaranteed  rate  that  beats  CDs — but  your 
money  will  stay  locked  up  for  a  while.  By  Carrie  Coolidge 

\       UaSh  Is  King  how  to  get  the  most  out  of  low  rates.  By  Carrie  Coolidge 

3       Guaranteed!  a  mutual  fund  with  the  upside  of  the  stock  market  and 
no  risk  to  prmcipal?  It's  too  good  to  be  true.  By  James  M.  Clash 

6     Refinance,  Redux  Maximize  your  mortgage. 
By  Ira  Camahan 
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8   The  Shelter  Shelter  Your  home  is 

Time  to  take  advantage.  By  Ashlea  Ebeling 

0   Worried  About  a  Realty  Slump' 

Consider  a  cheap  REIT  fund. 
By  Stephane  Fitch 

2     BondS.com  should  you  buy      ^i 
online?  By  Daniel  Kruger 

4   Ready  for  Takeoff  Forget  the 

airlines.  Try  airport  bonds. 
By  Ghana  R.  Schoenberger 

U     Pension  Pain  The  next  earnings  hit:  dubious 
retirement  accounting.  By  Elizabeth  MacDonald 

4     Oliver  Linings  why  a  fund's  loss  can  be  your  gain  come  tax  time.  By  Christopher  Helman 

b      MUSClebOUnd   Has  your  mutual  fund  grown  too  big?  How  to  teU.  By  Ira  Camahan 

0     Thieves  Don't  Quit  Terry  OowdeU  ran  a  $120  milHon  Ponzi  scheme— while  the  feds 
were  already  after  him.  By  Michael  Maiello 

4     No  Free  Lunch  one  in  two  new  restaurants  fail  within  two  years.  Still  want  to  open 
that  bistro?  By  Emily  Lambert 
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Paul  Johnson  on  the  burden  of 
America's  dominance. 
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Rich  Karlgaard  predicts  the  next 
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reading  list  while  you  wait  for  it. 

42  Makers  &  Breakers  Royal 
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By  Adam  D.  Thierer 
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50    Pssst.  Wanna  Buy  a  Boeing?  The 

lucrative — and  risky — market 
for  used  jets.  By  Mark  Tatge 

52    Paper  Pushers  No  More  Wall 
Street  compliance  lawyers 
get  respect,  and  raises. 
By  Emily  Lambert 

52    No  Thanks,  Mr.  Buffett  Warren 
wants  to  buy  you  out?  Think 
very  carefully.  By  Bernard  Condoi 

54    Road  to  Redemption  GM  atones 
for  past  sins.  By  Joann  Muller 

56    Uncourtly  Behavior  The  legal  bai 
tries  to  quash  low-cost 
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56    A  Chicken's  Life  Help  for  hens. 

By  Kiri  Blakeley 
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60    Cellicon  Valley  Angling  for 
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By  Ghana  R.  Schoenberger 
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WE'VE  ALWAYS  KEPT  OUR  PROMISES.    WE'VE  ALWAYS  BEEN  A 
MUTUAL  COMPANY.   COINCIDENCE?   WE  DON'T  THINK  SO. 


We  believe  in  keeping  our  pronnises.  That's  why  we're  a  mutual  company.  Being  mutual 
means  we're  owned  by  our  policyholders,  not  stockholders.  Rather  than  focusing  on 
guarterly  results,  we  care  about  the  long  term.  After  you  buy  a  New  York  Life  policy,  you 
may  not  need  us  for  years,  or  even  decades.  But  when  you  do,  we'll  be  there.  To  us,  our 
policyholders  are  really  buying  a  promise  -  that  we'll  be  here  to  pay  a  claim,  fund  your 
retirement,  or  pay  for  nursing  home  costs.  That's  why  New  York  Life  focuses  on  what 
really  matters  in  the  long  term:  financial  strength  and  integrity.  You  can  trust  that  we'll 
keep  our  promises  to  you,  just  as  we  have  for  over  155  years. 


The  Company  You  Keep.' 

WWW.NEWYORKLIFE.COM/MUTUALITY 
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60    Et  Tu,  AT&T  Wireless?  Cell  phone 
spam,  courtesy  of  cell  phone 
carriers.  By  Kiri  Blakeley 

62    Informer  |  Goldman  Sachs  loses 
in  court;  short  stories  for  the 
sleep-deprived  set. 
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74     Duking  It  Out  A  tragedy 

threatened  the  reputation  of  a 
renowned  hospital.  What  to  do? 
By  Allison  Pass 

78    It's  Who  Ya  Know  How  a  tiny 
outfit  got  a  shot  at  $1  billion  in 
Iraqi  rebuilding  contracts. 
By  Rob  Wherry 

80    Esprit  du  Monde  Is  clothier  Esprit 
onto  a  new  global  retail  model? 
By  Leigh  Gallagher 

82    Fear  Itself  A  New  York  City 
doctor  preps  his  ER  for  the  next 
terror  attack.  But  he  wants  the 
country  to  focus  on  what's  really 
killing  us.  By  Monte  Burke 
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By  Ian  Ayres  and  Barry  Nalebujf 
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By  James  Grant 

160  Stock  Trends  |  Recovery  Under 
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162  The  Patient  Investor  |  Mutual 
Respect  By  John  W.  Rogers  Jr. 
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164  Beware  of  Cat  Jaguar  bet  big  on 
aluminum.  The  economics  look 
a  little  flimsy.  By  John  Turrettini 

168  Towers  of  Babble  Why  you  still 
want  to  throttle  your  voice  mail. 

By  Aliya  Sternstein 

170   Digital  Tools  |  It's  All  in  There 

By  Stephen  Manes 

Marketing 

173   Funny  Business  Stewardesses 
who  sing,  bank  clerks  who 
dance:  Meet  the  "branded 
employee."  By  Monte  Burke 


Entrepreneurs 

175   Butter  'Em  Up  Craig  Culver  has]" 
made  a  fast  buck  on  fatty  food 
and  a  very  tight  franchise 
system.  By  Erin  Killian 

178  Anger  Management  Teaching 
security  guards  the  value  of 
sweet  talk.  By  Lea  Goldman 
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197  Patchwork  Forget  your  pills? 
New  techniques  will  deliver  druj 
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By  Mary  Ellen  Egan 
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Daily  News  &  Commentary 

News  and  analysis  from  our  editors 
throughout  the  business  day. 

Alerts  &  E-Mail  Newsletters 

Sign  up  for  free  notification  of  our 
latest  stories,  sent  to  your  desktop, 
e-mail  in-box  or  cell  phone. 

Investment  Newsletters 


Richard  Lehmann.  His  focus: 
fixed-Income  opportunities. 

Free  daily  stock  advice  and  more 
than  a  dozen  subscription  letters 
from  investment  gurus. 

Quotes  &  Research 

Latest  news,  price  quotes,  charts 
and  financial  data  for  U.S.  equities. 
Real-time  stock  quotes,  plus 
tracking  and  portfolio  tools.  White 
papers,  case  studies  and  Webcasts 
on  business  and  IT  topics. 

Forbes.com  CEO  Network 

Get  a  direct  connection  to  FORBES 
Digital  Rules  columnist  Rich 
Karlgaard,  host  of  our  new  CEO 
Idea  Exchange. 

Premium  Services  <> 

Lifestyle.  Find  yachts  for  charter, 
fine  autos,  homes,  wine,  art  and 
collectibles  for  sale. 

The  Shop  @  Forbes.  Featuring 
Forbes  Signature  wine  and  items 
from  the  Forbes  Collection. 


Business 

Fastest-Growing  Big  Companies 

Lisa  DiCarlo 

Conventional  wisdom  holds  that  once  companies  reach  a 
certain  size  their  growth  slows.  That  is  usually  true,  but 
not  always.  Forbes.com  has  found  25  U.S.  firms  that  each 
have  a  minimum  of  $5  billion  in  annual  sales  and  have 
sustained  an  average  annual  growth  in  revenues  of  at  least 
16%  over  five  years.  Most  of  this  growth  is  organic,  not 
through  megamergers.  Retailers,  health  service  companies 
and  home  builders  make  the  strongest  showing  in  our 
list.  But  only  DeU  Computer  and  Microsoft  now  carry  the 
flag  for  the  technology  sector. 

Lists 

Best  Places  to  Be  Single 

Davide  Dukcevich 

What  is  the  best  city  for  single  living?  There  is  still  time 
to  give  any  or  all  of  the  top  40  metropolitan  areas  your 
thumbs-up,  thumbs-down  or  shrug.  Your  votes  will  be 
an  important  factor  in  our  2003  ranking  of  the  best 
places  to  be  single,  to  be  pubHshed  on  Forbes.com  on 
June  5.  Last  year  readers  voted  Chicago  their  favorite 
city;  Salt  Lake  City  got  the  biggest  thumbs-down.  To  cast 
your  votes  for  2003,  go  to  www.forbes.com/singles.  Polls 
close  May  30. 


Chicago:  attractions  beyond  the  Bears,  Cubs  and  White  Sox. 


17r)|'f)|3kC     I  ^°''  ''"l^^  '°  3"  articles  cited  on  this  page,  visit  us  at 
'  www.forbes.com/contents. 
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Money  Guide 

Follow  up  our  latest  investm( 
guide  by  using  the  investmen 
tools  on  Forbes.com  to  help 
you  better  plan  financially  an 
save.  If  you  are  a  victim  of  th 
Vavasseur  pyramid  scheme  6 
p.  150  in  this  issue),  go  to 
www.forbes.com/dowdell  to 
find  how  to  get  restitution  ar 
to  learn  more  about  prime 
bank  scams. 

Forbes  on  Fox 

Go  to  our  Web  site  to  watch  I 
clips  from  our  weekly  TV  sho  j 

Search  Our  Archive 

Search  past  issues  of  FORBES 
by  topic,  author  or  date.  Prin 
download  or  e-mail  articles. 

Forbes  Global 

Institutional  Disinvestor 

Institutional  Investors  claim  t( 
fame  has  long  been  its  annual 
grading  of  securities  analysts ; 
brokerage  houses.  Now  the 
magazine's  British  o\vners  an 
making  cuts  that  have  some 
wondering  whether  the  U.S. 
tide's  future  is  in  jeopardy. 
FORBES  GLOBAL  investigates. 
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Simple  Investing 

"Life  is  frittered  away  by  detail. 
Simplify."    My   variation    on 
Thoreau's  adage:  Fortunes  are 
frittered  away  by  complexity. 

Financial  journalists  make 
their  living  from  complexity. 
You  pay  us  to  explain  the  sub- 
tleties in  financial  products  and 
tell  you  what  to  do  with  them. 
Still,  I  have  to  confess  that  you 
could  dispense  with  much  of 
the  complexity,  and  thus  much 
of  the  advice,  if  you  followed  one  ' 
simple   rule   of  thumb   before 
putting  a  dollar  into  anything.  I 
wUl  get  to  this  rule  in  a  minute,  but 
first  let's  look  at  a  brief  list  of  prod- 
ucts that  would  be  unsuited  to 
someone  living  on  Walden  Pond: 

Tax  shelters.  Guaranteed-principal  funds,  which  have  d( 
atives  built  in  so  you  can't  lose  money  (see  p.  118).  Life  in 
ance  whose  main  purpose  is  investment,  as  opposed  to  in 
ance  against  early  death  or  nursing  home  costs.  Hedge  fu 
which  are  mutual  funds  dressed  up  with  three  features  you  c 
need  (low  liquidity,  murky  disclosure  and  high  fees).  Struct^ 
notes,  which  are  bonds  that  pay  weird  coupons  (e.g.,  the  inti 
vanishes  on  days  when  Libor  is  over  7%).  Glue  trap  im 
ments — any  financial  product,  like  a  tax-deferred  anni 
designed  to  make  your  exit  painfiil  or  impossible. 

With  any  of  these  fancy  products  you  can  never  be  s 
when  you  write  the  check,  that  you  are  not  beiiig  rooked.  If' 
broker  wants  you  to  invest  in  a  Guaranteed  Reverse  Floater ' 
Pays  Extra  Interest  in  the  Dry  Season,  you  have  to  wonder  wJ 
in  it  for  him.  Reading  the  200-page  prospectus  may  not  an: 
the  question. 

Now  here's  my  simple  rule:  Buy  plain  old  stocks  and  bo 
or  low-cost  funds  that  own  them.  If  you  pick  up  1,000  shar 
Coca-Cola  or  $50,000  of  a  Treasury  bond,  you  can  be  hi 
confident  that  you  are  paying  a  fair  price.  Not  confident  that 
will  make  money:  Anything  that  is  capable  of  providi: 
worthwhile  gain  is  capable  of  going  down.  But  when  you 
the  Coke  or  the  T  bond,  you  are  buying  on  the  same  tern 
Warren  Bufifett. 

Acquire  a  wide  enough  assortment  of  securities  over  a 
enough  stretch  of  time  and  you  will  do  just  fine.  You  could  i 
make  your  selections  with  a  dart  board  and  probably  retii 
better  style  than  someone  who  buys  complicated  things, 
your  life  will  not  be  frittered  away  reading  prospectuses. 

t^  ^^^^^  EDITC 
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Commonly  used  phrases  for  perfection: 


"Raised  the  bar" 


"A  new  benchmark" 


"Wrote  the  book" 


"3  Series" 


'Am 


The  New  BMW  330i 

Performance 

Package 


omwusa.com 
1-800-334-4BMW 


Its  upon  perfection,  courtesy  of  the  new  330i  Performance  Package.  More  horsepower  and 
aust.  Massive  18"  wheels.  A  stunningjaero  package,  Arpajn  eyen  gre^t^rlevel|>f  exhilaration. 


The  Ultimate- 

Driving  Machine" 
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Tabloid  Journalism 

Reading  "Shortchanged"  (May  12,  p.  82) 
made  us  turn  back  to  the  cover  of  your 
magazine.  Perhaps  we'd  picked  up  the  Na- 
tional Enquirer'^  But  no.  No  Elvis,  no  aliens 
hoarding  Iraq's  art.  Yet  the  investigative 
methods  seemed  a  match.  The  article  relies 
on  unnamed  "sources"  whispering  innu- 
endo to  remint  old  and  discredited  rumors 
as  newly  discovered  "scandal."  One  rumor 
stems  from  a  years-old  audit  of  phone 
equipment  location  records,  required  by 
antiquated  regulations  but  not  used  for 
anything. 

The  article  wrongly  accepts  the  suggestion  that  equipment  was  missing  ar 
wrongly  assumes  the  location  records  were  relevant  to  setting  prices.  No  equi] 
ment  was  missing.  The  records  were  not  used  to  set  prices  and  never  had  bee 
FCC  staffers  audited  the  irrelevant  data  anyway  and  marked  equipment  "n. 
found"  when  it  wasn't  in  die  exact  row  and  bin  they  expected,  even  though  it  w 
in  die  building.  Their  work  received  extraordinary  public  disclosure,  includin 
the  opportunity  for  anyone  to  study  botii  the  auditors'  preliminary  results  ar 
also  the  photographs  and  other  evidence  from  die  companies  diat  documents 
the  existence  of  die  equipment  within  buildings,  in  dispute  of  the  auditors'  r 
suits.  One  commissioner  retraced  the  steps  of  die  auditors  at  a  company  loc 
tion  and  witnessed  die  existence  of  materials  that  had  been  marked  "not  found 
Ernst  &  Young  examined  the  auditors'  sampling  procedures  and  discredite 
die  results.  The  commissioner  said,  "Rarely  have  I  seen  numbers  as  indefens 
ble  as  the  extrapolations  of  missing  equipment  contained  in  these  orders."  Tl 
FCC  found  no  need  to  investigate  fiirther. 

The  other  rumor  stems  from  the  FCC's  approval  of  a  cross-industry  pre 
posal  on  rates  charged  long-distance  carriers  to  connect  to  local  phone  ne 
works.  As  Congress  wanted,  the  decision  ended  60  years  of  hidden  price  sup 
port.  Some  who  benefited  from  the  support  challenged  the  decision  i 
federal  court  as  a  "tainted  political  compromise."  The  Court  reviewed  th 
record,  upheld  the  process,  found  the  "objections  without  merit,"  an 
rejected  the  "speculative  and  perhaps  sinister  scenario  imputed  to  the  e 
parte  communication  between  the  FCC  and  the  interested  parties."  So, 
FORBES  has  made  an  editorial  decision  to  court  the  tabloid  crowd,  could  the 
at  least  provide  us  with  a  Bigfoot  photo  or  two? 

HERSCHEL  ABBOTT  JAMES  C.  SMITH  DON  EVANS 

Vice  President  Senior  Vice  President  Vice  President 

BellSouth  SBC  Telecommunications  Verizon 


Analyze  This 

With  regard  to  "Duke  of  Errors"  (May 
12,  p.  64),  the  changes  between  our  Q4 
results  release  and  the  annual  report 
two  months  later  were  primarily  due 
to  the  application  of  a  new  accounting 
rule  regarding  gross-versus-net-rev- 
enue  presentation  for  certain  energy 
contracts.  It's  important  to  note  that 


the  changes  had  no  economic  or  p 
effect.  We  also  made  improvemen 
our  presentation  to  enhance  clarity 
increase  disclosure,  like  disclosing 
goodwill  impairment  on  a  sepa 
line.  In  recent  years  Duke  Energy 
been  at  the  forefront  of  increased 
closures  and  moves  to  improve  clc 
and  understanding  of  the  mere! 
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GREAT  PARTNERSHIPS  FORM  IN  CLUSTERS 


#-•  Maryland  is  home  to  the  third  largest  bioscience  cluster  in  the  US. 

y  •  Businesses  find  solutions  and  strategic  partnerships  within  a  2 5 -mile  radius. 

^»   Johns  Hopkins  and  the  University  System  of  Maryland  with  its  Biotechnology 
•    Institute  transform  industry  through  excellence  in  research. 

^    NIH,  FDA,  EPA,  NISX  USDA  Agricultural  Research  Center. . .  ^^^%% 
the  list  goes  on  and  includes  over  300  bioscience  companies. 

torn  line:  proximity  +  assets  =  measurable  savings  in  time  and  money. 

Let  Maryland  be  your  bioscience  business  solution. 
Calll.888.CHOOSE.MDorvisitwww.choosemaryland.org. 


■  MARYM^£)  ■"■,.'  :.^^^^^     v'  ■  -^ 


wwWiChOQseinaryland.org 

Roben  L.  Ehrlich,  Jr.,  Governor   |    Michael  S.  Steele,  Lieutenant  Governor:  |Ari5  Melissaratos,  Secretary   |   Vernon  J.  Thorirpsoii.  Deput)  Stcrct.if) 
[This  document  is  avaiUbK^  alternJCive  formar  upon  TeqUfotJl  1-S8S-CHOOSE-M 


Home  to  a  certain  world 

The 

ST.  REGIS 


LOS  ANGELES 

Overlooking  Beverly  Hills 
Call  i.877.stregis    www.stregis.com 

ASPEN       HOUSTON       LOS  ANGELES 

MONARCH  BEACH.  CA      NEW  YORK      WASHINGTON  D  C 

BEIJING      LONDON      ROME     SHANGHAI 


energy  business.  As  American  historian 

Henry  Steele  Commager  noted,  "Change 

does  not  necessarily  assure  progress,  but 

progress  implacably  requires  change." 

ROBERT  R  BRACE 

Chief  Financial  Officer,  Duke  Energy 

Charlotte,  N.C. 

Big  Dig 

I  hope  the  "Recon  Man"  (May  26,  p.  62) 
has  better  estimators  available  than  those 
stating  that  Iraq  reconstruction  will  cost 
anywhere  from  $2.5  billion  to  $100  bil- 
lion. No  construction  estimator  would 
ever  give  a  customer  even  a  ballpark  es- 
timate for  such  work  without  at  least  a 
semicomplete  scope-of-work  descrip- 
tion. I  further  hope  that  such  work  is  per- 
formed on  the  basis  of  fixed  price  bids 
made  after  completion  of  clearly  stated 
scopes  of  work,  final  engineering  draw- 
ings and  detailed  specifications. 

WILLIAM  R.  SPROULE 
Palos  Park,  III. 

Capital  Gains 

I  want  to  clarify  some  points  about  my 
company,  profiled  in  "The  Accidental  En- 
trepreneur" (May  12,  p.  90).  Due  to 
MechVisual's  strong  technology  and  mar- 
ket potential,  we  were  able  to  attract  sig- 
nificant investment  in  a  funding  environ- 
ment that  has  decreased  for  early-stage 
companies  over  the  last  three  years.  Our 
investor,  Viridian  Capital  Partners,  man- 
ages risk  in  these  tough  economic  times 
by  utilizing  milestone  funding  tied  to  per- 
formance. Mech Visual  has  consistently 
met  its  milestones  and  is  operating  from  a 
solid  capital  base  thanks  to  Viridian.  De- 
spite the  economic  environment,  innova- 
tion and  growth  are  alive  and  well.  The 
market  reception  to  MechVisual's  tech- 
nology has  been  overwhelmingly  positive, 
and  we  look  forward  to  revolutionizing 
the  robotic  vision  guidance  industry. 

BRUCE  FRYER 

Chief  Executive,  MechVisual 

Salt  Lake  City,  Utah 

Liar's  Poker 

Professor  John  Allen  Paulos  argues  in  "Is 
Insider  Trading  So  Bad?"  (May  12,  p.  50) 
that  the  outcome  of  wagering  on  a  bi- 
ased coin  toss  results  in  equal  winnings 
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and  losses;  therefore,  investors  as  a  wl 
are  not  damaged  by  insider  trading. ' 
,  tautology  about  winnings  equal 
losses  applies  to  any  zero-sum  game, 
no  one  is  foolish  enough  to  play  pc 
with  an  opponent  using  a  marked  dc 
Superior  information  of  outcomes 
proves  winnings  and  decreases  losse 
the  expense  of  the  less  well-inform 
The  criminality  of  insider  trading 
pends  on  employees  using  propriet 
information  counter  to  the  interest' 
shareholders.  Failure  to  uphold  fiduci 
responsibilities  is  the  crime,  and  us4< 
information  is  the  means. 

STEPHEN  ALEXANE 
Copley,  O 

Internal  Medicine 

As  a  general  surgeon  certified  by 
American  Board  of  Surgery,  I  wishi 
comment    on    a    misconception 
"Willpower-Free    Dieting"    (May   I 
p.  159).  General  surgeons  complete  five 
more  years  of  rigorous  surgical  trainii 
including  extensive  experience  operat 
on  several  organ  systems.  Following  coi 
pletion  of  training,  general  surgeons  qu 
ify  for  specialty  certification  examinati* 
from  the  American  Board  of  Surgery.  ] 
notion  that  "general"  surgery  is  someh^ 
not  a  "specialty"  is  an  error  prevaL' 
among  the  lay  population.  I  agree  thf 
general  surgeon  should  not  begin  to  o; 
bariatric  siu^gery  services  before  receiv 
adequate  training.  By  the  same  token,  i 
inadvisable  for  a  general  neurosurgeon 
offer  novel  spine  procedures  without  f 
seeking  proper  education. 

DENNISTOUN  K.  BRO\ 
Billings,  Mo 

Cable  Values 

A  caption  in  "Family  Ties"  (May , 
p.  68)  wrongly  implied  that  Cablevisi 
stock  is  a  screaming  buy.  It  should  h< 
said  that  the  company's  $14.1  billi 
enterprise  value  (market  cap  plus  debt 
a  bit  less  than  the  $14.8  billion  value 
its  assets. 
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Send  e-mail  to  readers@forbes.cam  or  visit 
www.forbes.com/letlers.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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»p  Brushing  §  Start  Sonicare 


For  whiter  teeth  and  healthier  gums  in  28  days. 

Introducing  the  new  Sonicare  Elite,  by  Philips. 

Start  believing  that  traditional  toothbrushing  is  over.  Experience  next-generation 
sonic  technology  and  bristle  tips  that  nnove  three  tinnes  faster  than  all  other  leading 
power  toothbrushes.  Sonicare  Elite's  powerful  cleaning  action  reaches  deep  between 
teeth  and  below  the  gumline. 


Start  receiving  clinically  proven  benefits  -  Sonicare 
provides  superior  plaque  rennoval,  reduces  coffee,  tea 
and  tobacco  stains,  and  reverses  gingivitis.  Experience 
the  Sonicare  difference.  Ask  your  dental  professional 
about  the  new  Sonicare  Elite. 


powerful  cleaning  action 
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"I  know  the  right 
questions  to  ask 
about  life  insurance. 

For  the  right  answers, 
I  look  to  Prudential." 


At  Prudential,  we  understand  that  finding  the  right  protection  for  your  family  goes  beyond 
/-^finding  the  right  insurance  products.  It's  about  creating  a  relationship  with  a  financial 
X  X.  professional  who'll  listen  to  your  long-term  goals,  understand  the  special  issues  that  women 
face  today,  and  then  develop  a  smart  strategy  that  makes  sense  for  you.  For  over  125  years,  we've 
helped  people  protect  their  families.  We'll  be  there  to  provide  the  answers  you  need  to  protect  yours. 


Ice 


Goto 

prudential.com/ 

iifeanswers 

and  get  easy 
access  to  the 
information 
you  need 


♦  Find  an  overview 
of  permanent  and 
term  insurance 

♦  Get  a  free  online 
insurance  quote 

♦  Check  out  our 
Estate  Planning 
calculator 

♦  Visit  our  special 
business  owner 
site 

♦  Locate  a 
Prudential 
office  near  you 


"What  kind  of  life  insurance  do  I  need?" 

Term?  Variable?  Universal?  It  really  depends 
on  your  financial  goals.  A  licensed  financial 
professional  will  discuss  your  individual 
needs  and  offer  guidance  for  which  policy 
best  fits  you  and  your  family. 

"How  mucii  coverage  should  I  have?" 

Again,  there's  no  one  answer.  Your  income, 
age,  the  ages  of  your  children,  whether  or 
not  you  own  a  business,  and  the  size  of  your 
mortgage  are  just  a  few  factors  that  can  affect 
the  amount  of  coverage  you  need.  Your 
financial  professional  can  review  your 
individual  situation  and  help  you  arrive 
at  an  amount  that's  right  for  you. 

"How  can  I  best  protect  my  business 
or  estate?" 

An  estate  plan  is  an  effective  way  to  make  sure 
your  business  or  estate  stays  with  your  loved 
ones.  Life  insurance  policies  can  be  powerful 
estate  planning  tools.  We  can  work  together 
with  your  legal  and  tax  advisors  to  develop 
a  plan  that  reflects  your  goals. 
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"Which  insurance  company  should 
I  choose?" 

Look  for  a  well-established  company  with  the  i  v 
financial  resources  to  stand  the  test  of  time. 
With  $1.8  trillion  of  life  insurance  in  force 
worldwide*  and  more  than  125  years  of  providing 
protection  for  individuals  and  their  families,  the  i 
Prudential  family  of  companies  is  here  to  deliver'  ^'^^ 
on  our  promises,  now  and  down  the  road. 

Learn  more.  Go  to 
prudential.com/lifeanswers 

You  can  access  calculators  and  find  other 
helpful  tools  to  explore  more 
ways  that  life  insurance  can 
protect  your  family. 

Or,  call  us  to  have  your  free 
brochure.  Women  and 
Insurance,  sent  by  mail. 

1-800-THE-ROCK 

ext.  9748 

prudential.com 
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Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth® 
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©3/2003.  *As  of  12/31/02,  Ufe  insurance  policies  contain  exclusions,  limitations,  reductions  of  benefits  and  terms  for  keeping  them  in  force.  Your  financial  professional 
provide  you  with  costs  and  complete  details.  Ufe  insurance  is  issued  by  Tlie  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Variable  life  is  distributed  by  P 
Securities  Coiporation,  member  SIPC.  All  are  Prudential  Financial  companies.  Each  is  solely  responsible  for  its  own  financial  condition  and  contractual  obligations.  IFS-A07856 


tfCil 

lierr 


\QJ  AND  COMMENT 

Steve  Forbes,  editor-in-chief 

th  all  thy  getting  get  understanding" 
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Take  It  and  Run 


BUSH  .ADMINISTRATION  SHOULD  EMBRACE  THE  TAX  CUT 
age  passed  by  the  House  of  Representatives.  It  doesn't  go  all  the 
to  eliminating  the  double  taxation  of  dividends,  but,  if  enacted, 
tuld  stimulate  the  economy  enormously,  short  and  long  term. 
Irafted  by  House  Ways  &  Means  Committee  Chairman  Bill 
mas,  the  legislation  would  whack  the  personal  tax  on  dividends 
iiost  taxpayers  to  15%,  a  dramatic  drop  from  the  current  maxi- 
n  of  around  38%.  It  would  also  lower  the  capital  gains  levy  from 
to  15%.  This  provision  alone  would  be  fantastic,  immediately 
CKharging  equity  markets  and,  soon  thereafter,  the  economy, 
rhe  nice  thing  about  cutting  exactions  on  capital  gains  is  that 
;  is  an  immediate  boost  in  revenue  to  the  federal  government. 


Despite  the  bear  market  there  are  still  some  $3  trillion  of  unreal- 
ized capital  gains  in  stocks.  Furthermore,  the  bear  market  is  over, 
having  bottomed  out  in  October.  Thus  this  tax  cut  would  send 
the  market  up  by  double  digits,  and  that  would  do  more  to  allevi- 
ate the  states'  fiscal  distress  than  would  any  federal  aid  package. 

The  bill  would  also  make  the  income  tax  rate  reductions 
passed  in  2001 — but  phased  in  from  here  to  eternity — effective 
retroactively  to  Jan.  1  of  this  year.  In  addition,  Thomas  and  his 
cohorts  have  taken  a  small  but  symbolically  important  step  to 
ameliorate  the  Increasingly  destructive  alternative  minimum  tax. 

For  revving  up  economic  activity,  the  House  effort — though 
supposedly  smaller  than  the  Administration's — is  plenty  potent. 


Deflation:  The  Fast,  Easy  Cure 


FEDERAL  RESERVE,  ALARMED  AT  THE  RELENTLESS  DOWN- 

1  pressure  on  business'  ability  to  profitably  price  its  prod- 

and  services,  recently  declared  its  concern  about  deflation. 

central  bankers  are  casting  worried  glances  at  Japan's  debil- 

ig  deflationary  experience  of  the  past  12  years  and  are  anx- 

ly  wondering  if  we're  in  for  the  same. 

rhe  worries  of  Greenspan  &  Co.  are  welcome — but  about  five 

i  overdue.  Our  deflation  began  in  the  late  1990s,  when  the  Fed 

vertendy  tightened  monetary  policy.  Commodity  prices  col- 

■d,  and  deflation  then  began  to  work  its  way  through  the  econ- 
That's  why  retailers  have  been  sponsoring  an  unending.cycle 

scounts  and  sales;  why  auto  manufacturers  seem  to  be  offering 

:ars  for  the  price  of  one;  why  we've  been  reading  stories  about 

panies'  lack  of  "pricing  power."  Political  repercussions  have 
real:  Hard  times  in  the  Farm  Belt  led  to  that  awful  agricul- 

bailout  bill;  deflation  contributed  mightily  to  steelmakers'  dis- 

,  which  led  to  those  destructive  tariffs;  the  high  tech/telecom 

was  all  the  more  painftil  as  cus- 

ers  (and  the  rest  of  the  busi- 

community)  found  themselves 

er  relentless  pressure  to  slash 

.  Businesses  in  general  have  been 

;ving  profit  goals  only  by  repeat- 
cutting  expenses.  The  stock 

<et  slide  as  well  was  exacerbated 

eflation.  And  the  sudden  drying 

f  capital  gains  is  a  critical  cause 

ates  and  municipalities  being  in 

:  fiscal  hot  water,  even  though 

economic  downturn  has  been 

:r  mild  by  historic  standards. 

Miat's  worrisome  is  the  Fed's 


The  Four  Horsemen  of  the  Deflation  Apocalypse:  former 
Bank  of  Japan  head,  Masaru  Hayami;  Alan  Greenspan;  new 
BOJ  boss,  Toshlhiko  Fukui;  European  Central  Bank  pooh-bah 
Willem  Duisenberg. 


failure  to  recognize  the  causes  of  this  illness — as  well  as  its  own  com- 
plicity. The  cure  is  remarkably  simple:  Print  more  money  so  that  the 
economy  has  sufficient  liquidity  and  people  again  feel  safe  putting 
that  liquidity  to  worL  Up  to  now,  the  Fed  has  been  misled,  thinking 
that  liquidity  was  sufficient  because  companies  and  investors  have 
been  feverishly  working  to  increase  their  cash  balances.  Money  mar- 
ket ftinds  now  hold  some  $2.2  trillion  versus  $1.1  trillion  held  five 
years  ago.  But  the  cash  does  not  represent  ample  liquidity. 

This  phenomenon  can  best  be  understood  by  thinking  about 
what  would  happen  if  there  were  a  water  shortage.  People  would 
hoard  as  much  water  as  they  could  for  fear  of  not  having  enough 
in  the  fiiture.  For  too  long  the  Fed  looked  at  this  monetary  equiv- 
alent of  water  hoarding  and  concluded  there  was  no  shortage. 

The  real  test  of  the  Fed's  antideflation  mode  will  come  if 
Congress  opts  for  a  House-like  tax  cut.  The  resulting  economic 
activity  would  increase  demand  for  liquidity.  Would  the  Fed  then 
provide  it?  How  to  know:  Watch  the  price  of  gold — still  the  best 

barometer  of  monetary  weather 
changes.  Its  price  collapse  in  the  late 
1990s  was  a  storm  flag  flying.  Its 
surge  in  recent  months  is  enor- 
mously positive.  If  the  price  of  gold 
stays  around  $350  an  ounce,  even  if 
Congress  passes  a  sensible  tax  cut, 
you  can  breathe  easy.  If  the  price 
plunges,  clutch  your  cash  because 
deflation  will  be  coming  back. 

If  the  Fed  gets  it  right,  gold  wiU 
stay  steady,  stocks  and  corporate 
bonds  will  surge.  Mortgage  rates  will 
then  go  down  again,  perhaps  even 
touching  the  5%-to-5.25%  level. 
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FACT  AND  COMMENT 


Dumb  Debate 


TREASURY  CHIEF  JOHN  SNOW  HAS  KICKED  OFF  ANOTHER 
round  of  worries  about  the  dollar.  The  message  conveyed  by 
the  Administration's  body  language:  We  sure  don't  mind  the 
once-muscle-bound  buck's  getting  weaker.  This,  Treasury 
mandarins,  many  economists  and  a 
number  of  CEOs  believe,  will  boost 
exports,  which  would  help  the  economy. 

The  entire  strong-versus-weak-dol- 
lar  debate  is  utterly  wrongheaded.  The 
doUar  should  be  steady  in  its  true  value. 
Deliberate  attempts  to  weaken  it  by 
excessively  printing  money  will  lead  us 
to  a  sorry,  destructive  period  like  the 
1970s.  The  Treasury  Department  should 
simply  say  that  it  wants  a  sound  cur- 
rency and  hopes  the  Federal  Reserve  wiU 
keep  it  that  way. 

Actually,  the  dollar's  recent  weakness  is  not  so  much  a  result 
of  mis-mouthing  by  Secretary  Snow  as  it  is  of  very  healthy 
moves  by  the  Fed  to  provide  more  liquidity.  The  dollar  has  been 
too  dear  in  recent  years.  There  has  been  a  shortage  of  green- 
backs. The  European  Central  Bank  is  doing  to  the  euro  what  the 
Fed  mistakenly  did  to  the  dollar — making  it  scarce  relative  to 


Snow  to  Greenspan:  "Alan,  how  do  I  signal 
dollar-policy  changes  without  looking  like  I'm 
putting  my  foot  in  my  mouth?" 


market  demands.  This  is  bad  news  for  European  econom 
Japan  has  relentlessly  been  doing  this  to  the  yen  for  more  tl 
ten  years,  with  calamitous  results. 

What  about  the  almost  nonexistent  interest  rates  in  Ja] 
and  the  low  levels  in  the  U.S.  t 
Europe?  Low-priced  money  is  not  nl 
essarily  available  money.  Countless  I 
companies  can  testify  that  they've  ex 
rienced  a  bank  credit  crunch  ever 
interest  rates  have  plummeted.  Cen 
bankers  have  done  the  equivalent  of  <i 
ting  the  price  of  gasoline  to  50  cen- 
gallon  and  then  telling  customers  t 
can't  buy  any. 

The  notion  of  politicians  manipu 
ing  monetary  policy  is  morally  repuls 
If  you've  worked  a  dollar's  or  a  euro': 
a  yen's  worth  of  time,  your  compensation  shouldn't  arbitra 
be  increased  or  decreased  by  political  whim.  It's  the  equival 
of  earning  $15  an  hour  but  having  the  government  change; 
length  of  an  hour  from  60  minutes  to  70  minutes.  The  wor 
would  feel  cheated,  and  rightly  so.  Currencies  are  meant  to  b 
measurement  of  value,  not  political  toys. 


What  Don't  They  Get? 


REPUBLICAN  SENATORS  TRYING  TO  WATER  DOWN  THE  FULL 
potency  of  the  President's  tax  cuts  should  be  reminded  of  why  the 
economy  isn't  in  far  worse  shape  today:    ^gg  „,,,^  3„,,  (,997,100) 
the  strength  of  housing.  Why  have  hous- 
ing values  gone  up?  Primarily  because  of 
the  elimination,  for  most  Americans,  of 
the  capital  gains  tax  on  housing.  In  1997 
Washington  exempted  from  tax  the  first 
$500,000  of  gains  in  the  sale  of  a  couple's 
abode.  Presto!  The  housing  market  lit  up 
and  held  its  own  even  when  the  stock 
market  crashed.  Higher  prices  in  the 

1  •  ,  i_  •        J        •  1     1  'Median  sales  price  of  existing  single-family  homes. 

nOUSmg  market  COmbmed  with  lower     Sources.- Naf/ona/Assoc/afion  of  nea/fors;DowJones/nferacfive. 


'97 


■98 


'99 


interest  rates  enabled  homeowners  to  refinance  their  mortga 
and  rake  in  tens  of  billions  of  dollars  for  other  expenditures,  w 
lowering  their  monthly  payments.  Tb 
lower  payments  were  the  equivalent  ( 
tax  cut.  Thus,  homeowners  had 
wherewithal  to  keep  the  economy  lir 
ing  along,  even  though  the  stock  mai 
and  business  investment  fell  off  a  difl. 
If  tax  cuts  worked  so  dramatic 
well  with  housing,  why  don't  th 
Republican  lawmakers  connect  the  c 
and  see  that  tax  cuts  would  do  the  sa 
for  equity  values  and  business  investm< 
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RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  WD-50-50  Cliiiton  St.  (Tel:  212-477-2900).  Charming  and 
original  decor,  lively  service  and  a  vast  wine  list  complement  a 
steOar  menu.  Superb:  baked  skate,  monkfish,  rabbit,  lamb  loin 
and  pork  bellies.  Tr)'  die  red"  shrimp  to  start  and  the  parsnip  cake 
to  finish.  At  $22  to  $28  an  entree,  this  is  one  delicious  bargain. 

•  Lawrence  Scott- 1363  First  Ave.,  between  73rd  and  74th 
streets  (Tel.:  212-396-4555).  Casually  luxurious,  conducive  to 
conversation — a  grown-ups'  place.  The  fare  is  consistently 
tasty  and  satisfying.  Particularly  good:  tlie  crab  avocado  roll. 


seared  tuna  with  wasabi  mashed  potatoes,  and  the  moist  herl 
roasted  chicken.  On  Friday  nights  there's  a  good  jazz  comb* 
The  music  goes  with  the  mood. 

•  Paradou-8  Little  West  12th  St.  (Tel:  212-463-8345).  Smack  i 
the  middle  of  the  meatpacking  district  is  this  tiny,  welcoming  pb 
that  serves  terrific  food.  Don't  miss  the  perfect  tbie  gras,  supei 
hangar  steak,  delectable  grilled  fish  or  obscenely  delicious  crep 
and  plates  of  chocolate  truffles.  Sitting  in  the  flower-filled  garden 
like  being  transported  to  a  hidden  corner  of  Provence.  I 
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LONGEVITY 


[ANOTHER   REASON   PSEG   HAS   WALL   STREET'S   ATTENTION] 


In  unsettled  times  like  these,  it's  good  to  know  that  some  companies  have 


weathered  similar  economic  change  over  the  years.  In  our  case,  an  entire 


century.  At  PSEG,  we're  celebrating  our  100th  anniversary.  How  have 


we  managed  to  succeed?  Simple.  By  developing  sound  business  strategies 


designed  to  manage  risk  and  capitalize  on  change,  enabling  us  to 


navigate  the  tough  times  while  meeting  the  needs  of  our  customers  and 


investors.  Fact  is,  we've  never  missed  a  single  annual  dividend 


since  the  first  was  declared  in  1907.  To  some,  dividends  are  old-fashioned. 


To  us,  they're  a  track  record  of  performance. 


PSEG 

^Ne  make  things  work  for  you. 


v\rww.  pseg  .com 


Announcing  a  new  office  innovation.  Prod|t 
make  working  smarter  affordable  to  all.  The  H 


Introducing  three  !i,  ■ 
needs  of  any  size  oil 
CopyCentre'"  copiers.  . 
printers.  The  powerful 


Learn  more:  www. 


products  priced  to  meet  the 
"  vkably  affordable  Xerox 
U'rox  WorkCenlre®  copier- 
wcutre®  Pro  advanced 


multifunction  systems.  With  the  robust  WorkCen 
don't  just  print,  copy,  fax,  scan  and  e-mail  from  i 
You  do  it  at  network  printing  speeds  faster  than  i 
competition.  Our  WorkCentre  hne  of  basic  copie 
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sewage  Or  call:  1-800-ask-xerox  ext.  2003 
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led  to  meet  individual  needs.  At  prices  that 
Centre*  line.  There's  a  new  way  to  look  at  it. 


■899*  making  digital  reliability  _; 

everyone.  And  if  all  you  need  is  f 

;r,  our  CopyCentre  line  offers  I 
Jit\'  for  a  surprisingly  low  cost. 
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What's  more,  each  new  line  also  has  color 
options.  Because  this  New  Age  is  all  about  helping 
you  work  better  for  less.  Contact  us  today,  and 
bring  new  value  and  innovation  to  your  office. 


THE  DOCUMENT  COMPANY 


XEROX 


OTHER  COMMENTS 


Can  anything  be  sadder  than  work  left  unfinished?  Yes;  work  never  begun. 

—CHRISTINA  ROSSETTI 


Wake-Up  Call  The  Ime  out  of  the  Federal  Reserve  [last 
month]  is  that  for  the  first  time  in  a  generation  it  is  officially  wor- 
ried more  about  falling  prices  than  inflation.  Mr.  Greenspan  is 
walking  on  an  economic  knife  edge,  and  he  knows  it.  His  own  rep- 
utation is  very  much  engaged  here,  since  he  is  the  one  major  eco- 
nomic policymaker  whose  tenure  has  spanned  the  bubble  and  now 
its  troubled  aftermath.  The  Fed  and  monetary  policy  shouldn't  be 
asked  to  do  the  repair  job  alone,  however.  Our  struggling  economy 
could  use  an  injection  of  fiscal  incentives.  The  Bush  tax  cut  as  orig- 
inally proposed  was  about  the  minimum  necessary,  and  the  danger 
now  is  that  it  is  being  watered  down  into  nothing.  The  sight  of 
Republicans  fighting  about  the  difference  between  tax  cuts  of  $350 
billion  and  $550  billion  over  10  years  is  ludicrous.  Over  the  same 
decade  the  U.S.  Treasury  vWU  take  in  some  $25  trillion  in  revenue. 

Tax  cut  opponents  claim  Mr.  Greenspan  opposes  the  Bush 
plan,  but  that  isn't  true.  He  keeps  saying  he  favors  it,  but  he'd 
like  it  matched  by  comparable  spending  cuts.  In  any  case,  Mr. 
Greenspan's  main  duty  is  monetary  policy,  and  that  is  where  his 
words  really  matter.  His  "deflation"  warning  ought  to  be  a 
wake-up  call  to  Congress. 

— Wall  Street  Journal 

Clearing  the  Air  [in  AprU  china's]  communist  Party 
conceded  that  the  number  of  SARS  cases  in  Beijing  was  nearly 
10  times  higher  than  previously  acknowledged.  In  effect,  it 
impUcitly  admitted  it  had  lied.  Then,  the  party  leadership  sacked 
the  minister  of  health  and  the  mayor  of  Beijing  for  mismanag- 
ing the  SARS  crisis.  For  the  first  time,  the  Chinese  communist 
leadership  of  the  day  confessed  its  mistake  and  failure. 

In  1956  in  Budapest,  something  odd  happened  when  Hun- 
garians, usually  reticent,  began  to  lose  fear  and  started  com- 
plaining to  each  other — about  the  regime,  about  having  to  learn 


JtNiK 


"For  heaven's  sake!  You're  retired.  Give  it  up!" 


Russian,  about  anything.  More  recently,  came  the  Tianann 
protests.  Neither  uprising  led  to  freedom.  But  periodic  burst 
free  expression  like  these  give  hope  that  the  repressive  regir 
from  which  they  spring  can  sometimes  lose  absolute  cont 
over  the  people.  With  greater  access  to  information,  China  in 
future  wiU  not  be  able  to  prevent  more  such  bursts  of  freedc 
One  of  these  will  be  more  like  East  Berlin  in  1989  than  Beij 
that  year;  one  of  these  will  finally  do  in  the  Commimist  Part 

— Far  Eastern  Economic  Rev 


Thinking  Things  Out  Either  you  think— or  else  0 
ers  have  to  think  for  you  and  take  power  from  you,  pervert ; 
discipline  your  natural  tastes,  civilize  and  sterilize  you. 

— E  SCOTT  FITZGERALD,  Tender  Is  the  Ni 


From  Strength  to  Strength  There  is  a  reason  1 
our  soldiers  possess  technology,  equipment  and  training, 
superior  to  their  adversaries'.  America  is  the  strongest  nation 
earth  because  we  have  the  strongest  economy  in  the  world.  1 
the  research,  innovation  and  wealth-creation  in  the  U.S.  eo 
omy  that  make  our  military  strong,  and  thus  make  us  sea 
Now  is  exactly  the  wrong  time  to  be  backing  off  proposals  I 
will  further  strengthen  our  economy.  Our  economy  has  b 
sluggish,  and  it's  long  past  time  to  get  the  economy  mov 
through  effective  tax  cuts.  The  President's  proposals  are  righl 
target,  and  Congress  should  not  be  dissuaded  by  short-tc 
events  from  taking  the  wise,  long-term  view. 
—TOM  GIOVANETTI,  president,  Institute  for  Policy  Innovat 

Mayday  Malarkey  it's  certainly  true  that  both  the  S 
attacks  and  the  war  in  Iraq  have  hammered  the  airline  indu.< 
But  one  must  ask  what  makes  the  airlines  so  special  that  t 
should  receive  a  Chrysler-style  bailout  from  Uncle  Sam?  The  h 
and  resort  industries  have  been  inflicted  with  major  finan 
losses.  Financial  services  companies  are  laying  off  tens  of  th 
sands  of  workers.  Telecom  firms  have  lost  two-thirds  of  their  va 
[The  recent]  bailout  only  delay[s]  precisely  what  this  stodgy  inc 
try  needs:  a  cathartic  shakeout  in  which  only  the  strong  sur\' 
Let  the  free  market  work.  I've  seen  the  future  of  this  inc 
try.  It  is  JetBlue  and  Southwest,  AirTran  and  other  upstart  a 
panics  that  are  low-cost,  efficient  and  customer-friendly.  Tl 
are  the  new  friendly  skies,  and  they  don't  need  a  check  fi 
taxpayers  to  serve  their  investors  or  their  frequent  fliers.  I 
—STEPHEN  MOORE,  Cato  Institute,  Desereth 

Money  Talks  No  man  wUl  take  counsel,  but  every  r  j 
will  take  money:  therefore  money  is  better  than  counsel. 

—JONATHAN  SWIFT 
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YOUR  OWN  105.6-CUBIC-FOOT  RESORT. 


toyota.com 


Spacious,  well-appointed  accommodations.  Breathtaking  views.  Luxurious  amenities.  Just  don't  try  and  order  room  service. 
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IRRENT  EVENTS 

lul  Johnson 


rhe  U.Sv  Not  the  UN,  Speaks  for  Humanity 

J)  NOT  C\RE  TO  BE  .\N  .\MER1CAN  PRESIDENT.  THE  WEIGHT  is,  once  states  evolve  to  the  point  of  being  committed  to  the  rule  of 

onsibility  is  too  heavy.  The  power  is  awesome.  If  the  20th  law  and  then  develop  democratic  liberties  that  include  free  speech 

:  American  century,  the  21st  will  be,  too — only  more  so.  Of  and,  thus,  a  righteous  public  opinion,  a  Manichean  world  swiftly 

I'm  working  from  projections  that  can  be  negated  by  follows,  in  which  vice  and  virtue  struggle  for  supremacy. 


But  as  of  now  they  all  indicate  this.  In  the  last  quarter  of  the 
:nmry  the  U.S.  added  $5  trillion  in  real  terms  to  its  GDP.  By 
d-21st  cenmry  its  wealth-creating  capacity  will  be  two  to 
imes  that  of  Europe  and  more  than  25%  of  the  non-U.S. 
total.  The  U.S.  takes  in  more  educated  immigrants  than  the 


The  Greeks,  the  first  constitutionalists,  divided  the  world 
into  two:  the  oikoumene,  where  Greek  civilization  reigned;  and 
chaos,  the  world  of  pandemonium,  beyond.  The  Romans 
thought  in  terms  of  Civitas  Romanorum — universal  Roman 
law — and  barbarism.  The  first  global  sea  power,  Britain,  eventu- 
the  world  combined;  figure  in  these  people  along  with  the  ally  tried  to  suppress  slave  trading  and  piracy  everywhere,  and  in 
atural  increase,  and  its  population  should  exceed  400  mil-  the  1850s  and  1860s,  under  Prime  Minister  Palmerston's  leader- 
2050.  By  then  the  populations  of  Europe  and  Japan  will  be  ship,  encouraged  constitutional  government  all  over  the  world. 
as  more  than  likely  will  be  those  of  India  and  China.  But  Britain  was  a  small  offshore  island  in  Europe,  with  limited 

;  uniquely  free  climate  that  enterprise  and  inventiveness  enjoy      resources,  and  never  tried  to  push  its  global  aims  too  far. 


rica  ensures  that  the  U.S.'  lead  in  most  aspects  of  technology 
den.  This  will  reinforce  America's  military  and  economic 
)untcy.  What  will  the  U.S.  do  with  all  this  power?  America  has 
radition  of  geopolitical  laissez-faire.  When  George  Washing- 
»ke  of  "the  rising  American  empire,"  he  surely  meant  what 
generation  would  call  manifest  destiny  When  Thomas  Jef- 
called  the  U.S.  an  "empire  of  liberty,"  he  was  merely 
ig  John  Winthrop's  image  of  the  "city  upon  a  hill." 
i.  foreign  policy  has  been  interventionist  within  its  hemi- 
but  generally  inactive  outside  it.  Indeed,  the  U.S.  has  reacted 
d  events  rather  than  caused  them.  President  Woodrow  Wil- 
ered  WWI  only  when  Germany's  unrestricted  submarine 
'  became  intolerable.  It  took  Japan's  bombing  of  Pearl  Har- 
1  the  Nazis'  declaration  of  war  to  bring  the  U.S.  into  WWII. 
)ld  War  was  Joseph  Stalin's  doing,  with  Harry  Truman's 
a  a  reluctant  participant.  And  for  eight  years  President  Bill 
1  responded  to  terrorism  in  traditional  U.S.  fashion — by 
g  jt  and  hoping  it  would  go  away.  It  was  the  colossal  out- 
9/11  that  impelled  George  W.  Bush  to  go  to  war. 
there  are  now  signs  of  a  historic  change.  The  proliferation  of 
IS  of  mass  destruction  and  the  comparative  ease  wath  which 
uld,  in  theory,  be  deployed  against  the  U.S.,  as  well  as  the 
hat  America's  wealth,  power  and  paramountcy  inspire  have 
U.S.  no  alternative  but  to  construct  an  active  global  strategy 
m  defense.  This  has  already  led  to  a  punitive  war  in  Afghan- 
id  a  preventive  war  in  fraq.  I  have  little  doubt  that  a  fiorther 
linst  North  Korea,  is  inevitable,  probably  next  year, 
en  will  it  all  end?  Never.  Or,  rather,  not  untO  America's 
1  ebbs  and  the  duties  it  feels  compelled  to  undertake  pass  to 


More  Masterhil  Arbiter  of  Vice  and  Virtue 

From  its  inception  the  U.S.  has  been  a  millenarian  society,  dedicated 
to  showing  the  rest  of  the  world  how  to  live.  Its  Presidents  have 
always  tended  to  use  quasireligious  rhetoric  and  to  speak  to  a  world 
congregation,  as  well  as  to  its  own.  The  U.S.  feels  it  has  almost  lim- 
idess,  God-given  resources  to  carry  out  a  noble  mission  on  behalf  of 
all  manJdnd  and  in  accordance  with  providential  directives.  Presi- 
dent Ronald  Reagan  spoke  of  "the  Evil  Empire,"  and  demolished 
it.  President  Bush  has  referred  to  "the  Axis  of  Evil"  and  is  disman- 
ding  it.  This  process  may  soon  develop  a  momentum  all  its  own. 
Two  things  give  America's  actions  legitimacy: 

•  The  failure  of  the  UN  to  be  an  effective  peacekeeper,  even  in 
minor  conflicts.  These  conflicts  will  become  far  more  serious  if 
weapons  of  mass  destruction  fall  into  the  hands  of  aggressive 
dictators.  If  the  UN  cannot  impose  order  in  an  increasingly  dan- 
gerous world,  then  America's  duty  is  plain. 

•  The  U.S.  is  the  nearest  thing  to  a  microcosm  of  world  society, 
with  every  people  represented  in  its  vast  democracy.  This  is  why  I 
regard  anti-Americanism  as  racism;  it,  in  effect,  amounts  to  a 
hatred  of  humanity  itself.  No  nation  has  more  right  to  speak,  and 
act,  on  behalf  of  the  human  race  than  the  U.S.  Its  armed  forces  are, 
by  their  very  nature,  multiracial.  Thev  are  as  diverse  in  origin  as  a 
UN  force  but  have  none  of  the  baggage  of  natural  antagonisms 
that  makes  the  UN  so  feeble  and  corrupt.  And  the  American  mili- 
tary has  the  huge  advantage  of  working  under  a  single  directive. 

What  is  not  yet  clear,  however,  is  whether  the  American  peo- 
ple are  ready  to  take  on  this  global  task,  which  will  certainly  be 
arduous  and  more  than  likely  unpopular.  The  debate  must  begin 


inds.  And  that  looks  to  be  a  long  time  from  now.  The  truth      so  that  America's  national  will  can  emerge. 

brbes 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  director,  Yale  Center  for  the 
Study  of  Globalization,  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  rotate  in  writing  this  column.  To  see 
past  Current  Events  columns,  visit  our  Web  site  arwww.forbes.com/currentevents. 
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Tyke 


Climbing  the  ladder  of  success  takes  stamina,  know-how  and  a  little  luck.  We  have  investment 
and  insurance  opportunities  that  can  help.  Not  to  mention  the  investments  managed  by  our 
affiliate  OppenheimerFunds,  Inc.,  one  of  the  country's  leading  asset  managers. 
Now  you're  ready  for  life's  ups  and  downs.  You  can't  predict.  You  can  prepare.® 
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and  OppentieimerFunds  Distributor,  Inc,  Taisl  services  are  ottered  ttirough  The  MassMutual  Tnjst  Company,  FSB,  CHUTES  &  LADDERS'  &  ©2002  Hasbro, 
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Decade  of  Disruption 


HOW  \VE  USED  TO  FRET  ABOUT  BEING  ".^iVlAZONED"  OFF 
siness  stage!  If  we  worked  in  retail,  publishing,  health  care 
urance,  it  seemed  our  two  choices  were  either  to  join  a 
m  or  learn  to  ask:  "You  want  fries  with  that  order?" 
dn't  happen.  With  the  exception  of  small  travel  agencies, 
if  us  dodged  the  cyberbullets  of  the  1990s  and  lived  to 
e  about  the  overblown  dot-com  threat.  But  don't  laugh  too 
L  second  blast  of  disruption  may  be  near,  if  history  is  a  guide, 
t  Boom,  Act  I  started  in  1994,  when  Web  browsers  such  as 
:'s  hit  the  market.  A  year  later  Netscape  IPO'd,  and  the  great 
rush  was  on.  When  Amazon's  market  cap  vaulted  over  the 
led  value  of  Barnes  &  Noble  and  Borders  Books  &  Music  in 
lalt  the  world  thought  a  revolution  in  business  models  was  at 
rhe  other  half  said:  Horsepuckey,  it's  just  a  financial  bubble, 
e  horsepuckey  camp  looks  pretty  smart  today, 
e  horsepuckey  camp  looked  pretty  smart  in  1985,  too,  when 
)ticism  about  the  personal  computer  was  playing  out  in  the 
larket.  Recall  that  in  1 976  the  Apple  I  tumbled  out  of  a  north- 
lifornia  garage,  giving  birth  to  a  new  industry.  Apple  went 
in  1980,  making  quarter-billionaires  of  founders  Steve  Jobs 
rve  Wozniak.  IBM  entered  the  market  a  year  later  and  legit- 
the  PC  for  conservative  corporate  buyers.  In  1982  Time  mag- 
lamed  the  PC  its  "Man  of  the  Year."  The  PC  Boom,  Act  I 
in  early  1983,  with  obscene  amounts  of  venture  capital  raised 
3re  tech  IPOs  than  you  could  count.  Eagle  Computer,  a  real 
sneaked  past  the  IPO  gate  in  early  1983.  The  financial  bust 
i  in  late  1983,  and  it  lasted  through  mid- 1986,  when  Intel  lost 
lUlion  in  one  quarter  and  very  nearly  keeled  over. 


PC  Boom,  Act  I  was  not  too  disruptive.  It  mostly  was  cute  and 
additive.  It  gave  us  new  products,  new  ways  of  working,  new  heroes. 
Sure,  there  was  plenty  of  death  and  mayhem,  but  it  was  happening 
to  startups.  Established  computer  companies,  such  as  IBM,  Digital 
Equipment  Corp.,  Data  General  and  Wang,  were  unfazed. 

But!  ...  PC  Boom,  Act  II,  which  began  in  late  1986,  turned 
out  to  be  anything  but  cute.  It  was  a  serial  killer.  Desktop  pub- 
lishing wiped  out  typesetting  shops.  Computer-aided  design 
squashed  draftsmen's  careers.  Intel  and  Microsoft  grew  big  and 
ruled  the  planet,  while  the  old  guard  of  Digital  Equipment,  Data 
General  and  Wang  were  taken  over,  trivialized  or  snuffed. 

Net  Boom,  Act  II  is  just  getting  started.  Behind  the  revival  is  an 
array  of  cheap  stuff,  such  as  wdreless  broadband,  120-gigabyte  disk 
drives  for  $99  and  mail-order  "blade"  servers  that  are  as  powerful  as 
$250,000  Unix  boxes.  The  second-order  effect  of  all  this  cheap  gear 
is  rapid  Net  penetration  into  poorer  countries  like  India  and  China, 
which  are  becoming  vendors  of  even  cheaper  products  and  services. 

Net  Boom,  Act  II  will  also  be  a  serial  killer.  At  the  risk  of 
sounding  like  the  nerd  who  cried  wolf,  I  ask  you  to  close  your 
eyes  and  imagine  what  cheap  technology  and  clever  entrepre- 
neurs around  the  world — not  just  in  Silicon  Valley — might  do  to 
your  business  model.  For  example,  I'm  typing  this  editorial  on  a 
quiet  Sunday  afternoon  from  a  leather  chair  in  the  den  of  my 
house.  With  home  Wi-Fi,  I  now  use  my  laptop  in  ways  I  never 
used  to.  I  buy  more  things,  from  socks  to  steaks,  on  the  Net.  I 
read  much  more — by  far — on  the  Net  than  I  ever  did.  Whoa! 
Don't  I  work  for  a  magazine  that  is  printed  on  . . .  paper?  Do  I 
hear  the  sound  of  the  fat  lady  singing  on  Grokster? 


Summer  Reading 


£L  LEWIS  KNITS  BASEBALL  AND  BUSINESS  TOGETHER  IN 

tail  (WW  Norton,  $24.95),  a  look  at  how  the  Oakland  A's 

,  manager,  Billy  Beane,  built  an  enduring  100- 

i-season  winner  despite  the  second-lowest  pay- 

the  majors.  Moneyball  shows  author  Lewis  at 

of  his  talented  game. ...  Bill  Bryson,  the  travel 

par  excellence,  takes  an  odd  but  satisfying 

at  science  with  A  Short  History  of  Nearly 

ing  (Broadway  Books,  $27.50).  I  would  follow 

's  witty  prose  to  the  end  of  the  universe — and 

•  enough,  that's  one  of  the  places  he  takes  you. 

iders  know  my  passion  for  flying  small  airplanes, 

ihare  it,  then  you'll  love  the  next  two  books.  Greg  Brown  (a 

r  name  to  readers  oi  AOPA  Pilot  magazine)  has  written 

arpet  (Iowa  State  Press,  $29.99),  a  journey  of  life  and  flying 

itains  some  of  the  most  fetching  words  yet  penned  about  a 


father-son  relationship. . . .  Barbara  Cushman  Rowell's  Flying  South: 
A  Pilofs  Inner  Journey  (Ten  Speed  Press,  $24.95)  is  a  breathtakingly 
beautiful  account  of  her  1990  expedition  in  a  single- 
engine  Cessna  from  California,  around  the  tip  of  South 
America,  and  back  The  book  is  adorned  with  photos 
taken  by  her  husband,  Galen  Rowell,  the  celebrated 
mountain  climber  and  National  Geographic  magazine 
photographer.  Tragically,  both  Galen  and  Barbara  were 
killed  in  a  charter  plane  accident  last  year. ...  Yet  one  more 
adventure  book  to  fire  your  mind:  To  the  Limits  (John 
Wiley  &  Sons,  Inc.,  $27.95),  by  FORBES  writer  James 
Clash.  When  not  ascending  peaks  and  driving  Indy  race 
cars  himself,  author  Clash  gets  into  the  heads  of  famous  adventurers 
such  as  Sir  Edmund  Hillary,  Rick  Mears  and  Neil  Armstrong.        F 


TJV-||«l-j£»c  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
''  ^^Jm_r^i^  I  or  e-mail  him  at  publisher@forbes.com. 
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MAKERS  A  BREAKERS 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


Seasick 


ROYAL  CARIBBEAN  CRUISES  (20,  RCL),  THE  WORLD'S  SECOND-LARGEST  CRUISE  LINE,  HAS 
seen  its  stock  rise  57%  since  March.  Royal's  earnings  climbed  38%  to  $35 1  million  for 
2002  and  in  the  war-leery  first  quarter  still  managed  to  inch  up  a  half-point  to  $53  mil- 
lion. Royal  looks  cheap  at  11  times  trailing  earnings;  rival  Carnival  goes  for  17  times. 
So  buy  Royal?  Nope.  Revenues  are  weak — although  you  could  easily  get  the  reverse 
impression  from  the  press  releases.  Royal  buoys  revenues  by  including  passengers' 
airline  tickets  to  embarkation  points,  travel  agent  commissions,  shore  tours  and  stuff 
sold  onboard.  Smce  airUnes  and  other  vendors  get  this  money,  it's  not  a  good  indi- 
cator of  Royal's  ability  to  attract  and  hold  customers. 

The  company  reported  that  revenue  grew  a  nice  9%  in  2002  to  $3.4  billion. 
But  strip  out  the  lard  and  it  really  had  a  0.7%  drop  (on  a  per-passenger,  per-cruise- 
day  basis).  Royal  is  hardly  alone  in  counting  other  vendors'  revenue  in  its  top  line, 
but  it  is  the  biggest  offender  (Carnival's  2002  results,  even  with  the  extras,  showed 
a  3.7%  revenue  decrease). 

To  appease  critics,  Royal  started  in  2003's  first  quarter  to  make  revenue  disclo- 
sures a  little  easier  to  see.  Now  its  earnings  releases  will  disclose  the  dollar  amounts 
for  other- vendor  revenues.  The  first  quarter  shows  a  10%  revenue  hike  counted  the 
old  way,  but  the  gain  is  just  3.9%  minus  the  other  vendors'  portions.  Royal  says  rev- 
enue, construed  narrowly,  will  slide  6%  to  9%  in  the  second  quarter. 

This  highly  leveraged  company  (debt  is  55%  of  total  capital)  needs  robust  growth 
to  pay  off  its  borrowings  for  new  ships;  the  company  added  15%  capacity  in  2002 
and  12%  this  year.  But  that's  not  good  when  revenue  is  shrinldng.  Retui-n  on  capital 
is  a  lowly  3.7%.  Short  the  stock,  cover  at  $9.  — Elizabeth  MacDotmld 


JjfSMitilkM 


Fries  With  That? 


HAS  THE  WORLD  CHANGED  SO  MUCH  THAT 
fast  food  could  go  the 
way  of  the  Automat? 
Tastes  may  be  migrat- 
ing to  higher-quality 
fare  such  as  that  of-  ___^^__ 
fered  by  the  chi-chi    H^H^^^^H 


sandwich  chain  Cosi. 
But    Merrill    Lynch 


5/31/02  5/16/03. 


restaurant  analyst  Peter  Oakes  says  there  is 
still  room  for  old-style  burger  joints. 

He  likes  the  outlook  for  JACK  IN  THE 
BOX  (21,  JBX).  The  company  has  had  its 
struggles:  In  its  fiscal  first  half,  ended  in 
March,  sales  were  flat  at  $1  billion  and 
earnings  down  16%  to  $37  million.  But 
same-store  sales  are  stabilizing  and 
should  start  to  improve  later  in  the  year. 
The  company  has  also  added  salads  to 
the  menu  and  is  spending  more  on 


product  development. 

Oakes  estimates  $1.95  in  per-sb 
fiscal  2003  earnings  (last  year's  m 
$2.07)  and  $2.20  in  2004.  Jack  trades 
bargain  1 1  times  trailing  earnings,  tc 
for  mighty  McDonald's.  — Daniel  Kn 


Gas  It  Up 


OVER     THE     LONG 
pull,  natural  gas  de- 
mand is  growing.  Al- 
though    still    well 
below  its  2001  high, 
the  average  price  of 
gas  at  the  wellhead  rose  79%  to  $3 
thousand  cubic  feet  last  year.  The  trends 
benefit  Canadian  natural  resourcei 
CND),  with  wells  in  Canada  and  the  Ni 
Sea,  says  Amir  Arif,  analyst  at  Friedn 
Billings,  Ramsey. 

In  the  first  quarter  the  comp 
increased  sales  127%  to  $1.2  billion,  i 
in  part  to  the  acquisition  of  Rio  i 
Exploration.  Net  income  climbed  fi 
$72  million  to  $312  million.  Arif  exp 
Rio  Alto  to  contribute  to  fast  pr 
growth.  Canadian  Natural  Resou 
trades  for  eight  times  trailing  earni 
— Christopher  Heli 


On  Sale 


THIS  SEASON  CAMOU- 
flage  is  not  in  style  for 

LIMITED  BRANDS  (13, 
ltd),  seller  of  urban 
attire,  intimate  wear 
and  aromatherapy 
candles.  But  Bear  Stearns  analyst  E 
Telsey  thinks  the  battered  retailer  ( Victc 
Secret,  Express,  and  Bath  &  Body  Wc 
has  hidden  value.  While  net  income  sli{ 
3%  to  $502  million  in  the  Feb.  l-endinj 
cal  year  on  flat  sales  of  $8.4  billion,  si 
gent  cost-cutting  and  restructuring  is  bi 
ing  a  solid  foundation  for  future  growl 
Wall  Street  dislikes  retailers  t! 
days,  so  Limited's  stock  is  well  off  its 
52-week  high.  At  14  times  trailing, 
much  cheaper  than  Gap  (30  times) 
Urban  Outfitters  (22).  — Aliya  Stem 
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in  sta^g  still.  MRinly  have  they  produced  an  impressive  record  of  growth,  they  have  done  so  while  building  one  of  the  highest  Eustomer 
1  ratings  in  the  industry.  This  commitment  to  performance  has  made  Fifth  Third  one  of  America's  strongest,  most  stable,  ^H  ■"'i^''mm'mm  J^.  flBM 
5titutions.  It  has  also  earned  them  a  position  among  the  category  leaders  of  the  world's  most  progressive  stock  market.    l^^^aSflliljypiiklHV: 


ON  MY  MIND 


By  Adam  D.  Thierer,  director  of  telecommunications  studies  at  the  cato  institute  and 

COAUTHOR  WITH  WAYNE  CREWS  OF  WHAT'S  YOURS  IS  MINE:  OPEN  ACCESS  AND  THE  RISE  OF  INFRASTRUCTURE  SOCIALISM. 

Bill  Gates,  Socialist 

Why  in  the  name  of  capitalism  are  tech  giants  like  Microsoft  and  Ebay  looking  for  regulationi 


LOOK  WHO  HAS  GONE  RUNNING  TO  THE  GOVERNMENT  FOR 
protection:  a  packet  of  digital-era  giants.  The  issue  is  access  to 
the  Internet  content  transmitted  over  the  wires  owned  by  cable 
and  telecom  companies.  Led  by  Microsoft,  the  software  and 
e-commerce  firms  (including  Apple  Computer,  Disney,  Ebay 
and  Yahoo)  have  petitioned  the  Federal  Communications  Com- 
mission to  adopt  rules  that 
ensure  that  broadband  operators 
will  not  disrupt  consumer  access 
to  Web  sites. 

This  case  proves,  once  again, 
that  capitalists  can  be  their  own 
worst  enemies.  Despite  little  evi- 
dence that  broadband  operators 
are  blocking  access  to  any  Web 
sites  or  Internet  content  today, 
these  tech  companies — ^who  have 
formed  a  group  artfully  called  the 
Coalition  of  Broadband  Users 
and  Innovators — claim  that  cable 
and  telco  companies  are  forging  a 
"broadband  duopoly"  that  will 
"define  the  Internet  for  some 
time."  In  essence,  the  petitioners 
claim  that  broadband  operators 
are  hell-bent  on  denying  con- 
sumers access  to  all  sorts  of  Inter- 
net content. 

But  why  would  network  oper- 
ators seek  to  limit  choices  in  such  a 
way?  Where  are  the  examples?  In 
die  name  of  preserving  "net  neutrality"  and  "nondiscrimination," 
the  coalition  insists  the  FCC  must  adopt  preemptive  "safeguards" 
to  ensure  open  access. 

So,  the  Microsoft  gang  is  coming  out  foursquare  in  favor  of 
neutrality  and  nondiscrimination.  This  is  baseball  and  apple  pie 
stuff,  right? 

Not  really  What  the  FCC  petitioners  probably  fear  is  not  that 
broadband  operators  might  start  blocking  access  to  certain  Web 
sites  outright,  but,  rather,  that  they'll  employ  differential  pricing 
schemes  for  certain  bandwidth-intensive  sites  or  forms  of  con- 
tent. For  example,  a  user  downl<mding  fi-om  a  Disney  online 
movie  site  might  pay  a  premium  related  to  the  size  of  the  files 
transferred.  In  this  sense  "discrimination"  can  be  a  good  thing, 
since  network  operators  would  be  pricing  service  according  to 
demand  and  allocating  access  to  broadband  pipes  the  same  way 

44      FORBES.   Iunc9, 2003 


"Let's  sc^  that  cable  or  telephone  companies  did 

try  to  block  Web  sites.  Don't  they  have  the  right 

to  use  their  property  however  they  want?" 


cable  operators  price  video  programming  offerings.  As  any  E 
101  textbook  makes  clear,  such  price  discrimination  is  uj 
every  day.  But  the  Microsoft/Disney  coalition  probably  doe 
like  the  idea  that  bandwidth-intensive  offerings  could  be  pusl 
into  a  premium  tier  priced  at  a  different  rate  than  that  for  ji 
den-variety  sites.  So  before  such  price  experimentation 

develop,  the  coalition  hope 
kneecap  network  operators  v 
new  FCC  "antidiscriminati( 
mandates. 

But  let's  say  cable  or  t(l]g 
phone  companies  really  did^ 
to  block  certain  types  of  \j 
sites  or  content  outright.  D(i 
they  have  the  right  to  use  tli 
property  however  they  wa^ 
The  time-tested  principles 
property  rights,  voluntary  c 
tracts  and  a  healthy  respect 
the  evolutionary  nature  of 
free  market  offer  superior  gui 
lines  for  governing  high-t 
markets. 

The  alternative — mandal! 
access  regulation — sounds  1 
pealing  until  you  realize  thj 
amounts  to  infrastructure 
cialism,  a  sacrifice  of  pri^ 
property  for  the  public  go 
Compelling  network  opera' 
who  spent  billions  creating  i 
high-speed  networks  to  share  those  systems  with  others  o 
allow  others  to  dictate  the  terms  of  use  is  a  little  bit  like  1" 
ing  regulators  knock  at  the  front  door  of  your  new  house 
tell  you  that  your  second  floor  will  now  be  considered 
collective  property  of  the  entire  neighborhood.  Governmi 
mandated  "open  access"  is  nothing  more  than  collectiv 
for  the  information  age. 

The  inft-astructure  socialists  include  an  impressive  nun 
of  innovative  technology  companies,  some  of  which  have  thi 
selves  been  the  subject  of  forced  access  proposals.  Don't  tl 
firms  realize  that  their  strategy  could  backfire?  And  wh< 
Microsoft  doing  leading  this  regulatory  witch-hunt  and  ui 
the  same  sort  of  populist  rhetoric  employed  against  it  durin 
antitrust  trial?  The  open-access  petitioners  seem  to  be  utt 
blind  to  the  irony  of  their  position. 
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I  ince  they  graced  our  cover  a  year  and  a 
■  half  ago,  the  Zaslows  of  Philadelphia  have 
taken  their  family- centered  investment 
strategy  to  the  next  level.  We  explained  how  the 
Zaslows  were  saving  on  fees  and  gaining  access 
to  high-end  investments  by  pooling  the  wealth 
of  three  generations,  rather  than  investing  in- 
dividually. The  clan  recentiy  opened  a  famOy 
office  in  a  renovated  wing  of  the  furniture 
and  uniform  supply  company  owned  and 
managed  by  brothers  Arnold,  Jerome  and 
Spencer,  who  are  now  in  their  70s.  The  plan 
is  to  hire  four  staffers  to  provide  financial, 
estate  and  tax  planning,  and  investment 
oversight  for  the  entire  34-member  family. 
The  three  brothers'  offspring  still  buy 
securities  through  their  own  partnerships, 
but  now  all  nine  cousins  own  an  equal  share  of  the  family's  entire  real  estate  as- 
sets. On  top  of  that,  the  Zaslows  have  shaved  costs  by  switching  their  charita- 
ble foundation  account  from  the  National  Philanthropic  Trust,  to  whom  they 
paid  a  rate  of  1.5%.  They  now  use  Vanguard,  which  charges  a  tad  under  0.75%. 

— Matthew  Swibel 

JUNE  10,  2002 


Earnings  Quality 


Last  year  we  tore  apart  the  financial  statements  of  some  of  Wall  Street's  favorite 
growth  stocks  and  graded  their  earnings  quality.  Richly  valued  stocks,  we  cau- 
tioned, are  extremely  vulnerable  to  any  hint  of  earnings  weakness  or  slower 
growth.  Was  our  warning  warranted?  On  average,  the  ten  companies  we  said 
had  poor  earnings  quality  were  13.1%  off  their  prices  from  one  year  ago,  ver- 
sus a  14.5%  drop  in  the  S&P  500.  — Cecily  }.  Fluke 
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King  Pharmaceuticals 

Fiserv 

Quest  DiagnosTi-:: 

Tiffany  &  Co. 

Harley-Davidson 

Linear  Technology 

Affiliated  Computer  S'jivir'?^ 

Chiron 

Fox  Entertainment  Grcu.o 

Apollo  Group 

S&P  500  li!'J1.4c>  933.41  -14.5 

Receni  prices  as  of  May  9.     Sourcn  IT  Inlenclm  Os'a  y.v»  FactSet  Research  Systems. 


Flashbacks 

.  85  YEARS  AGO  IN  FORBES/FEBRUARY  2,  isi 

Taking  Liberties  Fake  promoters  ■. 

stock  swindlers  are  abounding  in  the  land.  Ov| 
ers  of  small  Liberty  Bonds  are  being  urged  to  ci 
pose  of  them  and  buy  miracle-working  sto(l 
invented  by  fakers.  The  4%  paid  by  the  Govel 
ment  is  sneered  at.  Why  take  4%  when  you  (I 
make  40%  or  perhaps  400%?  Uncle  Sam} 
urgently  needs  every  dollar  that  can  be  placeil 
his  war  chest  that  very  special  efforts  should! 
made  now  to  round  up  and  herd  behind  b| 
every  swindler  engaged  in  obtaining  moi| 
under  false  pretenses. 

50  YEARS  AGO  IK  FORBES/MAY  i,  1953 

Follow  the  MoneyAii  around  Ml 

hattan,  brokerage  houses  have  opened  uptcj 
offices.  Some  might  pass  for  exclusive  shil 
were  it  not  for  the  customary  "board."  Most 
consistently  well  occupied  with  clients  whi 
demeanor  varies  with  locale— a  continental! 
lurks  about  the  Plaza  and  Sherry  Netherlail 
environs.  A  sportier  clique  is  found  along  upl 
Broadway.  Many  a  securities  salesman  is  beJ 
ning  to  refer  to  his  Wall  Street  headquarterjl 
"the  factory,"  claiming  that  "the  public"  rl 
prefers  to  do  business  in  its  own  neighborhcj 

25  YEARS  AGO  IN  FORBES/JUNE  12,  1978 

otOCKS  SnCl  OOX  FORBES  is  norm  I 
skeptical  about  "revcj 
tionary"  new  ideas 
cause  all  too  often  til 
turn  out  to  be  old  idi 
wrapped  in  new  verbifl 
So,  in  part,  with  Modi 
Portfolio  Theory.  At  | 
core,  MPT  is  simply  a 
phisticated  system  for  measurement  of  riskl 
the  one  hand  and,  on  the  other,  a  handy  sys<l 
for  keeping  track  of  the  ever-expanding  uniw  I 
of  stocks.  Do  you  need  MPT  to  be  a  succesil 
investor?  Of  course  not.  There  were  plentjl 
successful  investors  even  before  Ben  Gral' 
came  along  and  systemized  fundamental! 
vestment  analysis.  It's  kind  of  like  this  busij 
of  sex  manuals.  They  are  unquestionably  i 
to  some  people,  maybe  a  lot  of  people.  Bii 
Casanova  ever  read  one? 
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What  does  Dell  bring  to  your  enterprise?  Just  what  you'd  expect:  A  legendary  focus  on  yt  m 
customer,  that's  as  relentless  as  our  focus  on  driving  down  costs. 
With  Dell  you  get: 
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For  nearly  20  years,  we've  revolutionized  the  way  the  world  bu' 
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rink  Your  Profit 

our  story  on  wine  futures,  we 
mised  to  check  in  on  2000  Bordeaux 
ires  prices  one  year  hence.  Megacritic 
>ert  Parker  had  declared  the  vintage 
erior,  and  speculators  were  snapping 
(iitures  for  9-liter  cases.  Unlike  coffee 
lotton  futures,  wine  contracts  aren't 
;rally  regulated  or  sold  on  an  orga- 
■d  exchange,  and  trading  the  contract 
egal.  The  main  way  to  cash  in  is  to  seU 
wine  at  auction.  Auction  houses  take 
io  20%  of  the  proceeds  from  sellers, 
up  to  17.5%  from  buyers. 


FUTURES 
WE               PMCC 

CURRENT 
PRICE 

argaux             $4,200 

$6,250 

luT-Bnon            4,000 

4,300 

fite  Rothschild     4,000 

5.400 

vie                   2,400 

3,100 

cm  Beaucaillou   1,399 

1,539 

s  d'Estoumel       1,099 

1,255 

nch  Bages          1,099 

1,255 

ces  are  for  9-lrter  cases  of  2000  Bordeaux 

rhe  results  on  our  portfolio  of  eight 
stment-grade  Bordeaux  were  scatter- 
.  A  case  of  Haut-Brion  sells  for  8% 
e  than  it  did  a  year  ago,  but  the  biggest 
er.  Chateau  Margaux,  was  up  49%.  As 
)up  the  wines  were  up  22%.  If  you  fac- 
n  the  auction  house  cut  on  potential 
,  that's  a  lousy  return  for  an  investor 
cashes  out.  But  it  would  be  fine  for  a 
er.  — Peter  Newcomb 

lMBER  \2    2001 

'  Real  Returns 

tly  after  the  Sept.  1 1  attacks,  contrar- 
nvestor  Sir  John  Templeton  saw  op- 
unity  in  Wall  Street's  gloom.  Temple- 
now  90,  had  his  eye  on  selected 
rging  markets  with  attractive  price- 
ings  ratios.  The  mutual  funds  FORBES 
ted  based  on  his  advice  are  up  13% 
pared  with  a  negative  12%  return  for 
&P  500.  The  long-term  U.S.  Treasury 
Is  he  recommended  are  also  up  14% 

^mpleton's  masterstroke:  long- 
r  U.S.  and  Canadian  government 


FOLLOW-THROUGH 

Strips,  that  is,  zero-coupon  bonds.  The 
30-year  U.S.  Strips  have  returned  35%, 
the  Canadian  Strips  40%  to  a  U.S.  doUar 
investor.  Templeton,  who  sold  his  mu- 
tual fund  empire  in  1992  to  devote  him- 
self to  spiritual  and  charitable  works,  had 
one  more  novel  piece  of  advice:  Buy  the 
Canadian  Strips  on  margin,  with  money 
borrowed  from  Japan,  which  was  lend- 
ing yen  at  an  interest  rate  of  0.1%.  An 
investor  who  followed  Sir  John's  advice 
in  late  2001  on  1-to-l  margin  would  be 
sitting  on  a  return  approaching  80%. 

— Stephane  Fitch 

MAY  27.  2002 

New  Kids  on  the  Block 

A  year  ago  we  took  a  close  look  at  fledg- 
ling Ameristock  Funds,  an  investment 
company  in  Alameda,  Calif  In  an  effort  to 
keep  costs  down,  its  four  partners  did 
everything  from  managing  their  funds' 
portfolios  to  answering  the  firm's  800 
number  and  licking  envelopes.  Thanks  to 
continued  parsimony,  the  largest  fund's  ex- 
pense ratio  has  inched  down  from  0.83% 
to  0.77%.  The  partners  have  also  stuck  to  a 
low-turnover  strategy,  holding  on  to  all  the 
companies  in  their  flagship  $1.5  billion 
Ameristock  Mutual  Fund,  made  up  of  do- 
mestic equities.  A  year  ago  we  noted  five  of 
the  fund's  picks.  The  best  performer  has 
been  IBM,  up  10%  to  a  recent  $89.  The 
worst,  Duke  Eriergy,  has  continued  to  tank 
with  the  rest  of  the  energy  sector,  to  $18, 
down  49%.  Average  return  for  the  five: 
negative  12%.  — Michael  Maiello 

FEBRUARY  18,  2002 

Golden  Touch 

Gold  mine  investors  Seymour  Schulich 
and  Pierre  Lassonde  managed  to  sock 
away  $235  million  over  18  years  even  as 
the  price  of  the  metal  tumbled.  Last  year 
we  described  the  duo's  risky  bet  that  the 
two-decade  bear  market  in  gold  was 
about  to  turn.  They  sold  Franco-Nevada 
Mining  for  shares  of  Newmont  Mining, 
which  is  largely  unhedged  and  thus  vul- 
nerable to  the  metal's  fortunes.  As  gold 
has  risen  from  $295  per  ounce — when 
the  deal  closed — to  $350,  so  have  their 
Newmont  shares.  Their  stake  is  now 
worth  $330  million.    — Bernard  Condon 
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AIRLINES  GOING  BANKRUPT.  BOEING  STOCK  AT  HALF 
its  pre-Sept.  1 1  level.  Tailfins  lined  up  in  the  Arizona 
desert.  Pilots  and  flight  attendants  getting  pink  slips 
or  wage  cuts.  The  travails  of  the  airplane  sector  are 
causing  immense  suffering.  But  one  area  is  thriving, 
making  windfalls  overnight  for  a  few  lucky  partici- 
pants: airplane  brokers.  If  you've  got  an  Indiana  Jones-type  stom- 
ach for  adventurous  commerce — and  several  million  dollars  to 
back  the  escapade — buying  airliners  for  resale  or  salvage  offers  a 
thrill.  You  buy  a  plane  for  next  to  nothing.  Then  you  cannibalize 
it  for  parts,  find  a  commuter  line  in  Africa  that  wants  it  if  financ- 
ing can  be  magically  arranged  or  sell  it  for  cash  to  a  shadowy 


Colombian  businessman  (the  fewer  questions  asked,  the  be 
Don't  forget  your  bullwhip.  Remarketing  aircraft  used 
played  by  gentlemen's  rules,  but  the  recent  glut  of  plane 
attracted  a  new  breed  of  scrappy  bottom  feeders.  They'll  tr\ 
thing  to  turn  a  profit — selling  planes  on  Ebay,  even  ste 
someone  else's  leads.  "I  get  people  calling  me  trying  to  sell  n 
own  aircraft,"  says  Bryan  Johnston,  president  of  Aviation  V  | 
Services,  who  advertises  aircraft  for  sale  on  his  Web  site. 

Prices  have  plunged  by  30%  to  50%  since  Sept.  1 1  and  I 
yet  to  hit  bottom.  U.S.  carriers  had  15%  overcapacity  prior  1 
Iraq  war.  Another  250  commercial  jets  could  hit  an  all 
swollen  market,  bringing  the  surplus  to  1,765  planes,  reports 
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Even  during  bad  times  for  airlines 

and  aircraft  makers,  traders  of  used 

commercial  jets  are  flying  high. 


BY  MARK  TATGE 


:^-ULl.i-:._J' 


3n  Solutions,  a  consultancy.  The  worldwide  fleet  totals 
.  Brand-new  Boeing  777s  are  selling  for  $165  million — and 
•ting  with  10-  to  15-year-old  737-300S  available  for  $5  mil- 
$8  million  and  20-year-old  737-200S  at  $1.5  million, 
me  dealers  are  buying  jets  and  leasing  them  (complete  with 
ind  maintenance  packages),  others  are  converting  them  to 
ihips  or  busting  them  up  for  spare  parts.  The  most  straight- 
d  play  is  to  broker  a  deal  and  take  a  3%  to  5%  tommission 
i^  the  seller.  A  wide-body  250-seat  Boeing  767-300  ER,  which 
w  for  $65  million  in  1998,  should  go  for  $35  million  now. 
iddleman  gets  at  least  $1  million, 
a'll  need  lots  of  contacts  or  something  to  pay  the  rent  while 


you  build  your  deal  book.  James  A.  Bryan  Jr.,  retired  president  of 
Airbus  Industries  N.A.,  bought  two  Boeing  767s  and  one  Airbus 
A300  recently  with  the  idea  of  busting  them  up  for  parts.  He  may 
flip  them  instead:  "They  want  to  pay  me  two  and  a  half  times 
what  I  bought  them  for,  so  why  should  I  part  them  out?" 

Carving  up  an  aircraft  into  parts  can  still  be  lucrative.  After 
buying  a  plane  and  spending  $100,000  to  $150,000  to  strip  it 
down,  you  try  to  sell  the  parts  for  four  times  your  acquisition 
cost.  An  overhauled  JT8  Pratt  &  Whitney  engine,  the  workhorse 
jet  on  Boeing  737s  and  727s,  sells  for  $250,000  to  $500,000, 
depending  on  the  model  and  whether  it  is  newly  serviced.  Bryan 
says  it  usually  takes  three  years  to  seO  all  the  parts.  "You  can  make 
money  fast,  but  you  can  lose  it  just  as  fast,"  he  warns. 

The  trick  is  finding  financing  to  carry  your  inventory.  Lenders 
like  GE  Commercial  Finance  and  commercial  banks  that  special- 
ize in  aviation  fmancing  shiver  at  the  thought  of  accepting  used 
aircraft  15  to  20  years  old  as  collateral.  Stuart  Peebles  quit  his  job 
as  president  of  US  Airways  Leasing  and  Sales  one  year  ago  and 
bought  90  737s,  MD-80S  and  DC-9s  after  Texas  businessmen  Oscar 
Wyatt  and  Douglas  Jaffe  backed  him  with  $100  million.  Peebles 
now  runs  Jetran  International,  a  company  with  a  parts  warehouse 
in  Miami  the  size  of  two  football  fields  and  a  team  of  engineers, 
pilots  and  mechanics  in  Romania.  Five  years  ago  737-200s  sold  for 
$5.5  million,  $4  million  more  than  today's  prices.  "The  buyers 
look  at  these  and  say,  'This  aircraft  is  going  to  last  me  maybe  five 
years,  and  at  that  price,  this  is  a  good  deal,'"  Peebles  says. 

Who  buys  the  used  craft?  One  hot  market  is  Colombia.  South 
American  freight  companies  are  buying  U.S.  commercial  jets,  rip- 
ping the  seats  out  and  converting  them  into  cargo  planes  to  ship 
fresh  flowers,  fruit,  vegetables  and  cocaine.  Removing  seats  and 
adding  a  cargo  door  costs  only  $1.5  million.  Brokers  say  they  try 
to  steer  clear  of  felons  and  push- 
ers but  tend  not  to  ask  awkward 
questions.  Plus,  government 
seizures  hold  out  the  prospect  of 
repeat  business  and  maintenance 
contracts.  "These  jets  are  so 
cheap,  smugglers  view  them  as 
essentially  throwaways,"  says 
Gary  Sherrill,  president  of  Tulsa 
Turbine,  which  sells  used  parts. 

So  what  are  the  other  risks, 
beyond  ending  up  with  a  hangar 
full  of  parts  you  can't  sell?  Plenty. 
Airplanes  rust.  A  jet  that  has 
spent  its  working  life  hopping 

between  Caribbean  islands  runs  a  higher  risk  of  corrosion  than 
one  that  flew  mostly  over  the  southwestern  desert. 

Many  brokers  are  former  pilots  who  know  jets  and  where  to 
hire  professional  help.  Selling  craft  abroad  involves  economic  and 
political  risks.  "I  refuse  to  do  business  in  Bangladesh,"  says  Avia- 
tion World  Services'  Johnston,  who  has  watched  rivals  get  stung. 
"It's  almost  impossible  to  repossess  a  plane."  Despite  such  draw- 
backs, Johnston  says  selling  used  aircraft  can  be  a  gravy  train. 
"Aviation  is  Uke  death  and  taxes.  It  is  always  going  to  be  there." F 


"A  good  deal":  Stuart  Peebles 
exploits  a  troubled  industry  as 
a  broker  of  used  aircraft. 
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R-E-S-P-E-C-T 

Jonathan  Feigelson  labored  out  of  the  spotlight  for  five 
years.  A  lawyer,  he  shunned  the  18-hour  days  of  invest- 
ment banking,  taking  a  far  less  glamourous  and  less 
lucrative  job  in  compliance  at  Goldman  Sachs. 

Then  came  the  market  crash,  the  corporate 
scandals  and  the  crackdown— an  onslaught  of  new 
regulations  and  punitive  damages  capped  by  the  $1.4 
billion  Wall  Street  research  settlement  last  month.  In 
December  Feigelson  was  wooed  to  ABN  Amro  as 
general  counsel  in  charge  of  compliance,  getting  a 
double-digit  raise  and  the  green  light  to  hire  staff. 
"Compliance,"  he  says,  "has  definitely  gone  up  in 
stature  and  esteem." 

Many  Wall  Street  firms,  besieged  by  cut- 
backs almost  everywhere  else,  are  beef- 
ing up  their  compliance  departments 
and  raiding  one  another  for  top  talent. 
The  buildup  began  a  decade  ago  but  has 
picked  up  speed.  Salaries  for  high-profile 
directors  now  run  $1  million  to  $1.5  million  a  year,  says 
Lehman  Brothers'  David  DeMuro.  Lower-level  jobs  are 
reaping  benefits,  too:  Salaries  for  compliance  lawyers  are 
up  25%  to  50%  in  the  last  two  years,  while  investment 
bankers'  pay  is  down  as  much  as  30%,  says  headhunter 


Mark  Shaw.  Ads  for  compliance  jobs  are  up  509' 
in  a  year  at  Jobsinthemoney.com. 

Last  month  Citigroup  created  the  position  of  glol 

head  of  compliance  and  business  practices  and  na[ 

Marisa  Lago,  a  former  Securities  &  Exchange  Comn 

sion  exec.  Deutsche  Bank  hired  Richard  Walker  awe 

from  the  SEC  to  head  asset  management  and  compli; 

last  year,  and  it  recently  poached  Goldman's  Philip  Ga 

to  help  out.  At  CSFB,  compliance  chief  Stuart  Breslow, 

poached  from  Morgan  Stanley,  operates  two  rungs  bel( 

the  chief  executive. 

Compliance  work  itself  is  getting  a  lot  sexier,  too.  Tl' 
guys  used  to  have  to  review  reports  and  accompany 
traders.  Now  compliance  people,  in  addition 
that,  ferret  out  money  laundering,  enforccj 
the  new  separation  between  banking  and 
analysts,  and  advise  brokers  and  banker;! 
Still,  stigmas  die  hard.  Compliance  lawye 
salaries  remain  close  to  half  of  what's  paid  t 
stars  in  corporate  finance  and  acquisitions.  And  Paul  ^j 
terson,  a  headhunter  in  San  Francisco  and  managing  d 
tor  at  Update  Legal,  has  out-of-work  clients  who  won't 
consider  taking  a  compliance  job.  "In  ten  years  it'll  be  b 
to  what  it's  always  been,"  he  predicts.         —Emily  Lar 


No  Thanks,  Mr.  Buffett 

The  secret  is  finally  out  on  Warren  Buffett's  success: 
He's  cheap  |  by  Bernard  condon 


k^ 


^^!k 


JAMES  CLAYTON  WAS  EVIDENTLY 
thrilled  that  no  less  an  eminence 
than  Warren  Buffett  wanted  the 
company  he  founded  36  years 
ago,  Clayton  Homes.  Buffett  offered 
$12.50  a  share  in  cash  for  the  mobile 
home  manufacturer.  That  was  a  1 2%  pre- 
mium to  the  predeal  trading  price,  and  it 
would  come  to  $475  mOlion  for  Clay- 
ton's 28%  stake.  Inside  Buffett's  AAA- 
rated  Berkshire  Hathaway,  Clayton 
Homes  would  have  access  to  all  the 
cheap  financing  it  might  need  to  offer 
mortgages  to  buyers.  The  69-year-old 
founder  and  his  son  Kevin  can  expect 
to  be  kept  on  to  run  the  company, 
since  that  is  the  usual  procedure 
when  Buffett  buys  a  business. 

Some  of  Clayton's  fellow 
shareholders,  however,  are  not 


thrilled.  They  say  Buffett's  offer 
stingy.  "It's  flattering  that  he's  intere 
says  William  Gray,  a  self-described  I 
fan  and  president  of  Orbis  Invest 
Management,  which  has  a  5%  st; 
Clayton.  "But  I'd  like  to  capture  val 
my  shares,  too."  Siding  with  Gray  i 
Tash  of  Cliffwood  Partners,  which 
1.1%  of  Clayton. 

In  April  Gray  filed  a  proposal  ti 
the  deal  subject  to  a  shareholder  vo 
would  exclude  top  Clayton  office 
says  the  insiders  have  an  interest 
proving  the  acquisition  because  Bufi 
agreed  to  retain  them.  Buffett  has  ( 
cutting  any  special  deals  with  m< 
ment,  but  the  dissidents  are  pressi 
details  of  the  merger  contract.  O: 
grieved  shareholder  recently  filed 
action  in  Delaware  to  stop  Claytor 
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YOUR  FINANCIAL  WORLD 
HAS  BECOME  MORE  COMPLEX. 

FORTUNATELY,  FINDING 
EXPERT  ADVICE  HASN'T. 

t's  more  important  than  ever  to  find  an  independent  financial  advisor  who  can 
lelp  you  manage  the  risks  and  uncertainties  that  exist  today.  With  the  Schw^ab 
Advisor  Network,™  we'll  introduce  you  to  a  prescreened  advisor  who  has  met 
)chwab's  qualification  standards.  Someone  with  expertise  and  experience  who  can 
lelp  you  develop  a  long-term  ^^^^^k  investment  plan  and  keep  it  on  track 
lay  to  day.  And  because  the  ^^^^^H|  advisors  will  work  for  you  on  a  fee 
>asis  and  not  on  commission,      ^^^^^^^^  you  can  be  sure  that  the 

dvice  they  provide  will  be  ^1^^^^^^^^^     based  on  your  interests. 


Gary  Polloct{,  President 

Bay  Isle  Financial  LLC 

Schwab  Advisor  Network^  Member' 


inignniiP 


WE  CAN  INTRODUCE  YOU  TO  AN  INDEPENDENT  FINANCIAL  ADVISOR  IN  YOUR  COMMUNITY  TODAY. 

CALL    1-800-540-6721. 


diaries  schwab 


s  not  a  referral  to  or  recommendation  of  Bay  Isle  Financial  LLC  or  its  representatives.  Schwab  prescreens  advisors  and  checks 

Brience  and  credentials  against  criteria  we  set.  Schwab  does  not  supervise  advisors  and  takes  no  responsibility  to  monitor  advisors' 

nces  or  transactions  in  investors'  accounts.  Advisors  pay  Schwab  fees  to  be  members  of  the  Schwab  Advisor  Network.  Network 

advisors  are  independent  and  are  not  employees  or  agents  of  Charles  Schwab  &  Co.,  Inc.  Schwab  may  consider  the  business 

lip  an  advisor  has  as  a  client  of  its  Schwab  Institutional  division  (which  provides  custody,  trading  and  other  services  to  advisors)  in 

ng  whether  an  advisor  will  participate  in  the  Schwab  Advisor  Network.  For  important  information  and  advisor  recommendations,  ask  a 

ivestment  Consultant.  Investors  must  decide  whether  to  hire  an  advisor,  what  authority  to  give  them  and  which  ones  are  appropriate. 
larle ^      •   -  -      ■  -  -      ■      — .-.  .  -.. 
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Rooms  with  a  view:  Warren  Buffett  sees  green, 


closing  the  purchase. 

The  mobile  home  industry 
has  been  in  a  four-year  funk  fol- 
lowing a  period  of  irrational 
exuberance  and  overexpansion 
in  the  1990s.  The  business  seems 
to  be  bottoming  out.  Why  sell 
out  now?  Even  with  the  merger 
premium,  Clayton  shares  would 
be  fetching  60%  of  what  they 
traded  at  a  year  ago. 

"I'm  perplexed,"  says  Joseph  Stegmayer,  a  former  Clayton 
president  who  now  heads  the  mobile  home  business  at  Centex 
Corp.  "Jim  Clayton  is  not  one  to  be  scared  by  down  cycles." 

Buffett  isn't  the  only  bottom  fisher  jumping  into  this  industry. 
In  March  Cerberus  Capital  Management  joined  with  two  other 
private  equity  firms  to  buy  Conseco  Finance,  a  mobile  home  mort- 
gage issuer,  out  of  bankruptcy  for  $785  million.  Last  month  Man- 
ufactured Home,  owned  16%  by  Sam  Zell,  bid  $1.8  billion  for  the 
mobile  home  community  business  of  Chateau  Communities.  If 
Buffett  captures  Clayton,  it  will  be  his  second  dip  into  the  business. 


He  soon  will  be  the  large'st  slj 
holder  in  Oakwood  Ho 
thanks  to  special  bankruptcy  1 
that  moved  his  claim  on  a 
ahead  of  other  creditors'  clair 

The  Clayton  buyout 
comes  to  14  times  trailing  earr 
Jim  Clayton  recently  boasted  1 
local  press  that  this  is  the  hi 
multiple  Berkshire  Hathawa 
paid  for  a  company  in  five  ) 
Others  note  that  Clayton  was  able  to  earn  an  average  15.5%  i 
shareholder  equity  in  the  years  between  the  trough  in  the  last 
in  1991  and  the  onset  of  problems  in  this  new  one  in  1999.  S 
return  on  last  year's  $1.26  billion  in  equity  would  be  $195  mi 
or  $1.43  a  share.  By  this  rough  measure  Buflfett  maybe  paying 
like  9  times  earnings. 

Gray  says  Clayton's  biggest  mistake  was  acceding  ti 
usual  Buffett  condition  that  it  solicit  no  rival  offers.  Jim  CI; 
does  not  agree,  and  if  he  wins  another  23%  of  the  votei 
will — presumably — end  the  matter. 


Road  to  Redemption 


Problems  per  100  cars 


Korean 


Source:  J.  D.  Power  &  Associates'  2003  Initial  Quality  Study. 


Kow  here's  an  interesting  marlceting  idea:  Admit  to  people  yoi 

had  a  lousy  product  but  now,  really.  It's  much,  much  better.  That  capti 
General  Motors'  new  corporate  advertising  campaign,  coming  this  suni^ 
which  internally  has  been  dubbed  the  "road  to  redemption"  campaign.1 
mea  culpa  ads  are  aimed  at  consumers  who,  when  they  think  of  GM  pr  i 
still  think  1973  rusted-out  Chevy  Vega.  One  print  ad,  for  instance,  note  I 
"30  years  ago,  GM  quality  was  the  best  in  the  world— 20  years  ago,  it  v  r 
Then  it  details  "the  story  of  our  long  journey  back." 

Why  remind  consumers  there's  a  reason  they've  hated  GM  cars  foi 
those  years?  "Bringing  up  the  past  just  keeps  the  problem  alive,"  says  a 
keting  consultant  Al  P.  Ries,  chairman  of  Ries  &  Ries  in  Atlanta.  "It's  II  p 
ing  a  pimple.  It  only  aggravates  things." 

GM  Vice  Chairman  Robert  A.  Lutz  says  the  risk  is  worth  it.  "If  yoi  '. 
tation  is  a  nine  and  you  want  to  be  a  ten,  it's  not  worth  bringing  up  t 
past,"  he  says.  "But  a  disturbingly  high  percentage  of  Americans  ha 
been  programmed  to  believe  that  American  cars  in  general— and  G^ . 
specif  ically— are  of  terrible  quality,  and  they  won't  even  consider  U5 

GM  is  supporting  the  campaign  with  marketing  moves  intended  t  ]i 
skeptical  consumers  behind  the  wheels  of  its  vehicles.  Dealers  are  ( ; 
a  24-hour  test  drive,  and  the  automaker  is  inviting  tens  of  thousandji 
non-GM  vehicle  owners  to  a  roving  "Auto  Show  in  Motion,"  dul 
__  which  they  can  compare  the  performance  of  cars  like  thi 

Cadillac  CIS  with  the  BMW  3  series. 

GM  is  obviously  feeling  pretty  confident  to  do  this,  a 
fact  it  has  reason  to  be.  The  initial  quality  gap  between 
and  domestic  manufacturers  has  closed  dramatically  ( 
chart),  and  among  Detroit's  Big  Three,  GM's  quality  is  be 

—Joan 

f 

Wipe  the  1973  Vega  from  your  memory-and  focus  on  the  2003  Chevy  Sub 
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Try  scanning  and  copying  while 
printing  a  200-page  document. 
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Are  you  capable  of  doing  two  things  at  once?  Wtiat  about  six?  Or  seven? 
Turn  your  multitasking  sl<ills  up  a  few  notches  with  the  e-STUDI0810. 
It's  one  machine  that  does  the  work  of  many,  offering  copy,  print,  scan, 
IFax  and  tab  printing  capabilities  while  delivering  the  highest  resolution 
in  its  class  (600x2400  dpi).  This  overachiever  serves  up  to  81  copies  per 
minute,  and  comes  with  multiple  network  printing  options.  If  you're  into 
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We  the  Undercutters 

The  legal  bar  is  trying  all  sorts  of  tactics  to  quash  low-cost 
competitors  |  by  dirk  smillie 

in  March  only  after  the  Justice 
Department  hinted  at  antitrust 
enforcement. 

That  moved  the  battle  to 
lawyer- friendly  states,  where  bar 
associations  have  taken  over  the 
campaign.  In  North  Carolina  a 
bankruptcy  court  ordered  An- 
derson not  to  distribute  forms 
and  forced  him  to  drop  his  fees 
'  o  $80  per  filing.  He  says  he  must 
charge  $120  to  break  even,  and  is 
appealing  the  ruling.  Lawyers 
charge  an  average  $  1 ,000  to  file  a 
bankruptcy. 
Little  wonder  bankruptcy  lawyers  in 
particular  are  upset.  In  the  first  quarter  of 
this  year  WTP  says  it  handled  14%  of  the 
16,650  Chapter  7  bankruptcies  filed  in 
California's  central  district  (including  its 
home  in  Santa  Barbara) — the  nation's 
highest -volume  bankruptcy  district. 


\^teaiing 

\    business: 

ra  ani^  Linda 

Distciificid. 


A  YOUNG  WOMAN  WITH  AN  OVER- 
size  handbag  showed  up  one 
morning  last  summer  at  Charles 
L.  Anderson's  self-help  legal  office 
in  Raleigh,  N.C.  The  woman  wanted  help 
filing  a  bankruptcy.  A  few  weeks  later  a  tape 
recording  of  Anderson  and  his  visitor  ar- 
rived at  the  state  attorney  general's  office, 
which  was  investigating  the  possibility  that 
Anderson — a  nonlawyer — was  offering 
legal  advice.  Who  was  the  curious  stranger 
bearing  tapes?  A  woman  paid  $400  by  John 
Orcutt,  Raleigh's  biggest  bankruptcy  attor- 
ney, who  says  the  North  Carolina  Bar  As- 
sociation approved  the  sting. 

"It  was  a  setup,"  says  Anderson,  who 
owns  a  franchise  of  We  the  People,  a  Santa 
Barbara,  Calif  company  in  the  do-it-your- 
self legal  business. 

Stings.  Harassment.  Intimidation.  The 
law  establishment  is  in  attack  mode  against 
document  companies  like  We  the  People. 
These  firms,  including  income  tax  prepar- 
ers, real  estate  agents  and  Internet-based 
companies  like  LegalZoom,  say  they  don't 
offer  legal  advice.  Instead,  they  take  infor- 
mation from  customers  and  fill  out  legal 
forms  on  their  behalf  for  things  like  di- 
vorces and  bankruptcies — at  a  fraction  of  a 
typical  lawyer's  fee. 

The  American  Bar  Association,  both- 
ered by  their  growth,  advocated  a  sweep- 
ing proposal  to  ban  nonlawyen  from  pro- 
cessing legal  documents.  It  backed  down 
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Chief  Executive  Ira  Distenfield  say 
company  has  received  complaints  fron 
customers  claiming  they  were  "inte 
gated  and  harassed"  by  bankruptcy  tru 
in  lULnois,  Idaho,  Maryland,  Colorado 
Missouri.  One  griper,  Christina  M.  Si 
37,  a  dental  assistant  and  mother  of  tv 
St.  Louis,  says  a  bankruptcy  trustee  c 
tioned  her  on  why  she  had  chosen 
whether  she  knew  it  was  a  franchise 
whether  it  proffered  legal  advice, 
grilled  me  like  a  criminal,"  says  Sr 
"They  were  more  interested  in  gettinj 
on  the  people  who  filled  out  my  forms 
they  were  in  my  own  bankruptcy." 

Distenfield  admits  that  franchise  < 
ers  may  sometimes  "step  over  the  lin 
seUing  services.  According  to  North 
olina  Assistant  Attorney  General  Han 
Worley,  Anderson  dismissed  a  Chapt 
filing  (in  which  a  repayment  schedule 
up)  as  an  option  to  the  woman  who  t 
him.  "That's  legal  advice,  and  it's  illeg 
him  to  offer  it,"  says  Worley.  Ande: 
who  bought  his  WTP  franchise  just 
to  retiring  as  a  Navy  captain,  denies  hi 
that,  and  adds:  "In  my  33  years  in  the 
itary  I  never  saw  shenanigans  like  thi 


A  CHICKEN'S  LIFE 


Animal  rights  group 
People  for  the 
Ethical  Treatment 
of  Animals  says 
Kentucky  Fried 
Chicken  has  agreed 
to  provide  "mental 
stimulation"  to 
chickens  in  its 
hundreds  of  U.S. 
holding  sheds. 
"Chickens  enjoy 
watching  television 
and  listening  to 
music,  especially 
classical,"  suggests 
Bruce  Friedrich,  a 
PETA  spokesman. 
—Kiri  Blakeley 


ISIovartis  and  Clay  drove 
fiis  ■fsiiWcj  Into  remission 
in  60  days. 


ast  year,  cancer  made  me  too  weak  to  climb 
flight  of  stairs.  This  year,  I  climbed  Pike's 
teak  and  loved  It"  —  Clay  Coker 


In  March  2000  Clay  Coker  dragged  himself  into  his  local  ER.  He  had 
already  suffered  through  months  of  fever,  chills  and  extreme  fatigue, 
but  what  he  discovered  made  him  feel  even  worse.  He  was  diagnosed 
with  cancer.  It  had  made  him  so  weak  that  climbing  a  flight  of  stairs 
became  impossible.  But  those  dark  days  are  over.  Today,  Clay's  feeling 
great  and  climbing  mountains  to  prove  it.  Novartis  is  proud  to  be  the 
innovative  force  that's  bringing  new  optimism  and  hope  to  patients  and 
their  families.  No  one  can  promise  what  the  future  holds  for  cancer 
patients,  but  today  Clay  is  winning  the  fight  against  his  particular 
form  of  cancer,  enjoying  a  good  quality  of  life  and  realizing  his  dreams. 


Think  what's  possible. 


)  NOVARTIS 


www.novartjs.com 
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A  licensing  dispute  puts  two  garment 
titans  at  war  !  by  matthew  miller 

Call  in  the  fashion  police,  Designer  Ralph  Lauren's 
Polo  Ralph  Lauren  is  dueling  with  Sidney  Kimmel's 
Jones  Apparet  Group.  The  feud  centers  on  two 
brands  for  which  Jones  has  license  to  manufacture 
and  distribute-'lauren"  and  "Ralph."  Fashion 
analysts  speculate  that  Polo  wants  to  start 
producing  the  Lauren  line  in-house  as  soon  as 
possible.  No  surprise  there:  The  lucrative  women's 
line  generated  $548  million  in  sales  last  year. 
Problem  is,  that  license  doesn't  expire  until  2006. 
So  Polo  is  contending  that  it  can  seize  the  Lauren 
line  when  the  license  for  Ralph,  an  underperforming 
sportswear  line  for  young  women  ($37  million  in 
sales),  expires— in  December.  Jones  officials  insist 
the  licenses  are  independent,  and  want  to  keep  both 
businesses.  A  quarter  of  Jones'  $4.2  billion  revenue 
last  year  came  from  Polo  sales. 

All  this  is  likely  yet  another  negotiating  ploy  in 
the  apparel  world.  But  if  Lauren,  the  man,  wants  to 
retrieve  Lauren,  the  label,  he  may  have  to  take 
Kimmel  to  court. 


RALPH  LAUREN 


SIDNEY  KIMMEL 


Chairman,  Polo  Ralph  jauren  Corp.      Chairman,  Jones  Apparel  Group 


Net  worviv 
$2  billion 


$775  million 


Fashion  ti 
Designer  (high-price  stuff)    Bettfi;  (Mdtile-of-the-road) 

Polo  Ralph  Lauren,  Polo       Nine,    ' 
Sport,  Club  Monaco 

At  stake:  $1  bi 

$65  million  in  license  fees 


Hobbies:     , 

Vintage  cars 

Dubious  alphievenients 

Popularized 

wide  neckties 


\,      Owns  re 


Produced  m; 
Blame  It  on  i 
91/2  Weekiii 


Outfoxing  the  Foi 

MATTHEW  PRITZKER  joins  the  fig 
against  his  family— and  singles 
out  a  trusted  adviser. 

BY  STEPHANE  FITCH 

T  CAME  AS  NO  SURPRISE  THAT  MA] 
Pritzker,  a  21 -year-old  heir  to  the  C 
I  family  fortune,  joined  his  sister  Lie 
suit  against  their  father,  Robert,  ov( 
I  ever  happened  to  their  trust  mon 
why  should  Matthew's  complaint  also  sin 
an  outsider,  Marshall  Eisenberg,  for  "a  pattern  of  fraud"  and  fa: 
give  "duties  of  care,  good  faith,  loyalty,  honesty"  as  a  trustee? 

Eisenberg,  a  57-year-old  partner  in  Chicago-based  Neal,  Gerber  & 
berg,  has  counseled  heirs  to  the  Wrigley  chewing-gum  wealth  and  to  the  v 
by  Chicago  Bears  founder  George  S.  Halas;  he  advised  Oprah  Winfi-ey  ui 
replaced  him  in  2001.  But  ever  since  he  was  introduced  to  them  in  1974, 
berg's  key  relationship  has  been  with  the  Pritzkers,  according  to  a  fan: 
viser.  Few  people  "are  more  trusted  and  personally  close  to  Thomas,  Niche 
Penny  Pritzker  than  Marshall,"  he  adds. 

In  an  Apr.  29  complaint,  Matthew  alleges  that  Eisenberg  breached  h 
ciary  responsibility  by  transferring  fimds  "for  either  no  value  or  less  than 
value"  from  the  young  Pritzker's  trust  to  other  family  trusts  at  least  5C 
thereby  collecting  undisclosed  fees.  Liesel  Pritzker  had  accused  Eisenberg  c 
pUcity  in  such  transfers;  Matthew's  suit  places  him  at  the  center  of  them. 

His  suit  cites,  for  example,  the  case  of  the  "looted"  R.A.  Residuary  Trust 
of  which  Matthew  is  beneficiary.  Since  Robert  created  the  trust,  tax  s 
obliged  him  to  refrain  from  serving  as  trustee.  That  left  two  others — col 
Eisenberg  and  Matthew's  uncle  Tom — ^to  order  the  January  1995  sale  of  fr; 
interests  in  a  downtown  Chicago  office  property,  an  860-acre  farm  near  C 
a  cementmaking  partnership  and  a  lumber  company.  For  all  this  propi 
trust  got  about  $4  million,  5%  in  cash  and  the  rest  in  promissory  notes  t 
interest  rates  alleged  to  be  "below  market."  Eisenberg  has  not  yet  respo: 
the  suit  but  claimed,  apropos  of  Liesel's  complaint,  that  die  trusts  were  ' 
tionary"  and  allowed  trustees  to  provide  benefits  for  "family  purposes,' 
as  to  Liesel  or  Matthew. 

A  further  wrinkle:  As  both  counsel  to  Robert  and  Tom  Pritzker,  and  a- 
and  counsel  to  Matthew  and  Liesel,  Eisenberg  created  a  conflict  of  duties — ( 
suit  alleges.  There  is  precedent  for  holding  not  only  trustees,  but  the  trustees' 
as  well,  responsible  for  misfortune  befalling  the  beneficiaries.  If  a  judge  wer 
against  Eisenberg  on  this  claim,  his  firm  might  be  forced  to  open  its  entire 
file  to  the  two  young  cousins.  (The  siblings'  attorneys  decUned  to  commei 

Ironically,  it  was  victory  in  a  derivative  liability  case  that  brought  Ei 
fame.  When  the  Bears-owning  Halas  family  was  feuding  in  the  mid- 191  ^ 
heirs  to  a  $4.2  million  estate  hired  him  to  sue  their  executors'  law  firm,  co ; 
ing  that  it  represented  too  many  conflicting  sides  and  overcharged  for  i  j 
Eisenberg  won,  and  the  firm  reduced  its  fees  by  $400,000. 

Bigger  stakes  this  time.  Matthew,  who  worked  in  Eisenberg's  office  \  j 
was  in  high  school,  demands  the  restoration  of  $1  billion  in  assets.  He 
completed  his  second  year  at  American  University,  where  his  concenti  | 
prelaw.  Now  that  should  come  in  handy. 
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THE  WESTIN  DUBLIN.  IRELAND 


Starwood  Preferred  Guest*  offers  you  the  most  award-winning  hotels  any  time  you  want  to  go. 
Redeem  your  Stan^oints"  instantly  and  enjoy  any  of  our  750  hotels  and  resorts  worldwide. 

BECOME    A    STARWOOD     PREFERRED     GUEST  AT   SPG.COM 


Westin         Sheraton 


W 


FourPPints 

Sheraton 


St.  Regis       Luxury  Collection        hotels 


n.t* 


front 


CELLICON  VALLEY 


Ever  since  the  space  between  San  Francisco  and  San  Jose  became  Silicort  Valley,  towns  and  states  have  salivated 
at  the  idea  of  becoming  home  to  the  next  big  thing.  The  latest:  fuel  cells,  which  use  hydrogen,  methanol,  or 
another  fuel  to  create  electricity,  pollution  free.  Twenty-one  states  so  far  are  jumping  on  the  fuel-cell 
bandwagon,  trying  to  lure  young  companies  in  that  field  to  base  operations  within  their  state  borders, 
according  to  the  Clean  Energy  Group  of  Montpelier,  Vt.  The  various  giveaways  take  the  form  of  tax  incentives 
grants  or  research  buildings.  Especially  desperate  are  states  like  Ohio  and  Michigan,  which  fear  loss  of 
auto-related  jobs  if  fuel  cells  indeed  replace  internal  combustion  engines.  No  matter  that  commercially  viable 
cells  for  vehicles  could  be  a  couple  of  decades  away.  "We  want  to  get  in  early  in  Ohio  and  make  sure  we're  a  lea( 
state  for  research,  development  and  manufacturing  of  fuel  cells,"  says  Governor  Bob  Taft.      —Ghana  R.  Schoenbe 


Connecticut 

Selling  points:  Fuel  cells  took 
off  here;  home  to  two  big 
commercial  producers, 
Fuel  Cell  Energy  and  United 
Technologies. 

Program:  Clean  Energy  Fund 
skims  $20  million  a  year  off 
electric  bills  for  research  cen- 
ters, demonstration  projects. 


Indiana 

Selling  points:  Lots  of  auto 
industry  jobs  here,  creating 
pool  of  trained  workers. 

Program:  Grants  up  to 
$30,000  to  buy  and  install  fuel 
cells,  with  four  awards  given 
out  so  far.  Waste  Management 
and  a  dairy  farm  among  the 
recipients. 


Massachusetts 

Selling  points:  Brain  power 
from  Harvard,  MIT  and  state 
universities. 

Program:  The  state's  20 
fuel-cell  companies  get 
grants  from  the  $150  million 
Renewable  Energy  Trust 
Fund.  Two  startups  got 
$3  million  in  equity. 


Michigan 

Selling  points:  Home  of 
the  auto  industry; 
Motown  =  FuTown? 
Program:  The  state  will  break 
ground  this  summer  on  a 
$30  million  fuel-cell 
incubator  in  Detroit, 
including  a  mini  electric 
grid  for  testing. 


Ohio 

Selling  points:  Most  auto 
suppliers  in  the  country; 
biggest  producer  of  polynii 
which  are  needed  to  make 
fuel  cells. 

Program:  $103  million  ffl 
fuel-cell  research  at 
universities  and  for 
demonstration  programs 


EtTu,  AT&T  Wireless? 

Cell  phone  carriers  don't  v\/ant  your  phone  getting  spammed, 
unless  the  spam  is  from  them  |  by  kiri  blakeley 

SOME  AT&T  WIRELESS  CUSTOMERS 
recently  got  this  text  message  on 
their  mobile:  "Need  help  using 
your  phone  internationally?  If 
dialed  from  your  mobile,  free  Intlcare  is 
available  at  1-916-843-4685."  The  message 
came  from  AT&T,  but  you  wouldn't  have 
known  that  until  you  dialed  the  number 
and  heard  the  recorded  message  promot- 
ing its  "international  suite  of  products." 

Oh,  great.  It's  bad  enough  that  spam 
hogs  45%  of  e-rnai!  traffic.  Now  the 
phone  company  is  beaming  us  cellular 
spam.  Aren't  these  the  guys  who  are  sup- 
posed to  be  protecting  us  from  this  junk? 
That  depends  on  how  you  define 
spam.  If  you  define  it  as  unasked-for  mes- 
sages touting  a  service  or  product,  then 
AT&T  Wireless  is  spamming  it.^  v.ustomers. 
But  the  company  says  sendiiv  ;n-hou>.e 
text  ads  to  its  customers  is  fair  ga  e  under 
the  contract's  privacy  policies.  Venv  i  :n  and 
Nextel  claim  they've  never  done  it, '.  "i  ngu- 
lar  has  tried  it  a  few  times  and  Spiii.t  PCS 


says  it  stopped  more  than  a  year  ago.  But 
none  would  rule  out  future  spamming. 

Carriers  here  are  in  a  quandary.  They 
perceive  cell  spam  as  a  threat  to  the 
nascent  wireless  text  industry,  but  they 
want  to  be  able  to  spam  users  themselves. 
Cell  phone  spam  is  still  so  rare  in  the  U.S. 
that  no  major  researcher  has  data  on  the 
number  of  ads  in  circulation.  In  Japan, 


however,  cell  spam  is  a  real  problem,  t 
Docomo,  Japan's  largest  wireless  cari 
says  that  1 7%  of  its  38  million  iMode  s^ 
scribers  receive  up  to  five  spams  a  ( 
(Docomo  has  that  down  from  309^ 
2001,  thanks  to  better  software  filters  .1 
getting  people  to  change  their  pb 
number.) 

The  number  AT&T  gave  out  to  s 
scribers  in  its  recent  ad  is  in  Sacrame 
County.  It  so  happens  that  a  state  assi 
blyman  there,  Tim  Leslie,  wrote  the  C 
fornia  law  passed  in  September  that  ( 
laws  spamming  state  residents'  cell  phc 
and  pagers.  Luckily  for  AT&T  Wireless, 
bill  exempts  ads  sent  from  companies 
their  affiliates  with  which  a  cell  user  h 
business  relationship — an  exemption 
phone  companies  lobbied  hard  for. 

Like  e-mail  spam,  wireless  sp 
wastes  time  and  resources,  but  it  nee 
recipients  even  more  because  it  could 
plan  minutes.  At  least  AT&T  doe 
charge  for  its  ads,  restores  minutes  bur 
listening  to  the  recording  and  lets  you 
out  of  receiving  any  further  mess, 
from  the  company.  But  it  takes  about 
minutes  to  do  so  on  their  Web  site  on 
the  help  of  a  service  agent. 
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Their  parents  both  have 

great  jobs. 


Same  cars. 

Same  vacations. 


So  why  will  one  family  be 


paying  for 


college 


9 


while  the  other  is 


praying  for  a  scholarship? 


The  difference  is  a  Northwestern  Mutual  Financial 
Network  Representative,  offering  expert  guidance 
in  planning  for  your  children's  education,  and  a 
network  of  specialists  to  help  you  reach  all 
your  financial  goals. 
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Mr  Northwestern  Mutual 


FINANCIAL  NETWORK 


® 


vative  solutions  for  retirement,  estate,  insurance,  and  personal  finance,     AfQ  VOU  thefG  Vet?^ 


J7-®  2003  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 
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Tax  Break  to  Fatten  Cats 

irinceton's  elite 
'University  Cot- 
tage Club  wants 
to  use  its  New  Jersey 
historic  site  status  to 
make  the  97-year-old 
building  tax  exempt, 
saving  $46,000  in  an- 
nual property  taxes 
and  thus  reduce  pres- 
sure on  the  dues 
($6,000  a  year).  The 
eating  club's  alums  in- 
clude authors  F.  Scott 
Fitzgerald  and  John  McPhee,  and  many  famous  politicians.  "A 
glorified  tavern,"  grouses  Princeton  Mayor  Marvin  Reed,  fight- 
ing the  proposed  tax  exemption  on  the  grounds  of  inadequate 
public  access.  Cottage  Club  has  no  comment.  — Ashlea  Ebeling 

Different  Kind  of  Buzz 

New  Age  tea  maker  Hornell  Brewing  faces  class  actions  in  three 
states  alleging  its  Arizona  Beverages  line  of  herbal  drinks,  led  by 
Rx  Memory,  contains  little  or  none  of  the  listed  extracts  and  that 
health  claims  are  unproven.  Hornell,  of  Lake  Success,  N.Y.,  just 
agreed  to  pay  Los  Angeles  authorities  $138,750  to  settle  similar 
charges.  In  court  papers  seeking  dismissal,  the  firm  says  its 
"mere  puffery"  includes  no  fitness  assertions.       — Dirk  Smillie 
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fundraising  campaign  has  drawn  complaints — none  so  far  fro 
the  rogues — that  Quatloos  is  wrongly  profiting  from  the  imag 
of  others.  Adkissoji's  defense,  posted  on  his  site:  fi-ee  speech  ai| 
the  public  interest.  — Janet  Novack  and  William  P.  Barr\ 

No  Stranger  to  the  Regulators,  Either 

The  latest  p.r.  pitch  for  Los  Angeles  broker  Bryant  R.  Riley  offej  ■■ 
him  for  comment  about  the  recent  big  Wall  Street  stock  sea 
dais,  asking,  "Is  there  such  a  thing  as  an  honest  analyst?"  Ui 
mentioned:  In  1998  the  National  Association  of  Securities  Dec 
ers  censured  Riley  and  his  small  firm,  B.  Riley  &  Co.,  levying! 
$12,000  fine  to  settle  charges  they  failed  to  report  scores  of  cu 
tomer  orders  correctly  and  had  inadequate  compliance  proc 
dures.  In  2000  the  NASD  censured  the  firm  again  for  much 
same,  fining  it  $7,500.  A  Riley  flack  calls  the  charges  "min( 
bookkeeping  issues"  not  involving  client  complaints.  — W.P. 

Foul  Situation? 

"Harrison  Securities  Beats  Goldman  Sachs,"  headlined  the  eyj 
catching  national  press  release  the  winning  brokerage  issueVi^ 
Not  on  a  deal,  but  in  basketball,  73-69.  The  Port  Washingto'^' 
N.Y.  firm's  cheeky  statement  didn't  include  its  recent  regulato 
record:  inadequate  net  capital  and  unauthorized  trading,  ar 
pending  Utah  allegations  that  an  unlicensed  broker  use 
"boiler-room  sales  tactics."  Boss  Frederick  C.  Blumer — no  mai 
agers  named  Harrison  there — denies  all  wrongdoing.  — W.P.I 


■■) 


A  Mug  Bearing  Mugs 


Quatloos,  the  nonprofit  antifi-aud  Web  clearinghouse  site  run  by 
California  lawyer  Jay  Adkisson  (FORBES,  Sept.  11,  2000),  is  selling 
coffee  mugs  bearing  a  photo  coOage  of  15  "infamous  tax  pro- 
testers" whose  theories  authorities  have  labeled  as  scams.  The 
gallery  includes  such  characters  as  Irwin  Schiff,  Bill  Conklin, 
Lynne  Meredith  and  Dan  Meador.  A  mug  costs  $25.  The 


Is  Hollywood  Interested? 

The  17,000-member  Society  of  Actuaries  just  awarded  prizes  in  its 
annual  fiction  short-story  contest.  Winners:  "God's  Actuary"  (mus- 
ings on  sifting  data  of  the  dead),  "Actuarial  Certainty"  (centering  on 
annuity  product  valuation),  "Worth  the  Risk"  (involving  algorithms, 
which  are  mathematical  formulas  for  solving  problems)  and-the 
scariest  tale  of  all-"Antiquity  in  Their  Midst"  (technology  advances 
make  actuaries  obsolete  by  midcentury).  -Daniel  Fishei 


Jvjew  Meaning  of  IRS:  Incidents  Rfisuiting  in  thp  f^i;^mmpr 


A  fair  number  of  former  Internal  Revenue  Service  workers  have  recently  run  afoul  of  the  laws  they  once  helped  administer. 


-J.N 


IRS  F|iPLOYrF/i.nC«TiQN  11  IEG'TICNS  INf  M'!^r 

Thomas  Bidegary/Paradise  Valley,  Nev.  assisted  clients  in  claiming  phony  deductions 

Valerie  Crawford/Santa  Ana,  Calif  helped  private  tax  preparers  dupe  their  customers 

Humberto  (Bert)  Gonzalez/Casselberry,  Fla.  improperly  canceled  tax  debt  for  girlfriend 


Suzette  Michele  Green/Austin,  Tex. 
Bruce  G.  Peck/Louisville,  Ky. 
Gregory  Ross/Chicago.  III. 
Jeffrey  Shennan/Los  Angeles,  Calif. 
Thomas  W.  Sfeelman  Sr/Blue  Springs,  Mo, 
Max  C.  Tanner/Las  Vegas,  Nev. 

62       FORBES,    lunc  9,  200.1 


33  months 

36  months 

4  months 

12  months 

97  months 

39  months 


used  another  woman's  Social  Security  number  for  fraud 

filed  for  $560,000  in  false  tax  refunds 

aided  tax  fraud  after  bccommg  Chicago  mob  accoiintanl 

helped  bankrupt  doctors  lllegall)-  avoid  $i  miilion  in  taxes  pending 

promoted  inflated  Schedule  C  loss  scheme  for  clients         pending 

comifl'tted  tax  evasion  and  socurities  fraud  96  months 


reach 


AVAyA 


a  higher  plane 
of  communication 


£  PRESSES  CANT  STOP  when  a 
;paper  moves  to  IP  telephony.  So 
Seattle  Times  tapped  Avaya  for  a 
■performance  voice  and  data  network 
^liable  as  voice  alone, 
he  state  of  Avaya.  you  get  to  IP  telephony 


on  your  own  path,  at  your  own  pace.  And 
here's  the  really  big  news:  for  the  cost  of  a 
standard  PBX  upgrade.  Avaya  Enterprise  Class 
IP  Solutions  (ECLIPS),  powered  by  Avaya 
MultiVantage™  Software,  are  standards-based. 
They're  open  to  evolving  your  existing 


IP   Telephony 


Contact   Centers 


network.  They'll  even  play  nice  with  your 
multi-vendor  environment.  The  Seattle  Times 
saved  over  $180,000  in  related  costs  the 
first  year  alone.  Without  missing  a  deadline. 
Visit  avaya.com/ip  to  access  our  ROI  tools  for 
IP  telephony.  Or  call  866-GO  AVAYA. 


Unified    Communication 


Services 


Seattle  Time&  g<De& 


3 


FOR  COST  OF  PBX  UPGRADE! 


Read  all  about  it  in 


JE  OF  AVAYA. 


*v»ya  Inc.  All  Rights  Reserved. 

e  Aji^a  Logo,  and  all  irademartis  sfe.itifled  0)f  ®  or  ™  are  trademarks  ol  Avaya  Inc.  and  may 

Bred  .n  certain  jurisdictions.  All  other  trademarks  are  Vhe  propert/  ot  their  respective  owners. 
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We're  teaching  our  cars  to  see,  becai^ 


'*\i? 


As  a  mother,  knowing  that  your  child  is  alone  on  the  streets  can  be  a  nightmare.  Because,  like  it  or  not,  you  can't 
always  be  there  to  protect  them.  That's  why  we're  working  on  a  Pedestrian  Recognition  System  for  our  cars. 
This  technology  will  help  drivers  to  avoid  accidehts  by  warning  them  when  it  recognizes  people  on  the  road  ahead. 
And  may  well  become  every  mother'sdream.  At  DaimlerChrysler  Research  we're  developing  these  intelligent 
technologies  today.  For  the  automobile  of  tomorrow  •     -  ■■  „,^, 

To  obtain  more  detailed  ^nfOrmation  on  the  'Vision  of  Accident  free  Driving'  visit  www.daimlerchrysler.com. 
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m  can't  be  everywhere. 


DaimlerChrysleb. 

'  Answers  for  questions  to  come; 
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Greed 


ASBESTOS,  TOBACCO,  GUNS,  LEAD  PAINT  WHAT'S  THE  NEXT 
jackpot  for  tort  lawyers?  It  could  be  sex. 

The  focal  point  of  this  tort  battle  is  the  Catholic  Church.  The 
Church's  legal  problems  are  worse  even  than  most  people  real- 
ize: $1  billion  in  damages  already  paid  out  for  the  victims  of 
pedophile  priests,  indications  that  the  total  will  approach  $5  bil- 
lion before  the  crisis  is  over.  But  this  wave  of  litigation  does  not 
end  here.  Is  there  any  reason  to  think  that  the  priesthood  has  a 
monopoly  on  child  molestation?  The  lawyers  who  are  winning 
settlements  from  Catholic  dioceses  are  already  casting  about  for 
the  next  targets:  schools,  government  agencies,  day  care  centers, 
police  departments,  Indian  reservations,  Hollywood.  Plaintiff 
lawyer  Roderick  MacLeish  Jr.  and  other  litigators  have  parlayed 
the  priest  crisis  into  a  billion-dollar  money  machine,  fueled  by 
lethal  legal  tactics,  shrewd  use  of  the  media  and  public  outrage 
so  fierce  that  almost  any  claim,  no  matter  how  bizarre  or  dated, 
offers  a  shot  at  a  windfall 

The  lawyers  are  iol)b>nng  states  to  lift  the  statute  of  limitations 
on  sex  abuse  case;--,  letting  tliem.  dicdge  up  complaints  that  date 
back  decades.  Last  year  California,  responding  to  the  outcry  over 
the  rash  of  priest  cases,  suspended  its  statute  of  limitations  on  sex 
abuse  crimes  for  one  year,  opening  die  way  for  a  deluge  of  new 
claims.  A  dozen  odiei  states  nrt-  being  pushed  to  loosen  their  laws. 

"There  is  an  absohte  explosion  ofsexiuJ  abuse  litigation,  and 
there  will  continue  to  be.  This  is  go.ng  to  be  a  huge  business," 
MacLeish,  age  50,  says.  A  Boston  based  partncx  of  the  Miami  law 
firm  of  C  .reenberg  Traurig  (2()02  billiiif;--.  $1,,5  million),  he  has  won 
upwards  of  $30  million  in  scHJtmer  i;  fr.i  r.v.r   thtm  a  hundred 
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Pedophile 
priests  have 
sparked  a 
litigation  gold 
rush.  The 

Scouts, 

care 
firms  and 
Hollywood 
may  be  next. 

By  Daniel  Lyons 


plaintiffs  in  lawsuits  in  the  past  deca 

With  a  hit  man's  style  and  a  gift  for 

sound  bites,  he  has  played  a  key  rolel 

RnV  ^rnNt<J  unearthing  (and  exploiting)  the  pri 

y  '         scandals  ofthe  past  two  years,  prompti] 

Oay  care  a  nationwide  cascade  of  similar  report 

In  the  resulting  wave  of  lawsuits  ij 
majority  of  cases  are  legitimate,  even 
ficials  of  the  Catholic  Church  cone 
Dioceses  will  pay  dearly  for  covering 
the  most  abominable  crimes  and  failj! 
to  prevent  future  offenses. 
Overdue  justice.  But  it  could  lead  to  a  legal  morass  marked 
extortion  as  much  as  fairness,  in  which  a  small  cast  of  liars  casl 
in  on  the  real  suffering  of  victims.  "Just  think  how  this  ripp 
out:  day  care,  babysitters,  Boy  Scouts,  Girl  Scouts,  summer  cam 
study-abroad  programs.  You  start  thinking  about  it,  and  it  b( 
gles  the  mind,"  says  Patrick  Schiltz,  associate  dean  of  the 
school  at  the  University  of  St.  Thomas  in  Minneapolis,  Mij 
"There  is  impact  in  the  tens  of  billions  of  dollars." 

For  Roderick  (Eric)  MacLeish,  sex  litigation  is  a  big  busin< 
MacLeish  says  he  represents  240  people  bringing  abuse  clai 
against  the  Roman  Catholic  Archdiocese  of  Boston.  His  m 
celebrated  current  case  also  is  his  most  dubious  one:  three  yoi 
men  who  tell  lurid  tales  of  being  viciously  and  repeatei 
assaulted  in  the  1980s  by  the  Rev.  Paul  R.  Shanley  Shanley, 
has  denied  the  charges  but  declines  further  comment.  He  ma 
an  easy  target:  In  1994  the  archdiocese  paid  out  setdements  to 
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undisclosed  number  of  people,  including  two  clients  repre- 
sented by  MacLeish,  who  said  Shanley  had  molested  them  when 
they  were  teenagers.  As  part  of  the  settlement  Shanley  had  to  be 
removed  from  ministry  while  he  got  treatment. 

There's  just  one  problem:  MacLeish's  three  new  clients  were 
friends  and  former  classmates,  and  all  three  claim  they  had 
blocked  out  all  memory  of  these  brutal  anal  rapes  for  more  than 
a  decade — what  some  psychologists  call  "repressed  memory."  Is 
it  possible  that  the  very  notion  is  bunk?  (See  box,  p.  72.) 

Moreover,  MacLeish's  client,  Gregory  Ford,  25,  of  Newton, 
Mass.,  has  spent  time  in  17  mental  institutions  and  halfway 
houses  and  is  on  antipsychotic  medication  and  unable  to  work, 
his  parents  say.  In  the  past  he  has  threatened  to  kill  his  father. 
Archdiocese  lawyers  believe  Greg  may  previously  have  said  he 
was  molested  by  his  father  and  a  cousin;  his  parents  deny  it.  Yet 
a  Massachusetts  Superior  Court  judge  has  allowed  this  case  to 
proceed,  which  attests  to  MacLeish's  considerable  skills  in  court 
and  in  front  of  news  cameras.  "These  are  strong  cases,  and  we 
are  pushing  them  to  trial,"  MacLeish  insists.  "We  are  going  to 
pound  and  pound  and  pound." 

Child  sexual  abuse  litigation  will  probably  not  generate  any- 
thing like  the  settlements  for,  say,  asbestos  claims  ($54  billion  to 
date).  But,  like  asbestos  litigation,  it  has  the  potential  to  snowball, 
with  profits  from  early  settlements  financing  the  recruiting  of  an 
ever- widening  ring  of  plaintiffs.  Among  the  cases  in  this  gold  rush: 

*  In  Florida,  a  lawyer  who  has  filed  numerous  suits  against 
Miami's  Catholic  archdiocese  filed  a  class  suit  on  behalf  of  up  to 
100,000  Native  Americans  who  allegedly  were  mentally,  physi- 
caUy  and  sexuaUy  abused  in  government-run  boarding  schools. 
Attorney  Jeffrey  M.  Herman  says  the  suit,  filed  in  April  in  the 
U.S.  Court  of  Federal  Claims  in  Washington,  D.C.,  asserts  that 
damages  could  run  as  high  as  $25  billion.  Canada  faces  a  similar 
claim  from  up  to  18,000  Native  Americans  and  estimates  it  will 
spend  $1.2  billion  (U.S.)  to  setde  it. 

*  In  California,  Beverly  Hills  lawyer  Raymond  Boucher,  who 
has  filed  more  than  one  hundred  claims  against  various  dio- 
ceses, recently  filed  a  sex  suit  against  the  Elite  modeling  agency. 
His  client  is  a  former  fashion  model  who  claims  Elite's  founder, 
John  Casablancas,  impregnated  her  15  years  ago  when  she  was  a 
teenager.  The  Los  Angeles  Superior  Court  tossed  out  die  claim 
against  Casablancas  because  he  doesn't  live  in  California,  but  it 
let  the  case  against  Elite  go  ahead.  Boucher  says  he  has  more 
claims  coming  against  Elite,  and  that  he  may  pursue  cases 
involving  Hollywood,  where  sexual  abuse  of  children,  he  asserts, 
has  been  rampant  for  decades. 

*  In  Los  Angeles  a  man  claiming  recovered  memory  and  ex- 
ploiting die  lifted  ;;t:itute  ci"  limitations  has  sued  the  police  de- 
partment and  the  Boy  Scouts  of  America.  He  alleges  that,  25  years 
ago  in  a  Police  Explorers  program,  he  was  molested  by  David 
Kalish,  now  the  city's  depiry  police  chief.  The  city  has  suspended 

'  is  iiivtiiigating.  Meanwhile,  the  Los 

'^tini  b.ii^Ki  on  an  incident  alleged  to 
:t  says  it  has  never  heard  of  the 
: :  Yi^r  a  nun  si;ed  the  diocese  and 

-  i-'i  lest  faped  her  and  fathered  her 

case  v/.j.i  tossed  Oin . 


Kalish  with  pay.  A  grhurt  rifr'. 
Angeles  archdiocese  faco'<:  ?  i 
have  occurred  in  U)3 
priest  named  in  tlic  ar 
charged  that,  19  years 
son — in  the  Philippines,  i    : 


*  In  Vernon  HiUs,  lU.  two  women  sued  a  Children's  Wort 
day  care  center,  accusing  a  staff  member  of  molesting  their  tvl 
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daughters,  ages  5  and  11,  and  seeking  $15  million  each.  Poliffli 
dropped  related  criminal  charges  as  unprovable — but  the  d 
care  center  settled  civil  claims  for  an  undisclosed  amount. 

*  Two  Arizona  women  have  sued  the  Tucson  diocese,  allei 
ing  a  priest  molested  their  two  brothers,  causing  the  brothers 
then  molest  them.  In  LouisvUle,  Ky.  a  former  topless  dancer  h 
sued  the  Church,  claiming  a  priest  kissed  her  20  years  ago 
RockviUe  Centre,  N.Y.  a  lawyer  seeks  $1.6  billion  from  the  dikted 
cese — on  behalf  of  only  1 1  men,  one  of  whom  says  he  w;  it 
molested  once  {see  box,  p.  71).  ^fci 

The  frenzy  stems  from  a  decadelong  campaign  by  plaint 
lawyers,  says  Schiltz  of  St.  Thomas  University,  who  has  defend 
religious  organizations  in  more  than  500  sex  abuse  lawsuits.  "I  ^o 
like  warfare,"  he  says.  "Phase  One  was  for  plaintiff  lawyers 
maximize  bad  publicity  and  destroy  the  credibility  of  tl 
Church.  Phase  Two  is  to  use  that  publicity  to  push  for  legislati: 
changes.  Phase  Three  will  be  to  collect."  The  problem,  he  sayS; 
that  fraudulent  claims  could  get  paid  off  with  legitimate  one' 
"Who's  going  to  doubt  them?  I  worry  about  the  person  who  w  jjk 
an  altar  boy  30  years  ago,  and  his  Hfe  has  been  a  disappointmei 
and  now  he  realizes  he  has  a  lottery  ticket  in  his  pocket."         hri 

More  than  500  cases  are  pending  against  the  Boston  arc 
diocese,  with  at  least  a  thousand  more  claims  against  Cathof  3lll 
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(ceses  nationwide.  Some  lawyers  estimate  as  many  as  20,000 
Dple  were  molested  by  Catholic  clergy  in  the  U.S.  in  recent 
:ades.  And  for  every  Catholic  victim,  Schiltz  estimates  even 
>re  may  have  been  harmed  by  clergy  of  other  faiths.  These 
es,  moreover,  MacLeish  says,  will  prompt  more  victims  of 
iclergy  abuse  to  come  forward  as  people  feel  less  stigmatized. 
The  lawyers  help  make  that  possible.  In  Los  Angeles  Ray- 
•nd  Boucher  has  220  clients  and  is  trying  to  form  a  class 
ion.  His  Web  site  boasts  a  list  of  priests  who  have  been  con- 
ted  or  accused  of  sexual  abuse  and  a  "secure  victim  form" 
t  lets  visitors  click  their  way  to  a  confidential  complaint, 
acher's  office  also  provides  space  to  a  "victim  advocate,"  who 


Jan  you  imagine  the 
Archdiocese  of  Boston 
Iragging  the  families  of 
ibuse  victims  into  court? 
^re  they  nuts?" 

aula  Ford 


has  been  contacting  hundreds  of  possible  victims,  though 
Boucher  insists  this  is  for  outreach,  not  for  recruiting. 

In  Miimesota,  attorney  Jeffrey  Anderson,  with  more  than  700 
past  clergy  cases  and  250  pending,  aims  to  use  the  Racketeer  Influ- 
enced &  Corrupt  Organization  Act  (RICO),  arguing  bishops  con- 
spired in  a  coverup.  He  also  is  trying  to  sue  the  Vatican,  complete 
with  a  complaint  he  had  translated  into  Latin. 

Some  of  these  cases  are  likely  to  bankrupt  some  Catholic  dio- 
ceses, but  this  legal  assault  seeks  even  deeper  pockets:  big  insurers. 
Put  aside  the  pious  talk  about  protecting  kids,  and  the  racket  boils 
down  to  this:  Plaintiff^  lawyers  are  going  after  old  insurance  policies 
written  decades  ago  under  entirely  different  circumstances. 
Boucher  says  he  has  found  two  insurers  with  big  exposure  in  Los 
Angeles.  Pacific  Indemnity,  a  subsidiary  of  Chubb  Group,  wrote 
policies  ft-om  the  early  1950s  to  1967  and  could  be  on  the  hook  for 
several  hundred  million,  Boucher  says.  Chubb  says  any  effect  won't 
be  material.  Allianz  Insurance  Co.,  a  U.S.  subsidiary  of  Munich- 
based  Allianz  Group,  wrote  policies  fi-om  1979  to  1986  and  could 
be  responsible  for  more  than  $20  billion,  Boucher  insists.  Allianz 
calls  this  estimate  "grossly  off-base." 

Also  at  risk  are  the  big  companies  that  run  day  care  centers, 
such  as  KinderCare  and  Bright  Horizons,  both  publicly  held, 
and  Children's  World,  which  recently  was  acquired  by  Michael 
Milken's  Knowledge  Universe.  These  companies  already  are  feel- 
ing the  crunch:  In  some  cases  their  insurance  costs  have  risen  by 
20%  to  30%,  and  a  trickle  of  new  abuse  lawsuits  has  begun.  The 
flow  could  quicken  if  more  states  lift  their  statutes  of  limitations, 
making  it  easier  for  repressed  memory  cases  to  proceed  and  all 
the  harder  for  the  accused  to  disprove  allegations. 

The  False  Memory  Syndrome  Foundation,  a  Philadelphia 
debunking  group,  says  at  least  100  clergy  cases  involve  people  who 
claim  they  were  molested  or  raped,  blocked  it  out  for  decades  and 
now  suddenly  remember.  "The  notion  that  the  mind  protects 
itself  by  banishing  the  most  disturbing,  terrifying  events  is  psychi- 
atric folklore,"  declares  Richard  J.  McNally,  a  Harvard  psychology 
professor  who  has  conducted  a  six-year  study  of  abuse  victims 
and  has  written  a  book,  Remembering  Trauma,  to  dispel  myths  of 
memory  repression.  "The  more  traumatic  and  stressful  some- 
thing is,  the  less  likely  someone  is  to  forget  it." 

Yet  in  MacLeish's  biggest  case  his  three  clients  claim  they  re- 
covered their  memories  only  after  the  Boston  Globe  ran  a  long 
story  on  Jan.  31,  2002,  describing  other  people's  complaints 
against  Shanley  He  had  been  a  popular  "street  priest"  who  wore 
jeans,  grew  his  hair  long  and  preached  to  street  urchins  and  run- 
aways. Ordained  in  1960,  he  served  in  several  parishes  around 
Boston  before  moving  in  1990  to  California  and  working  part- 
time  as  a  priest  in  San  Bernardino.  He  was  dismissed  in  1993 
after  the  first  charges  surfaced  in  Boston. 

The  Globe  story  painted  a  plausible  picture  of  a  monstrous 
serial  rapist  who  preyed  on  teenage  boys,  anally  raping  several 
victims  and  luring  one  to  his  bedroom  for  a  game  of  strip  poker. 
In  Newton,  Mass.  Greg  Ford's  parents,  Rodney  and  Paula  Ford, 
read  the  article  and  immediately  concluded  that  Shanley  must 
have  molested  their  son.  For  years  they  had  wondered  what  had 
gone  wrong  with  Greg,  who  they  say  was  a  healthy,  normal  boy 
until  he  was  1 3.  Shanley  had  been  a  priest  in  their  parish,  St.  Jean 
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I'Evangeliste,  from  1979  to  1990,  by  which  time  Greg  was  12. 

As  his  parents  tell  it,  in  years  of  therapy  Greg  had  tried, 
unsuccessfully,  to  recall  being  molested  by  anyone.  When  his 
parents  showed  him  the  Globe  article,  he  didn't  remember  Shan- 
ley  or  recognize  his  photograph.  The  Fords  persisted,  showing 
Greg  a  snapshot  from  his  First  Communion  with  Shanley.  At  last 
Greg  collapsed,  sobbing,  and  said  that  from  age  6  to  11  he  had 
been  raped  by  the  priest. 

Later  he  estimated  this  happened  80  times.  He  alleged  that 
Shanley  took  him  from  his  one-hour  Sunday  school  class,  raped 
him,  then  returned  him  to  his  classmates.  Verona  Mazzei,  who  was 
director  of  the  Sunday  school  program,  says  she  never  saw  Shan- 
ley take  any  kids  from  class.  The  Fords  say  Greg  never  exhibited 
any  unusual  behavior  during  these  years.  "As  soon  as  it  happened, 
each  time  he  left  that  room,  he  forgot  about  it,"  Rodney  Ford  says. 
"The  specialists  he  sees  now  are  amazed  that  he  could  block  this 
out,  that  he  had  such  control." 

When  the  Fords  contacted  MacLeish,  he  signed  on.  His  first 
clergy  killing  came  in  1992 — a  multimillion-dollar  settlement  on 
behalf  of  101  clients  in  Fall  River,  Mass.  A  couple  of  years  later  he 
negotiated  two  settlements  against  Shanley,  which  were  described 
in  the  Globe  article.  As  MacLeish  began  to  check  out  Ford's  com- 
plaint, the  case  took  an  amazing  twist:  Two  of  Greg's  friends  also 
began  to  recover  memories  about  Shanley  assaults. 

Paul  Busa,  26,  an  Air  Force  policeman  in  Colorado,  says  that 
after  hearing  about  the  Globe  story  he,  too,  began  to  recover  long- 
buried  memories  of  being  raped  by  the  priest.  Greg's  parents  said 
Busa  called  them.  MacLeish  says  Busa  called  him  too.  Soon  after- 
ward MacLeish  bought  Busa  a  plane  ticket  to  Boston,  had  him 
evaluated  by  a  shrink,  then  took  him  on  as  a  client. 


"There  is  an  absolute 
explosion  of  sexual  abuse 
litigation.  This  is  going 
to  be  a  huge  business." 

Roderick  MacLeish  Jr. 


In  March  2002  MacLeish  and  Greg  Ford  met  with  Anthc 
DriscoU,  also  of  Newton,  Mass.,  and  discussed  a  story  Ford  ti 
about  sitting  on  a  pencil  that  Driscoll  had  placed  on  his  chair 
Sunday  school  class  when  they  were  1 1  years  old.  Greg  h 
received  medical  treatment,  but  now  he  claims  that  while  he  \ 
waiting  to  go  to  the  hospital,  Shanley  raped  him.  Doctors  w 
treated  the  wound  made  no  mention  of  sexual  assault.  "Even  W 
doctors  missed  it,"  Rodney  Ford  says. 

Driscoll  confirmed  the  story — and  asked  MacLeish 
recommend  a  psychologist  because  Driscoll,  too,  had  been  h; 
ing  flashbacks  of  being  assaulted.  One  rape  was  punishment 
the  pencil  prank,  he  later  told  archdiocese  lawyers  in  a  depositii  :n 
He  also  recalls  Shanley  sitting  naked  to  hear  his  confession,  th 
forcing  him  to  perform  oral  sex.  In  the  same  deposition  Drisc  m 
describes  a  past  that  includes  an  arrest  for  credit  card  fraud  a 
juvenile  charges  of  indecent  assault.  MacLeish  referred  Driscolifr: 
a  psychiatrist — and  signed  him  up. 

In  April  2002  MacLeish  and  the  Fords  staged  a  press  conf 
ence  carried  live  on  CNN,  at  which  MacLeish  released  parts  s 
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A  handful  of  plaintiff  lawyers  are  turning  child  sexual  abuse  into  a  booming 
business,  filing  hundreds  of  claims  around  the  country.  Here  are  the  top  guns. 
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Sf.  Paul,  Minn. 

Has  handled  over  700  cic,  r 
cases  in  20  years;  has  *  'jG 
pending.  Trying  to  use  RiCO 
statutes.  Mormon  plaintiffs 
will  find  him  listed  on  the 
Web:  www.stopmormon 
sexualabuse.com. 


^MOND  BOUCHER 

Beverly  Hiils,  Calif. 

Has  220  clergy  cases  pend- 

,  Sued  Elite  modeling 
■      ncy.  Organiring  class 
^n  vs.  Los  Angeles 
;iv)cc  SB.  Lets  people 
.1  up  oni  ;ie  after  perusing 
'  •  ■•     '■  ■■  -iester  priests. 


Stockton,  Calif 


Represents  320  clergy  cases 
(220  of  them  with  Boucher). 
Holds  record  thus  far  for 
biggest  individual  punitive 
damages  award:  $13  million 
for  two  brothers  in  Stockton, 
Calif,  in  1998. 


Louisville,  Ky. 

Background:  medical 
malpractice.  Started  clergy 
cases  a  year  ago  and  now 
has  more  than  200  clients. 
"This  is  a  brand-new  crop, 
raised  from  seeds  planted 
last  year,"  he  says. 
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inlev's  800-page  file  and  rocketed  the  Ford  complaint  to  the 
sfront  of  cases  nationwide.  Rodney  and  Paula  Ford  appeared 
Good  Morning  America,  Today,  Dateline  NBC,  CNN  and  Fox 
(srs.  They  gave  interviews  to  Vanity  Fair  and  USA  Today.  Jour- 
ists  were  calling  fi-om  around  the  world.  "France,  Australia, 
;den — the  phone  never  stops  ringing,"  says  Rodney  Ford, 
3  has  taken  a  leave  of  absence  from  his  job  as  a  cop  at  Boston 
lege  to  become  an  advocate  for  sex  abuse  victims. 
They  also  pursued  criminal  charges.  Within  weeks  Shanley 
arrested  in  California,  extradited  to  Boston  and  arraigned, 
uly  a  grand  jury  indicted  him  on  ten  counts  of  child  rape 
T  hearing  from  Daniel  Brown,  a  Boston  psychologist  who 
leves  recovered  memories  may  be  valid,  even  when  they 
)lve  far-out  things  like  Satanic  ritual  abuse. 
Since  then  MacLeish  has  outspun  the  archdiocese  at  every  turn. 
rias  grilled  bishops  in  videotaped  depositions,  obtained  psychi- 
c  evaluations  and  45,000  pages  of  archdiocese  memos  and 
Dn-fed  all  of  it  to  the  press.  He  helpfully  underscores  the  most 
i  details.  Yet  he  protested  bitterly  when  the  archdiocese  deposed 
nks  who  are  treating  his  clients — standard  procedure  when 
leone  claims  emotional  distress. 

This  lawyer  reUshes  juicy  cases.  In  1995  he  successfully 
nded  Harvard  Medical  School  psychiatrist  John  Mack,  who 
threatened  with  losing  his  tenure  after  he  published  a  book 
iing  that  alien  abductions  were  real.  He  successfully 
nded  Lars  Bildman,  disgraced  chief  executive  of  drugmaker 
•a  USA,  against  sexual  harassment  complaints.  He  also 
nded  a  Cape  Cod  high  school  teacher  who  got  fired  for 
jng  porno  films  in  his  spare  time  and  he  generated  head- 
)  when  he  sued  the  elderly  wife  of  an  alleged  pedophile,  col- 
ng  on  her  homeowner's  policy. 

[n  his  assault  on  the  Catholic  Church,  MacLeish  uses  the 
s  to  inflict  pain  and  then  pushes  for  a  big  settlement.  But 
;ad  of  retreating,  the  Boston  archdiocese  has  hired  a  killer 
itor,  Boston  veteran  Timothy  O'Neill,  62,  who  for  years  has 
ed  hospitals  stave  off  medical  malpractice  lawsuits  and  also 
defended  priests  against  sexual  abuse  claims.  In  January 
eill  outraged  victim  advocates  by  deposing  a  therapist  for 
lony  DriscoU.  O'Neill  now  is  pursuing  half  a  dozen  thera- 
1  who  have  treated  Greg  Ford  in  the  past. 
Vfchdiocese  lawyers  say  Greg  Ford's  medical  records  and  a 
)sition  from  his  sister  indicate  he  previously  said  others  had 
;sted  him,  including  a  cousin  and  his  own  father.  MacLeish 
the  Fords  say  this  is  nonsense  and  held  another  press  confer- 
,  where  they  complained  about  the  tactics.  The  Fords  are 
)ergasted  that  the  archdiocese  dares  to  challenge  their  claim. 
1  you  imagine  the  archdiocese  of  Boston  dragging  the  fami- 
)f  abuse  victims  into  court?  Are  they  nuts?"  says  Paula  Ford. 
D'Neill  says  the  Church  cannot  operate  like  an  ATM 
hine,  dispensing  cash  to  anyone  who  drives  up  with  a  claim, 
he  is  eager  to  put  Ford,  DriscoU  and  Busa  in  front  of  a  jury, 
ou  have  a  total  recovered  memory  case,  a  jury  is  going  to 
trouble  with  that,"  O'Neill  says. 

rhe  Boston  archdiocese — which  has  seen  donations  plunge 
,  is  laying  off  workers  and  plans  to  sell  15  properties  to  raise 
— hopes  to  settle  all  500-plus  pending  sex  abuse  claims  in 


Heavenly  Cash 


Emboldened  by  the  rich  settlements  paid  so  far  in  the  church 
scandals— in  one  case  a  few  years  ago  a  Dallas  jury 
awarded  $119  million  to  a  mere  dozen  victims,  though  the 
sum  later  was  haggled  down  to  a  still-rich  $33  million— lawyers 
are  filing  ever  more  brazen  complaints.  Among  them: 

*  In  Louisville,  Ky.  the  Catholic  archdiocese  is  being  sued  by  a  for- 
mer topless  dancer,  who  claims  that  20  years  ago,  when  she  was 
22  and  living  In  Reno,  Nev.,  a  priest  there  asked  her  creepy  ques- 
tions about  sex  and  kissed  her  She  argues  the  Louisville  arch- 
diocese received  similar  complaints  about  the  priest  and  was 
negligent  when  it  transferred  him  to  Reno. 

*  Also  in  Louisville,  a  man  claims  that  nearly  40  years  ago,  when 
he  was  16  years  old,  while  he  was  fully  dressed  and  in  his 
mother's  presence,  a  priest  jokingly  spanked  him  on  the  rear  end 
and  made  a  fleeting  grab  for  his  genitals.  The  plaintiff  says  this 
traumatized  him;  never  mind  that  in  a  deposition  he  also  admits 
that  he  was  molested  and  sodomized  by  his  uncle. 

*  The  law  firm  of  Resnikoff  &  Viscio  lost  a  case  on  behalf  of  two 
women  who  sued  the  diocese  in  Rockville  Centre,  N.Y.  Then  it 
learned  the  diocese  later  awarded  the  women  $300,000— and 
it  is  now  suing  the  Church  for  a  $100,000  cut. 

*  In  Boston  a  55-year-old  man  says  he  was  sexually  abused  by 
his  father  when  he  was  a  preschooler  and  by  a  priest  when  he 
was  9.  That  isn't  why  he  is  suing;  he's  suing  the  archdiocese  be- 
cause, from  age  20  to  26,  he  allegedly  had  a  sexual  relationship 
with  the  Rev.  Paul  Shanley,  the  priest  named  in  Roderick 
MacLeish's  flagship  case. 

*  In  Manchester,  N.H.  a  24-year-old  man  received  a  $200,000 
settlement  from  the  Catholic  diocese  in  2000  and  blew  through 
the  money  in  a  few  months.  So  last  year  he  sued  to  get  more,  ar- 
guing that  when  he  signed  the  earlier  agreement  he  had  no 
lawyer,  was  mentally  unstable  and  was  drinking  heavily  The  new 
complaint  was  settled  in  April  but  terms  weren't  disclosed.— D.L. 
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Battle  of  the  Shrinks 


The  Gregory  Ford  case  in 
Boston  relies  on  a  contro- 
versial theory  that  has  split 
the  world  of  psychology  into  bit- 
terly opposing  camps  for  more 
than  a  decade:  the  notion  that 
people  can  wipe  out  memories  of 
severe  trauma,  then  recover  these 
repressed  memories  years  later. 
Some  shrinks  say  this  makes 
perfect  sense.  Others  say  this  no- 
tion of  "recovered  memory"  is  junk 
science.  The  Ford  case  will  feature 
two  of  the  world's  best-known  ex- 
perts on  the  subject:  psychologist 
Elizabeth  Loftus,  a  professor  at 
the  University  of  California,  Irvine  who 
views  recovered  memories  with  skepti- 
cism; and  psychiatrist  Bessel  van  der 
Kolk,  a  professor  at  Boston  University 
who  supports  the  theory.  These  two 
shrinks  have  been  duking  it  out  for  years 
in  court  cases  and  in  scientific  journals. 
Loftus  is  past  president  of  the  Ameri- 
can Psychological  Society  and  last  year 
was  named  one  of  the  100  most  eminent 
psychologists  of  the  20th  century  by  the 
Rewew  of  General  Psychology,  a  scientific 
journal.  This  year  she  is  to  be  elected  to 
the  American  Academy  of  Arts  &  Sci- 
ences. Yet  Ford's  attorney,  Roderick 
MacLeish  Jr,  dismisses  recovered  mem- 
ory naysayers  as  "on  the  fringe"  and  "out- 
side the  mainstream"  of  psychological 
thought. 

But  it  is  MacLeish's  expert,  Dr.  Van 
der  Kolk,  who  appears  to  be  more  on  the 
fringe.  He  believes  traumatic  memories 
can  be  repressed  by  the  mind  and  stored 
in  the  body— mysterious  vaginal  pains 


might  indicate  a  long-forgotten  rape— and 
later  retrieved.  Dr.  Van  der  Kolk  treats 
trauma  sufferers  with  a  technique  called 
Eye  Movement  Desensitization  and  Re- 
processing (emdr),  in  which  he  waggles 
his  fingers  back  and  forth  in  front  of  a  pa- 
tient's eyes,  believing  the  eyes'  side-to- 
side  movements  help  the  brain  cope  with 
painful  memories.  "How  it  works  I 
would  not  dare  speculate,  but  that  it 
works  is  clear,"  he  says. 

Er,  maybe  not,  says  Richard 
McNally,  a  Harvard  psychology  pro- 
fessor who  has  published  articles 
comparing  EMDR  with  mesmerism,  a 
craze  in  18th-century  France.  Like 
Loftus,  McNally,  too,  thinks  recov- 
ered memories  of  trauma  are  ques- 
tionable. He  has  conducted  numer- 
ous studies  on  memory,  particularly  with 
sexual  abuse  victims.  He  says  people  don't 
forget  a  trauma  like  anal  rape.  They  might 
forget  something  like  being  fondled  as  a 
child,  but  that's  because  the  fondling  was 


not  traumatic,  he  argues.  "It  might  be  dis- 
gusting, upsetting— but  not  terrifying,  not 
traumatic." 

McNally's  take  on  this  subject  has  set 
bff  a  hometown  feud  with  Daniel  Brown, 
an  assistant  clinical  professor  at  Harvard 
Medical  School  who  is  a  leading  proponent 
of  recovered  memory.  The  two  archrivals 
have  never  met,  engaging  instead  in  a 
"battle  of  the  books." 

In  1998,  when  Brown  won  an  award 
for  his  786-page  tome.  Memory,  Trauma 
Treatment  &  the  Law,  McNally  wrote  a 
scathing  review  that  criticized  Brown's 
methodology.  In  March  of  this  year 
McNally  published  his  own  book. 
Remembering  Trauma,  in  which  he 
bashes  repressed-memory  theory  and 
criticizes  Brown's  work  yet  again. 

Brown  won't  be  involved  in 
MacLeish's  civil  lawsuit,  but  he  did  play 
a  role  in  the  related  criminal  case.  Last  | 
year  he  testified  before  the  grand  jury  that 
indicted  the  priest  accused  of  raping  Greg 
Ford  and  his  friends,  "so  that  the  grand 
jury  would  see  recovered  memories  as  a 
legitimate  phenomenon,"  Brown  says. 

It's  worth  noting  another  kind  of  re- 


McNally  and  Loftus  challenge  recovered  memories. 

covered  memory  case:  Sometimes  pa- 
tients wake  and  realize  that,  uh,  they 
weren't  actually  in  a  Satanic  cult  after  all. 
Then  they  sue  their  shrinks. 

-D.L 


one  group.  MacLeish  won't  s;\y  how  much  money  it  would  take 
for  him  to  settle,  but  he  insists  ihat  his  three  star  clients  won't 
take  part  in  any  group  settlement. 

MacLeish  has  three  paralegals  ..orking  on  clergy  cases  and  a 
database  that  tracks  clergy  sex  abi.  e  case^  in  ijie  U.S.  .\nother 
tech  marvel:  an  Optica'  Character  recognition  system  that  lets 
MacLeish  zoom  througn  45,000  pages  of  Boston  archdiocese 
records  and  pull  up  anv  ;)age  in  the  blink  of  ai:  eye.  '"V^'e're 
putting  millions  of  dollars  t  .o  this,"  he  says.  Even  if  the  Shanley 
case  falls  apart,  MacLeish  will  protlt  from  i^.  In  the  discovery 


process  he  has  dug  up  records  on  139  other  priests.  He  hi 
gained  a  year  of  glowing  free  publicity,  which  has  brought  sti 
more  plaintiffs  to  his  door. 

MacLeish  already  is  plotting  his  next  career  move.  He  sa 
when  the  clergy  cases  end  he  will  consult  to  businesses  that  wa 
to  protect  themselves  from  sex  abuse  lawsuits.  "This  is  now! 
hot-button  issue.  People  will  pay  top  dollar  for  experts  wi 
experience,"  he  says.  "I  will  spend  a  lot  of  time  advising  bui 
nesses  on  how  they  can  avoid  the  experience  of  the  Boston  arc) 
diocese."  His  rate:  $500  an  hour. 
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|«t  tragedy  garnered  worldwide  coverage  and  threatened 
fe  the  reputation  of  a  renowned  hospital. 
■m  What  to  do? 
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I  ■■  ORE  THAN  13  MILLION  PEO- 
^  flH  pie  recently  witnessed  an 
BmH  extraordinary  moment  in 
■■  H  television — and  a  startling 

W  ■  lesson  in  public  relations.  In 
ruary  doctors  at  Duke  University  Hos- 
il  committed  one  of  the  v^orst  mistakes 
nodern  medical  history — transplanting 
wrong  heart  and  lungs  into  a  1 7-year- 
girl.  She  died  on  Feb.  22  as  a  result.  Yet 
;e  weeks  later  Duke  officials  offered  a 
ply  felt  mea  culpa  on  national  televi- 
1,  baring  all,  in  one  of  the  toughest, 
5t  dreaded  settings — CBS'  60  Minutes. 
Most  businesses  would  have  clammed 
after  committing  an  error  of  that  magnitude,  and  their 
^ers  would  have  advised  the  same.  Yet  Duke  Hospital  opened 
In  "Anatomy  of  a  Mistake"  CBS  veteran  Ed  Bradley  did  on- 
lera  interviews  with  Duke  health  chief  Ralph  Snyderman  and 
tors  involved  in  the  badly  botched  procedure.  For  the  first 
e  the  nation  heard  the  mournful  reflections  of  James  Jaggers, 
surgeon  who  transplanted  organs  ft-om  a  deceased  donor 
1  blood  type  A  into  the  body  of  17-year-old  Jesica  Santillan, 
)se  blood  was  type  O. 

The  result  of  these  admissions  was  reminiscent  of  one  of  the 
5t  celebrated  p.r.  victories,  some  20  years  ago:  Johnson  & 
[ison's  handling  of  the  random  poisoning  of  a  few  capsules 
ylenol,  which  killed  seven  people  in  Chicago.  J&J  waged  the 
ill  of  31  million  bottles,  debuted  new  tamper- resistant  pack- 
ig  and  fielded  a  blitz  of  press  coverage.  J&j's  chief  at  the  time, 
es  E.  Burke,  even  appeared  on  60  Minutes  to  discuss  the  case, 
)ecember  1982. 

Duke's  response  "is  the  perfect  example  of  why  you're 
lys  better  off  telling  the  story  instead  of  ducking  and  hiding," 

Michael  Sitrick,  chairman  of  Sitrick  &  Co.  in  Los  Angeles,  a 
1  specializing  in  crisis  public  relations. 
But  Duke's  p.r.  coup  almost  never  happened.  For  ten  days 
r  the  botched  surgery,  hospital  administrators  reacted  in 
:h  the  same  way  most  any  executive  would:  They  kept  it 
;t.  The  hospital  says  it  was  abiding  by  family  wishes  and 
ent  confidentiality  laws,  but  it  also  is  clear  that  Duke's 
onal  reputation  was  at  risk.  Even  after  the  truth  leaked  out 
Jesica's  mother  talked  to  the  media,  Duke  didn't  come  clean 
rst,  refusing  to  comment. 

Duke  Hospital's  odyssey  fi-om  secrecy  to  televised  confession 
)lves  an  illegal  immigrant  famUy,  a  smalltime  North  Carolina 
tico,  a  well-timed  phone  call — and  a  friendly  producer  for 
\4inutes.  It  offers  lessons  for  business:  Take  the  hit  up  fi-ont 
bare  all;  don't  let  media  errors  go  uncorrected;  pick  a  sym- 
letic  outlet;  and  have  a  crisis  plan  in  place  ahead  of  time. 
Jesica  Santillan  had  restrictive  cardiomyopathy-r-a  choking  off 
lood  flow  into  the  heart.  She  had  emigrated  illegally  with  her 
:nts  from  Mexico  to  the  U.S.  in  1999  in  search  of  treatment, 
plight  was  profiled  a  year  later  in  a  local  paper,  the  Franklin 
es  in  Louisburg,  N.C.,  triggering  other  coverage.  Mack  Ma- 


Mismatch:  Jesica  Santillan  died  after  a 
botched  transplant.  Duke  Hospital's  health 
chief  Ralph  Snyderman  (left)  fessed  up. 


honey,  a  builder  who  coordinated  a  county 
campaign  for  U.S.  Senator  Elizabeth  Dole, 
responded  by  paying  more  than  $10,000  of 
Jesica's  medical  costs,  starting  a  charitable 
foundation  for  her  and  becoming  the  fam- 
ily's representative. 

By  the  time  Jesica  began  four  hours  of 
surgery  at  6  p.m.  on  Feb.  7,  the  local  press 
was  watching.  Immediately  after  the  surgery 
Dr.  Jaggers  told  her  family  of  the  terrible 
blood- type  error,  and  at  10  the  next  morn- 
ing hospital  spokesman  Richard  Puff  talked 
to  Mahoney  about  how  to  handle  the  press. 
Would  the  media  be  told  of  the  organ 
mismatch?  Puff  said  it  was  too  early  to  spec- 
ulate on  what  had  gone  wrong;  the  hospital  would  release  only  the 
usual  one-word  description  of  the  patient's  condition.  In  this  case: 
"Critical."  But  Duke  officials  never  suggested  going  public,  and 
the  family  worried  that  such  coverage  might  interfere  with  Jesica's 
care,  Mahoney  says. 

A  few  days  later,  as  Jesica's  condition  worsened,  she  said 
softly  to  Mahoney:  "Yo  no  puedo  respirar.  Estoy  muriendo."  ("I 
can't  breathe.  I'm  dying.")  On  Feb.  11  doctors  told  him  she 
could  die  in  a  few  days.  The  next  day  he  sent  out  a  mass  e-maLl- 
ing  to  Jesica's  supporters,  pleading  for  a  new  set  of  organs.  He 
also  called  a  local  TV  reporter  on  the  story,  Rick  Armstrong, 
telling  him,  "There  are  problems.  There's  a  secret  I  can't  tell 
you."  They  met  at  a  McDonald's,  and  Mahoney  asked  him  to  do 
a  story  on  the  search  for  a  new  donor. 

"Mack,  they've  put  the  wrong  organs  in  that  child,  haven't 
they?"  Armstrong  asked,  as  Mahoney  later  described.  "You  guessed 
it,"  Mahoney  responded.  The  reporter  showed  up  at  Duke  with  his 
camera.  His  story  on  CBS  affiliate  WRAL  ran  at  5  p.m.  that  day  but 
left  out  the  full  explanation.  A  day  later,  on  Feb.  13,  the  Raleigh 
News  &  Observer  ran  a  story  that  also  didn't  reveal  the  whole  truth. 
That  afternoon  Mahoney  convinced  Jesica's  mother  that  speaking 
openly  would  help  find  new  organs,  and  ABC  News  Radio  ran  the 
full  story;  WRAL  broadcast  a  mismatch  piece  the  next  night. 

The  avalanche  of  press  coverage  had  begun — yet  Duke 
refused  to  fully  disclose  the  error  for  three  more  days.  "I  just 
don't  know  why  we  didn't"  come  forward  sooner,  says  Vicki  Y. 
Saito,  a  Duke  associate  vice  chancellor.  "I  wish  we  had."  The 
hospital's  reticence  would  only  hurt  its  ailing  image  more,  as 
media  outlets  savagely  pursued  the  story.  Duke  says  it  became 
rife  with  misinformation:  that  it  had  barred  visitors  to  Jesica; 
that  it  had  tried  to  block  photographs  ft^om  being  taken;  that  the 
hospital  had  "pulled  the  plug"  against  family  wishes.  Duke  even 
had  to  deny  rumors  that  Jesica's  death  was  caused  by  medical 
experiments  performed  on  her. 

Mahoney  met  with  Duke  officials  on  Saturday,  Feb.  15,  and 
they  tussled  over  his  power  of  attorney.  Then  came  a  call  to 
Mahoney's  cell  phone:  It  was  from  Senator  Dole,  asking  about 
Jesica.  Mahoney  talked,  then  handed  his  phone  to  hospital 
administrator  Richard  Ballard  and  asked  if  he'd  like  to  speak  to 
her.  "His  face  turned  white,"  Mahoney  says. 
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On  Sunday  the  News  &  Observer  ran  a  section-front  story  for 
its  210,000  readers:  "Mistake  Alleged  in  Blood  Match."  In  it, 
both  Mahoney  and  Jesica's  mother,  Magdalena,  said  Duke  had 
given  Jesica  the  wrong  organs,  but  Duke's  Puff  refused  to  con- 
firm or  deny  the  mistake.  Says  the  story's  writer,  Matthew  Eisley: 
"By  withholding  information  for  days,  they  simply  ensured  a 
continuing  series  of  stories  about,  number  one,  the  mistake,  and, 
number  two,  the  fact  that  they  weren't  being  forthcoming  about  it." 

Snyderman,  chief  executive  of  Duke's  health  system,  read  the 
troubling  article  and  convened  a  staff  meeting  the  next  day. 
Duke's  pubUc  relations  began  to  change  drastically.  It  admitted 
the  error,  albeit  not  until  5  p.m.  and  with  the  evasive  headline 
"Duke  University  Hospital  Implements  Additional  Transplanta- 
tion Safeguards."  The  release  was  posted  on  a  Duke  Web  site  and 
e-mailed  to  1,000  contacts.  Duke  also  enlisted  advisers  at  Bur- 
son-Marsteller  to  help. 

In  the  ensuing  five  days  leading  up  to  Jesica's  death  (and  doc- 
tors tried  a  second  transplant),  the  once-reticent  hospital  issued 
nine  press  releases.  A  few  days  later  Snyderman  met  with  60  Min- 
utes producer  Michael  Radutzky,  a  driven  producer  who  had  done 
a  favorable  piece  on  Duke's  Brain  Tumor  Center  last  year.  "I  was 
advised  by  many,  many  people  not  to  go  anywhere  near  60  Min- 
utes" Snyderman  says.  Based  on  little  more  than  trust — and  with- 
out consulting  his  lawyers — he  let  the  cameras  in.  Jeffrey  Molter, 
news  department  director,  led  media  training,  and  on  Mar.  7  and 
8  the  television  team  had  unbridled  access  to  the  players. 

Don  Hewitt,  the  show's  venerated  executive  producer,  was 
skeptical  and  asked  his  producer  whether  CBS  was  being  used. 
"He  said  'No,  they've  already  realized  they'll  have  to  make  a  big 


settlement;  there's  not  an  ulterior  motive  here,' "  Hewitt  recal 
But,  of  course,  there  was.  If  the  hospital  could  come  across 
honest,  contrite  and  vowing  to  fix  its  procedures,  its  reputatii 
might  be  restored.  And  when  the  60  Minutes  story  aired  on  M 
16,  it  put  a  human  face  on  the  medical  center  and  its  doctors.^ 

It  includes  interviews  with,  among  others,  the  hospital  chil 
the  head  of  Duke's  transplant  unit  and  the  doctor  who  pr 
nounced  the  patient  dead.  CBS  star  Ed  Bradley  begins  by  aski 
surgeon  Jaggers  the  looming  question:  "How  could  this  have  ha 
pened,  especially  at  one  of  the  most  prestigious  hospitals  in  t 
country?"  Looking  pale  and  exhausted  in  his  blue  scrubs,  Jaggt 
describes  how  he  was  about  to  close  Jesica's  chest  when 
learned  the  awful  news — the  transplant  was  incompatible.  T| 
segment  ends  with  Jaggers  in  a  second  interview,  still  pallid  ai 
concerned:  "We  did  everything  we  could  to  save  her,  to  get  h 
new  organs,  to  treat  her  medically,"  he  intones.  "And,  as  tragic  | 
it  is,  sometimes  things  don't  go  the  way  you  want  them  to." 

"Having  him  tell  what  happened  is  far  better,  in  my  opinio 
than  some  picture  of  him  getting  in  his  car  and  saying  'I  reftisel 
comment,'"  says  Jaggers'  attorney  Mark  Anderson.  (So  far  no  \a\ 
suit  has  been  filed.) 

In  April  Snyderman  and  others  met  with  local  journaHsts  I 
soothe  strained  relations.  In  May  Duke  announced  a  $4  millic 
fiond  that  is  expected  to  generate  $200,000  a  year  for  Latino  pediat 
services,  in  honor  of  Jesica.  (Her  surgeries  and  hospital  stay,  whi 
her  family  will  not  be  billed  for,  could  cost  about  $1  million.)  Sn 
derman  says  the  hospital  has  learned.  "The  essential  thing,"  he  sa  m 
"is  to  have  a  crisis  management  plan  before  the  crisis  occurs — ai 
probably  to  rehearse  it." 
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Feb.  7, 2003 
Feb.  13 
Feb.  14 
Feb.  16 
Feb.  17 
Feb.  18 
Feb.  19 
Feb.  20 
Feb.  21 
Feb.  22 
Feb.  23 
Feb.  25 
Feb.  26-27 
Mar.  7-8 
Mar.  16 


Jesica  undergoes  incompatible  organ  surgery;  2  press  inquiries  come  in. 

ABC  News  Radio  item  on  mismatch  is  fed  to  2,500  stations. 

WRAL-TV  broadcasts  mismatch  story  locally;  2  other  press  inquiries  roll  in. 

News  &  Observer  m  Raleigh  prints  prominent  article  on  organ  mismatch. 

For  the  first  time,  Duke  confirms  botched  surgery;  gets  7  press  inquiries. 

Duke  is  deluged  by  more  than  100  media  inquiries,  including  one  from  Japan's  NHK, 

Hospital  puts  out  more  press  releases;  fields  more  than  100  press  inquiries. 

Jesica  undergoes  second  transplant;  Duke  holds  1:30  p.m.  news  conference  and  gets  m 

Duke  holds  I  p.m.  briefing;  handles  more  than  200  press  calls. 

Jesica  pronounced  dead  at  1:25  p.m.;  release  announces  death  at  5:15  p.m.;  more  th; 

Duke  posts  release  correcting  misinformation;  gets  20  press  inquiries. 

Duke  hosts  conference  call  with  local  reporters  to  talk  about  Jesica's  care;  gets  25  c! 

Hospital  officials  meet  with  CBS'  60  Minutes  producer 

60  Minutes  camera  crew  captures  hospital  staff. 

Story  on  Duke's  side  of  the  drama  airs  on  CBS;  more  than  13  million  viewers  watch. 
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Doubilet.  one  of  the  world's  greatest  underwater  photographers.  Peter  Benchley,  internationally  known  novelist,  explorer  and  journalist. 
•e  dedicating  their  lives  to  defending  the  seas  and  making  the  public  aware  of  the  devastation  being  wrought  on  sharks  all  over  the  world, 
low  better  than  anyone  how  to  share  the  emotion  and  amazement  that  the  underwater  world  inspires.  Rolex  Oyster  Perpetual. 
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Rolex  Day-Date  in  18kt  gold  and  Rolex  Yacht-Master  in  18kt  gold. 
Officially  Certified  Swiss  Chronometers.  Rolex,  Oyster,  Oyster  Perpetual,  Day-Date,  Yacht-Master  and  Perpetual  Spirit  are  trademarks. 
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It's  Who  Ya  Know 

Chris  McCormack  wanted  in  on  the  rebuilding  of  Iraq.  Fat  chance,  given 
his  company's  shaky  finances  and  unproven  technology.  Until  his 
lobbyists  zeroed  in  on  what  could  be  a  $1  billion  government  contract. 


BY  ROB  WHERRY 


QUICK:  NAME  A  POSSIBLE  WINNER  IN  THE  REBUILD 
Iraq  sweepstakes  with  contracts  worth  up  to  $1.3  bil- 
lion. No,  it's  not  Halliburton  or  Bechtel  Group.  It's 
Life,  Energy  &  Technology  Holdings,  a  tiny  outfit  in 
Utica,  N.Y.  with  dubious  finances  and  unproven  tech- 
nology. Its  40-year-old  Northern  Ireland-born  founder,  Christo- 
pher McCormack,  is  more  comfortable  in  greasy  overalls  than 
in  pinstripes.  But  he  had  the  foresight  to  hire  a  couple  of  politi- 
cal types  who  have  mighty  Washington,  D.C.  Rolodexes. 

Whether  McCormack  gets  his  mitts  on  the  $1.3  billion,  or 
even  a  slim  fraction  of  it,  is  an  open  question  at  this  point. 
LETH  produces  something  called  the  Biosphere  System,  a 
mobile  power  plant  that  supposedly  generates  5  megawatts  of 
power  and  55,000  gallons  of  potable  drinking  water  an  hour 
from  municipal  waste.  So  far  it  has  made  and  sold  just  two  of 
these  $6.5  million  devices.  They  were  installed  in  Beirut  in  2001, 
and  information  on  their  success  or  failure  in  the  field  remains 
sketchy  Yet  McCormack  claims  he  is  trying  to  obtain  contracts 
in  Iraq  for  up  to  200  machines;  sources  close  to  company 
say  negotiations  with  the  Department  of  Defense  are  fur- 
ther along.  Handling  that  capacity  is  a  stretch,  even  if 
proposed  manufacturing  deals  with  plants  in  Moscow 
and  in  Lafayette,  La.  come  through.  "Worst-case  scenario: 
We'll  sign  up  more  subcontractors,"  he  says  nonchalantly 

McCormack,  a  born  tinkerer,  founded  LETH  in  1994  as  an 
environmental  technology  outfit.  As  a  boy  growing  up  on  a  farm 
in  Nev/ry,  in  strife-torn  Northern  Ireland,  he  wired  his  own  bat- 
tery-powered lamps  to  use  during  frequent  blackouts.  At  15,  he 
says,  he  turned  his  loiowledge  of  cow  digestion  into  a  process  for 
making  alcohol  from  grass  clippings.  He  got  an  undergraduate 
degree  in  life  sciences  from  University  College  Dublin  and 
received  a  Ph.D.  there  in  1987  in  friel  chemistry  He  did  postdoc- 
:ity  of  California,  Berkeley  and  research 
•  ri  In-Uitutes  of  Health.  He  developed 
■:ol  from  such  biomass  as  potatoes  and 
<■  i-  imed  a  company  called  CB  Biofuels 
•eland's  largest  privaiely  held  oil 
•    '  >  vhe  patents,  ma'/ing  McCor- 
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the  biodegradable  waste  to  2,100  degrees  Celsius  in 
an  oxygen-deprived  chamber.  That  produces  gases 
like  chlorophenol  and  chlorobenzene,  plus  a  solid- 
waste  stream  that  can  be  mixed  with  fertilizers  and 
additives  to  produce  a  soil  enhancer.  The  non- 
biodegradable stuff — processed  paper,  plastic,  rub- 
ber— is  pulverized  by  a  compactor  into  20-gram 
flakes.  This  stuff,  too,  is  heated — to  between  1,000 
and  1,800  degrees  Celsius — and  again  produces  ash 
(good  for  concrete  products)  and  gases  like  carbon 
dioxide  and  sulfur  dioxide.  These  gases  exit  at  a  pres- 
sure of  56,000  pounds  per  square  inch.  Too  hot  for  a 
normal  turbine,  the  gas  is  cooled  twice  as  it  passes 
between  two  sets  of  turbine  blades  to  a  steam  gener- 
ator, which  produces  electrical  power.  Fuel  to  start 
the  cookers  comes  from  ethanol  or  gasoline. 

There  is  much  to  raise  an  engineer's  eyebrows. 
The  pressure  in  the  inorganic  cooker  is  23  times  the 
pressure  in  a  steam  turbine  you'd  find  in  a 
$500  million  power  plant — ^wouldn't  that  call 
for  rather  heroic  metal  work?  The  separator 
seems  magical — can  it  actually  filter  egg  car- 
tons and  chicken  bones  from  Styrofoam  cups 
and  aluminum  foil?  Wouldn't  those  cookers  spit 
out  a  lot  of  dioxin  and  other  poisons?  And  how  is  it 
that  they  are  running  at  temperatures  above  the 
melting  point  of  steel? 

Then  there  is  the  broader  point  that  many  a  plan 
for  waste-to-energy  plants  has  ended  in  fiasco. 
"[McCormack's]  dream  is  the  dream  of  a  million 
others,"  says  Thomas  Miles,  a  friel  and  energy  con- 
sultant in  Porfland,  Ore.  Several  utilities  have  exper- 
imented with  municipal  waste  but  have  passed  on  it 
because  of  the  expense  ($20  million  for  a  5-megawatt  comb 
tor),  as  well  as  emissions  and  disposal  problems.  Chlorine  fr( 
plastics  can  corrode  turbine  blades;  toxic  ash  can't  be  siphoi 
off  as  construction  material — eliminating  a  source  of  revenue 

McCormack  jumps  to  his  own  defense.  He  says  the  hig)  lifi 
temperature  and  the  controlled  air  flow  allow  him  to  decre 
bad  chemicals;  his  turbine  blades  are  made  of  titanium  a  I 
coated  with  a  ceramic  to  prevent  corrosion.  He  also  insists 
Biosphere  can  turn  a  profit  if  the  owner  can  get  a  tipping  fee 
40  a  ton  and  sell  power  for  $20  a  megawatt-hour.  But  his  ( Lm 
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mer — a  Lebanese  businessman  named  Georges  Ghoribe — 
t  disclose  his  profits,  though  he  says  he  likes  the  devices, 
ketchier  still  are  LETH's  finances.  Company  sales  are  rou- 
•^  booked  as  unbilled  receivables.  For  the  first  nine  months  of 
2003,  ended  Feb.  28,  the  company  lost  $2.5  million  on  no 
compared  with  a  profit  of  $543,000  on  revenue  of  $12.5 
3n  for  the  same  period  last  year.  (As  of  Feb.  28,  2003  the 
)any  owed  its  employees  $5.7  million  in  unpaid  salaries.) 
rding  to  its  latest  10-Q,  it  has  letters  of  intent  fi-om  the  gov- 
^ents  of  Nigeria,  Mexico  and  Russia,  as  well  as  from  Green 


Energy  Management  in  Houston,  to 
purchase  a  total  542  Biospheres. 
Shares  traded  on  the  Nasdaq  Bulletin 
Board  at  $1.35  give  this  company  a 
valuation  of  $27  million.  Short-sell- 
ers are  all  over  it. 

Still,  McCormack  has  done  a  lot 
with  a  little.  He  hired  Albert 
Reynolds,  Ireland's  former  prime 
minister,  as  chairman.  Though 
Reynolds  had  his  political  troubles  at 
home,  he  estabhshed  important 
business  contacts  here  and  abroad 
and  got  very  high-level  access  to  the 
White  House,  thanks  to  his  efforts  in 
Northern  Ireland's  peace  process.  He 
is,  by  his  own  characterization,  a  guy 
who  can  pry  open  the  right  doors.  "I 
know  what  is  of  value  to  a  politi- 
cian," says  Reynolds. 

LETH  paid  a  $150,000  fee  last  year 
to  a  small  law  firm  in  Falls  Church, 
Va.,  Hartke  &  Hartke.  Vance  Hartke, 
a  former  three-term  senator  from 
Indiana,  can  also  open  doors.  Hartke 
teamed  up  with  two  others — Robert 
Coakley,  a  20-year  veteran  of  GOP 
Capitol  Hill  jobs,  and  June  Nichols 
Sweeney,  who  spent  15  years  in  the 
Small  Business  Administration  under 
Presidents  Reagan  and  George  H.W. 
Bush — to  set  up  meetings  for 
Reynolds  and  McCormack  with  con- 
gressional staffers  and  chairmen.  It 
was  Hartke,  say  sources  close  to  the 
company,  who  in  April  made  several 
calls  to  high-level  contacts  at  the 
White  House,  following  up  with  a 
two-page  report  that  outlined  LETH's 
technology  and  how  it  could  help 
rebuOd  Iraq's  damaged  power  grids. 

These  sources  say  the  office  of 
Vice  President  Dick  Cheney  warmed 
to  the  pitch.  LETH  was  a  small  com- 
pany, a  good  counterweight  to  the  ac- 
cusations that  only  large  contractors  were  feeding  at  the  trough. 
From  there,  confide  the  sources,  the  proposal  went  to  the  Depart- 
ment of  Defense.  Officially,  the  Vice  President's  office  and  the  Pen- 
tagon deny  seeing  the  material  or  knowing  anything  about  the 
company  But  by  the  end  of  the  month  LETH  was  getting  calls  from 
Bechtel,  the  engineering  firm  overseeing  the  rebuilding  work,  and 
scouting  out  locations  in  Iraq  for  as  many  as  200  Biospheres. 

Pure  fantasy?  McCormack  insists  he  has  no  signed  contract 
fi-om  the  Pentagon  but  is  working  toward  one.  Plausible,  if  far  fi-om 
certain.  He  insists  that  his  devices  wOl  work.  Less  plausible.  r 
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N  A  SUNNY  SATURDAY  A  YEAR 
I  ago  fviindreds  gathered  around 
j  the  Esprit  megastore  that  had 
(jus)  o}:c\)cd  w  Munich.  Cran- 
ing.: -^    .  J-.  ^■-  --'    '^^•  mod- 
els decked  cu;  ^  -hion 
brand's  sporty- chic  clothes 
ting,  one  after  anothT, :' 
of  the  building.  Su«p!.,      \.  ..,  ,•  ,  ,,  . 
rope,  the  models  move  J  i< ;  ."  uict  mu>5c 
as  they  descended  the  'Vertical  aif -Aal.k  " 
It  made  for  a  stunning  vi-i.:;v 
ting  one  for  a  company 
been  turned  on  its  side. 
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Esprit's  roots  are  as  American  as  they 
come.  The  clothing  company's  founders, 
Douglas  and  Susie  Tompkins,  met  while 
hitchhiking  in  San  Francisco  during  the 
freewheeling  1960s  and  built  a  laid- 
back-Californian  clothing  label.  Ads 
■  :-^picted  fresh-faced  teens  in  bright, 
bold  colors,  with  Esprit's  logo  in  big 
block  letters.  In  1987  sales  peaked  at 
S400  :riiliion. 

the  way  of  many  a  hot  apparel 

I  sprit  then  sank  to  earth.  As  the 

•' .  .  jnie  to  an  end,  lower-price  rivals 

' '  ■'^'h,-  Cv'p  and  Abercrombie  &  Fitch 
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were  taking  share,  and  the  founding  o 
pie  split  in  a  messy  divorce.  In  1996 
U.S.  company.  Esprit  de  Corp,  was  ta 
over  by  its  creditors,  Oaktree  Cap 
Management  and  Cerberus  Partm 
Sales  last  year  in  the  U.S.  were  $200  r 
lion,  mosdy  from  closeout  bins. 

But  in  the  meantime  someth 
interesting  was  happening  overseas.  0  « ar 
side  the  U.S.,  consumers  couldn't 
enough  of  the  brand,  which  was  se 
rately  managed  in  Asia  and  in  Euro 
Last  year  sales  in  the  two  regions  co 
bined  exceeded  $1  billion.  In  1996    k 
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ESPRIT 


ng  Kong-based  subsidiary,  which  had 
le  pubhc  there  in  1993  as  Esprit  Far 
A,  acquired  Esprit's  European  opera- 
is  and  renamed  itself  Esprit  Holdings 
I.  Then  last  June  came  the  coup  de 
ice:  Under  the  management  of 
:hael  Ying,  the  Hong  Kong  entrepre- 
ir  who  established  Esprit  Far  East, 
»rit  Holdings  paid  S150  million  for 
rights  to  Esprit  in  the  U.S. 
Last  fall  Ying  stepped  aside  and  named 
nz  Krogner,  a  61 -year-old  former  retail 
sultant  he'd  first  put  in  charge  of  Eu- 
e,  to  be  chief  e.xecutive  of  Esprit  Hold- 
>,  responsible  for  integrating  the  newly 
bal  company.  With  its  finance  head- 
rters  in  Hong  Kong,  business  H.Q.  in 
iseldorf  and  "image"  headquarters  soon 
^fing  to  New  York,  Esprit  is  now  an  in- 
;ion  of  its  former  self 
Krogner,  a  stout,  diminutive  Czech- 
n  German  whose  family  fled  East  Ger- 
ny  when  he  was  17,  acted  with  dis- 
:h  at  Esprit  Europe.  In  his  first  six 
nths  on  the  job  he  fired  the  company's 
division  heads,  eliminated  100  addi- 
lal  positions  and  reorganized  the 
ipany's  structure  by  business  unit 
ead  of  by  function.  He  also  nearly 
drupled  revenues.  Even  today,  with 


image  director  Singaporean,  its  wholesale 
manager  German.  Krogner  splits  his  days 
accordingly,  spending  only  about  a  third 
of  them  in  Diisseldorf.  Two  hours  a  day 
are  devoted  to  videoconferencing.  "We 
are  becoming  more  or  less  a  virtual  com- 
pany," he  says.  "I  am  sitting  in  the  middle, 
like  the  spider  in  the  net." 

The  world  is  getting  smaller.  While 
Esprit  used  to  design  separate  regional 
lines,  today  most  products  are  sold  in  all 
of  its  markets,  with  many  of  the  same 
bestsellers  in  Asia,  Europe  and  the  U.S. 
"Five  years  ago  Hong  Kong  was  more 
Japanese,  Europe  was  more  dressed  up 
and  America  was  sporty,"  Krogner  says. 
"But  people  have  become  more  interna- 
tional. They  travel,  and  their  taste  level 
has  become  more  similar" 

That  has  allowed  Krogner  to  central- 
ize design  operations  in  Germany,  where 
1 ,200  styles  per  month  emerge — still  with 
a  "California"  look.  He  is  exporting  some 
of  his  strategies  that  worked  in  Europe. 
Stores  in  Asia,  for  example,  followed  a 
minimalist  trend  of  displaying  very  litde 
merchandise.  "They  wanted  to  be  like 
Prada,"  he  says.  He's  loaded  them  with 
racks  of  clothes  instead. 

Krogner  believes  in  high  volume 


ary  through  a  limited  rollout  with  Macy's 
West,  a  division  of  Federated;  it  is  filling 
orders  for  fall  now  for  Federated,  Dillard's 
and  Marshall  Field's.  Krogner  sees  the 
U.S.  growing  to  $500  million  in  revenue 
within  five  years. 

He  thinks  he  can  get  there  without  a 
big  advertising  campaign,  spending  mar- 
keting dollars  instead  on  in-store  dis- 
plays. That's  a  gamble.  "Without  an 
interesting,  creative  marketing  cam- 
paign, the  brand  has  no  life,"  says  Cyn- 
thia Cohen,  president  of  Strategic  Mind- 
Share,  a  retail  consultancy  in  Menlo 
Park,  Calif.  "It's  like  having  a  party  and 
not  sending  out  invitations." 

Krogner  ignores  such  criticism.  "The 
best  way  to  make  money  is  to  let  your 
retailers  make  money,"  he  says.  "Because 
then  they  come  back  and  buy  more,  and 
then  1  don't  have  to  spend  on  advertising." 

Fate  intervenes  in  the  canniest  of  plans. 
The  SARS  scare  has  knocked  sales  in  Hong 
Kong  and  Taiwan  down  by  30%,  though  a 
new  store  in  Hong  Kong  shows  promise. 
Within  a  year,  Krogner  promises,  every 
region  will  be  profitable,  and  annual  rev- 
enues will  be  hitting  $2  billion. 

Already,  results  are  evident.  In  Febru- 
ary Esprit  Holdings  reported  that  earnings 


Esprit  du  Monde 

Dthier  Esprit  is  now  American  pretty  much  in  look  only.  Is  German  CEO 
linz  Krogner  onto  a  new  global  retail  model?  by  leigh  Gallagher 


:h  of  the  Continent  sinking  into  eco- 
lic  miasma,  the  unit  is  performing 
;  hell,"  Krogner  says — sales  were  up 
)  in  the  first  six  months  of  fiscal  2003. 
ti  Europe  now  accounting  for  70%  of 
company's  business,  Krogner,  who  is 
wanting  in  self-esteem,  figured  he  was 
,ne  for  the  top  post.  "Michael  said, 
1  are  the  only  choice,'  and  he  was 
)lutely  right,"  he  says, 
rhe  company's  chief  financial  officer, 
linese-Canadian,  sits  in  Hong  Kong, 
■re  sourcing  is  also  managed.  The 
>al  retail  manager  is  American,  its 


through  a  finely  calibrated  pricing  strat- 
egy. The  lowest  30%  of  Esprit's  prices  are 
carefully  positioned  to  overlap  with 
cheap-chic  Swedish  retailer  Hennes  & 
Mauritz;  the  upper  20%  of  its  price  points 
compete  with  higher-end  designers  like 
DKNY  and  Liz  Claiborne.  The  remaining 
sit  in  the  middle.  Merchandise  designed 
under  Esprit's  new  global  structure  began 
to  hit  shelves  in  April. 

In  the  U.S.,  Krogner  sees  room  for  20 
Esprit-owned  megastores.  Currently  it 
has  none,  banking  for  now  on  big  depart- 
ment stores.  Esprit  began  selling  in  Janu- 


for  its  fiscal  first  half  ended  Dec.  31,  2002 
rose  44%,  while  revenue  jumped  31%. 
The  company's  stock,  trading  at  the  U.S. 
equivalent  of  $1.90  on  the  Hong  Kong 
exchange,  is  going  for  18  times  traOing  12- 
month  earnings.  As  Krogner  is  happy  to 
point  out,  it  has  jumped  14%  since  he  was 
named  chief  executive  last  fall. 

In  its  boss'  eye,  if  not  in  sales.  Esprit 
belongs  in  a  league  with  Hennes  &  Mau- 
ritz, Spain's  Inditex  and  the  Gap.  "I'm 
known  to  be  a  fanatic,"  says  Krogner.  "I 
solved  180  big  problems  as  a  consultant." 

Number  181  is  a  work  in  progress.  F 
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Misplaced 

Anxieties 

LEWIS  GOLDFRANK  has  his  ER  prepared  for  the 
next  terror  attack.  But  he  says  we  should  be 
focusing  on  what's  really  killing  us.  by  monte  burke 


NEW  YORK'S  BELLEVUE  HOSPITAL,  HOME  1 
one  of  the  busiest  emergency  rooms  in  tl 
U.S.,  is  a  powerful  training  ground  for  docto: 
They  see  gunshot  wounds,  snake  bites,  tropi 
diseases,  devastating  car  crash  injuries — a 
■the  effects  of  terrorism.  One  hundred  victi: 
of  Sept.  1 1  came  through  its  doors. 

In  the  city  assumed  to  be  at  greatest  risk 
another  terrorist  attack,  Bellevue's  ER  is  al 
the  best  prepared  to  handle  the  aftermath 
biological,  chemical  or  nuclear  terror.  Fe; 
fueled  this  readiness.  Yet  Bellevue's  director 
emergency  medicine.  Dr.  Lewis  Goldfran 
thinks  the  nation's  fears — our  perceptions 
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Chapter  10  St, 


"^y^ng  the  Course 


How  a  long-term 
^"ategy  helped  an  investor 

Stay  the  course 

^hen  the  temptation  was 
to  head  the  other  way. 


\ou  can  always  tell  how  investors  feel  about  their  financial  plans. 
Just  watch  how  they  react  when  the  markets  become  unpredictable. 
People  countmg  on  short-term  results  and  heavily  weighted  in  one 
market  segment  are  often  anxious  to  make  changes.  Investors  with 
long-term  strateg.es  and  diversified  portfolios  are  more  likely  to 
remain  confident  and  stay  the  course. 

At  Vanguard,  we've  been  introducing  in,,^.^  l       i 

o  "uucing  mvestors  to  the  advantages 

of  a  long-term  approach  for  years.  That's  why  we  offer  over  100 
fUnds,  from  stocks  to  bonds,  jiggressive  to  conservative.  So  it's  easier 
for  you  to  diversify.  Easier  for  you  to  benefit  from  Vanguard's  average 
expense  ratio-the  lowest  in  the  industry.  And  easier  to  stay  headed 
in  the  right  direction. 

If  youd  like  to  know  more  about  putting  the  advantages  of  a  long-term 
strategy  to  work  for  you,  call  us  at  1-800-962-5086 
or  visit  us  at  Vanguard.com?  We  can  help 


1-800-962-5086 


ore  complete  information  about  Vanguard®  funds,  including  risks,  charges,  and  expenses,  call  for  a  prospectus.  Read 
fully  before  investing.  ©  2003  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


PARANOIA 


risk — have  gotten  too  far  out  of  whack.  "The  threat  of  terror- 
ism does  not  keep  me  up  at  night,"  he  says. 

When  it  came  time  for  his  staff  to  get  vaccinated  for  small- 
pox, Goldfrank  recommended  shots  for  only  10%  of  his  150 
staffers,  far  below  Department  of  Homeland  Security  guide- 
lines. The  shots  can  cause  anything  from  an  allergic  reaction  to 
death,  consequences  more  likely  than  being  harmed  by 
weaponized  smallpox.  Two  floors  above  the  bustle,  Goldfrank 
slowly  rolls  up  a  sleeve  to  reveal  the  white  gauzy  patch  that  cov- 
ers his  vaccination.  "I  wouldn't  counsel  most  doctors  or  the 


people  die  from  traffic  accidents  than  terrorism,  but  it  woi 
take  only  one  act  using  smallpox  to  make  that  a  nonargumeni 
he  says. 

So  Goldfrank  preaches  reason  but  prepares  for  insanity, 
has  used  the  government's  recent  largesse  to  fortify  his  ER. 
disaster  closet  is  stocked  with  Geiger  counters,  chemical  si 
and  thousands  of  doses  of  antidotes  for  nerve  gas  and  cyaniJ 
Patients  infected  with  smallpox  or  SARS  can  be  quarantined 
one  of  the  12  negative-pressure  rooms,  from  which  no 
escapes.  In  March  Bellevue  activated  a  new  $600,000  glas 


general  public  to  get  the  vaccination.  The  risk  right  now  is  enclosed  decontamination  shower  with  56  high-powered  n 

unacceptable."  zles.  Several  hundred  victims  of  a  biochemical  or  radiatii 

Goldfrank,  who's  been  at  this  since  before  there  was  even  a  attack  can  move  through  it  carwash-style  in  an  hour, 
board  specialty  known  as  emergency  medicine,  wants  people  to  But  Goldfrank  can't  recall  needing  the  previous  shower- 


stop  worrying  so  much  about  extraordi- 
nary disasters  and  start  worrying  about 
everyday  ones.  "I  get  days  when  a  cab  runs 
off  the  street  in  Times  Square  and  kills  five 
people.  And  there  will  still  be  the  exact 
same  number  of  people  in  Times  Square 
the  next  day,"  he  says.  "If  you  had  a  sui- 
cide bomber  take  out  one  person,  every- 
one would  stay  away.  Keep  these  things  in 
perspective." 

More  than  95,000  people  end  up  in  his 
ER  each  year,  most  as  a  result  of  gambles 
they've  taken  with  their  own  lives:  overeat- 
ing, drug  and  alcohol  abuse,  spurning  seat 
belts  or  having  unprotected  sex.  He  rattles 
off  the  numbers:  In  the  U.S.  65,000  people 
die  each  year  from  alcohol-  and  drug- 
related  injuries,  43,000  in  motor  vehicle 
accidents  and  14,000  from  AIDS.  Bad  eat- 
ing and  physical  inactivity  leads  to  the 
deaths  of  300,000  Americans  each  year,  yet 
the  Centers  for  Disease  Control  &  Preven- 
tion has  earmarked  only  $96  million  for 
obesity  prevention.  By  contrast,  in  the  past  25  years  3,222  people 
have  died  from  terrorist  attacks  on  U.S.  soil,  and  the  government 
will  spend  $3.5  billion  on  terrorism  preparedness  this  year. 

In  late  April  Dr.  Goldfrank  was  a  featured  speaker  at  the 
Third  International  Congress  on  Disaster  Psychiatry  in  Wash 


Sources:  Harvard  Center  for  Bisk  Analysis:  CDCP. 


primitive  setup  of  garden  hoses — mo| 
than  a  handful  of  times  in  20  years, 
scratches  his  head  and  vaguely  remer 
bers  a  time  when  a  construction  work 
had  to  be  hosed  off  because  he  ii 
through  something  that  looked  lilj 
asbestos. 

If  terrorism  has  a  positive,  it  is  thl 
the  country  has  become  more  focusd 
on  public  health  and  has  given  n 
emergency  medical  system  a  needJ 
shot  in  the  arm.  Some  90%  of  large  hoj 
pitals  are  at  or  over  capacity,  and  ER  vil 
its  continue  to  rise.  Based  on  the  mo| 
recent  study,  visits  were  up  5%  to  1( 
million  in  2000.  Yet  78%  of  our  nationi 
public  health  officials  lack  advance] 
training. 

An  ER  that's  well  prepared  for  terrol 
ism  is  also  more  prepared  for  SARS,  til 
West  Nile  virus  and,  for  that  matte) 
everyday  crises  such  as  gun  violenci 
heart  disease  and  tuberculosis.  "We'i 

awakened  a  response  to  die  societal  need  for  care  for  all  sorts  ( 

public  health  problems,"  Goldfrank  says. 

Goldfrank  has  always  been  an  iconoclast  and  skilled  at  gel 

ting  what  he  wants.  He  was  kicked  out  of  Johns  Hopkins  Mecl 

ical  School  for  participating  in  civil  rights  demonstrations.  V\ 


Risky  Business 

The  annual  risk  of  dying  from: 


Heart  disease 


Alcohol  (ind.  liver  disease) 

Bicycle  accidents 
Lightning  ^^^ 


Bioterrorism  [anthrax) 


ington,  D.C.  He  was  expected  lo  talk  about  emergency  manage-      eventuaUy  got  a  degree  from  the  University  of  Brussels  in  Be 


ment  of  nuclear,  biological  ^nd  chemical  attacks,  but  he 
switched  the  topic  to  obesity  and  drunk  dri\ing— risks  that  are 
far  more  probable  and  preventable.  The  audience  nodded  and 
visibly  sighed  in  relief  "Thoy '.  -re  ex-pectmg  the  worst  case,  and 
I  gave  them  the  best  case,"  he  says. 
Some  say  Goldfrank 


Council  on  Foreign  RcliK: 

medical  personnel  are  nc^ 

attack.  Jerome  Hauer,  who  iic 

Emergency  Preparedness  ., 

Human  Services,  thinks  soi.  ,     ... 

inevitable.  "I  know  what  Lew  i.-  thinking  when  he  says  more 


.A  -  UU2  report  by  the 

•■' "nwde  emergency 

nicaJ  or  biological 

c  of  Public  Health 

enl  of  Health  & 

i  lOlerror  attack  is 


gium  and  did  his  residency  at  hard-bitten  Montefiore  Hospit 
in  New  York  City's  Bronx.  He  was  named  the  head  of  Bellevue 
ER  in  1979,  the  same  year  emergency  medicine  was  first  recoj 
nized  as  a  medical  specialty.  His  hornbook  on  poisoning,  GoU 
frank's  Toxicological  Emergencies,  is  a  staple  of  medical  librarie; 
The  tuberculosis  epidemic  of  the  late  1980s  hit  New  York 
poorer  areas  hardest.  Goldfrank  lobbied  the  city's  mayors  to  g( 
better  treatment  facilities,  but  it  wasn't  until  he  warned  the: 
mayor  Rudolph  Giuliani  about  holding  a  press  conference! 
Bellevue  that  he  finally  got  his  wish.  "I  told  him  that  if  he  car 
down  here,  there  was  no  guarantee  that  he  wouldn't  be  infect 
by  TB,"  he  says.  Fear  can  be  a  weapon  for  good. 
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Ed  Leonard,  Head  of  Technology,  DreamWorks'  Animation 


Confessions  of  the  World's  Most  Demanding  ClOs. 


"Each  animated  film  takes  four  years  to  produce  and  requires  hundreds 
>f  talented  artists  and  technicians.  Technology  is  crucial  to  the  process. 

"Our  ambition  to  produce  more  films  with  Increased  complexity  led  us  to 
I  partnership  with  HP.  The  collaboration  has  helped  us  break  new  ground 
echnically,  creatively  and  financially  with  Academy  Award -winning  Shrek; 
pirii:  Stallion  of  the  Cimarron  and  this  summer's  upcoming  animated  film 
elease,  Sinbad:  Legend  of  the  Seven  Seas. 

"With  HP,  we  have  created  a  complete  technology  solution  throughout 
•ur  animation  studios,  from  managed  print  services  to  clusters  of  HP 
ervers  rendering  final  images  to  high-end  graphics  workstations  on 
he  artists'  desktops.  HP  is  enabling  DreamWorks  Animation  to  set  new 
lenchmarks  in  the  artistic  and  technical  achievements  of  our  films." 

)reamWorks  demands  more  from  IT  and  HP  makes  sure  they  get  it. 


very  thing  is  possible 


www.hp.com/go/demandmore 


L*et 


invent 


,  Sr.  VP,  Network  Services,  Sprint  Corp. 


Confessions  of  the  World's  Most  Demanding  ClOs. 


"Customers  expect  us  to  stay  up  and  running,  no  matter  what. 

"And  that's  exactly  what  Sprint  expects  from  an  IT  system.  A  way 
to  manage  and  monitor  every  single  call  and  data  transaction, 
even  when  there's  a  staggering  40,000  per  second. 

"Working  right  alongside  our  own  technicians,  HP  designed 
a  continuity  solution  that  made  us  fail-safe,  especially  at  our  most 
stratospheric  volumes.  The  entire  solution  was  implemented  within 
our  existing  architecture  and  within  a  strict  budget. 

"The  role  of  IT  in  my  business  is  utterly  clear:  It  has  to  ensure 
we  always,  always  pick  up  when  the  world  calls." 

Sprint  demands  more  from  IT  and  HP  makes  sure  they  get  it. 


very  thing  is  possible 


www.hp.com/go/demandmore 
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»er/o/  Bonk  of  Commerce 


Confessions  of  the  World's  Most  Demanding  ClOs. 


is  a  hope 
dream.  IT 
understan 


"CIBC  requires  rock-solid  reliability.  Our  custom< 
billions  in  assets,  which  fuel  both  their  business  and  jUSfSO^al  ambitions. 
Our  IT  has  to  ensure  their  money  is  secure  and  always  available. 

"We're  always  looking  for  ways  to  push  harder  and  get  more  out  of 
IT.  We  have  a  mixed  environment— from  handhelds  to  mainframes  — 
and  we  require  a  strategic  partner  to  make  it  all  work  together,  to 
make  it  invincible. 

"HP  Services  came  in,  looked  at  our  entire  IT  environment,  and 
together,  we  designed  the  right  outsourcing  solution  that  cut  costs, 
limited  risk  and  has  ultimately  made  us  more  flexible." 


CIBC 


veryfhing  is  possible 


www.hp.com/go/demandmore 
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Demand    i 


nore  from  IT  than  it's  ever  delivered 
Make  it  prove  its  value,  make  it  pay. 


L*IMilHsmilJis|»»nisaiiT»>Mk»»l«TsJil 


Demand 


r  and  flexible;  one  that  adapts,  and 
adapts  quickly,  to  every  IT  event  triggered  by 
every  business  decision. 

_  at  technology  yield  to  the  disciplines  of 
and  be  subject  to  the  same  practices  and 
PefurrTanalysis  as  any  other  business  decision. 


lemand 
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ndve  been  purchased,  implemented 
ana  operated  for  the  last  two  decades. 


uemana 


Deman( 


jccountability,  rather  than  account 
Pom  your  IT  partner. 


|n-demand  computing,  the  real  thing, 
.  PVisit  HP's  Utility  Data  Center  at 
.com/go/demandmore.  It  exists  right  now. 
You  can  see  it. 
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the  ultimate  state  of  IT  fitness:  Insist 

>usiness  and  IT  be  perfectly  synchronized, 

and  speed  the  evolution  toward  an  adaptive 
enterprise. 


Demani 


Sore  from  IT.  And  find  out  who,  really. 


www.hp.com/go/demandmore 
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invent 


Demana  mor 
and  get  more 
from  IT" 


in  the  ranks  of  the  ClOs  who 
demand  more,  get  more  and  see 

'heir  quotes  in  SO-point  type 
vww.hp.com/^oA2lemandmore    \ 
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Why  Not?  By  Ian  Avms  anri  Barrv  Nalehirff 

An  Educated  Consumer 


NFORiVIATION  IS  AN  ESSENTIAL  INGREDIENT  OF  COMPETI- 
tion.  That's  an  argument  for  helping  customers  under- 
stand the  rules  of  the  game.  It's  a  reason  even  an  avid  be- 
liever in  free  markets  can  support  laws  compelling  sellers 
to  make  certain  disclosures  to  buyers. 
Almost  everybody  knows  that  car  prices  are  negotiable.  But 

my  people  don't  know  that  they  can  bargain  with  a  dealer 

iT  the  finance  interest  rate. 
That's  right.  WTien  a  dealer  sends  your  credit  history  to  a 

ider,  the  lender  responds  with  a  private  message  telling  the 

iler  the  interest  rate  for  your  loan.  This  is  what  the  industry 

Is  the  "buv  rate."  This  buv 


Almost  everybody 

knows  that  car 

prices  are 

negotiable.  But  many 

people  don't  know 

that  they  can 

bargain  with  a  dealer 

over  the  finance 

interest  rate. 


e  reflects  all  of  the  risks  and 
dit  history  of  the  borrower. 
Most  lenders  allow  the 
ilership  to  mark  up  the 
e,  it  it  can.  Nissan's  finance 
n  allowed  its  dealers  to  add 
to  five  percentage  points, 
e  dealer  and  the  lender 
xe  in  the  extra  profits  from 
inflated  interest  rate,  with 
dealer  generally  getting  its 
re  in  the  form  of  an  imme- 
te  cash  reward. 
A  wave  of  class  actions 
inst  the  major  automobile 
ders,  including  the  finance 
sidiaries  of  General  Motors 
I  Ford  Motor,  has  revealed 

magnitude  of  these  loan-arrangement  fees.  We  are  not  im- 
tial  observers  of  the  phenomenon:  Ayres  is  a  plaintiffs'  ex- 
t  in  some  of  these  suits.  Here,  we  want  to  make  the  case  that 
buyers  should  be  better  informed  about  what  is  going  on. 
Vanderbilt  University  economist  Mark  Cohen  estimates  that 
•b  of  Nissan's  borrowers  had  their  loans  marked  up  more 
n  $  1 ,600.  The  dealer's  profit  from  marking  up  a  loan  can  be 
iparable  to  the  profit  from  selling  the  car. 
These  markups  are  disproportionately  borne  by  minority 
rowers.  More  than  half  of  Nissan's  white  borrowers  paid  no 
rkup  at  all,  while  more  than  half  of  Nissan's  black  customers 
i  an  arrangement  fee  above  $750. 

Is  this  just  charging  higher  rates  for  higher  default  risks?  No. 
;  inflated  rates  are  not  risk-based,  as  the  markup  is  above  and 
ond  the  risk-adjusted  buy  rate  that  the  lender  sets  on  the 
is  of  the  borrower's  credit  history. 

The  car  companies  say  they  make  no  racial  distinctions  in 
r  buy  rates.  They  also  say  that  the  decision  about  what  higher 
:  to  charge  the  customer — except  for  special  rates  advertised 


to  well-qualified  buyers— is  up  to 
the  dealer.  Even  so,  the  manu- 
facturers do  enjoy  some  of  those 
extra  interest  charges.  Typically, 
they  pass  along  70%  of  the 
markup  to  the  dealer  and  keep 
the  rest. 

Dealers  inflate  the  interest 
rate  when  they  can,  and  because 
many  borrowers  don't  realize 
^^  M^    they  can  bargain.  It  wasn't  that 

^^■"^■^  long  ago  that  similar  games 

were  played  with  destination  charges.  You  thought  you  had 
done  all  of  your  homework  and  bargaining,  only  to  be  surprised 
with  highly  inflated  destination  charges  added  on  at  the  end. 
That  game  ended  when  dealers  were  required  to  disclose  their 
actual  destination  charge  on  the  window  sticker. 

Car  manufacturers  want  happy  customers,  not  embittered 
ones.  Why  don't  they  prevent  their  dealers  from  playing  these 
games  by  capping  the  markups?  Their  lending  arms  do  impose 
some  limits,  but  these  constraints  prevent  only  the  most  egre- 
gious markups. 

One  reason  the  game  persists  is  that  carmakers,  as  we  noted, 
keep  some  of  the  vigorish.  Another  reason  is  that  the  dealer  is 
free  to  get  financing  elsewhere.  If  General  Motors  Acceptance 
Corp.  limits  the  markups  on  its  loans,  GM  dealers  can  do  car 
loans  through  the  finance  arms  of  Ford  or  Nissan  or  Citigroup. 
This  makes  it  hard  for  a  manufacturer  to  act  alone.  One  excep- 
tion to  the  rule:  when  a  carmaker  promotes  its  vehicles  by  offer- 
ing 0%  loans  to  qualified  buyers.  Then  it  won't  let  the  dealer 
mark  up  this  subsidized  rate  and  pocket  the  difference. 

Some  states  have  intervened.  Michigan  and  Ohio  experi- 
mented with  a  2%  cap  on  dealer  markups.  In  these  states  the 
dealers'  profits  from  loan  arrangements  and  the  racial  disparity 
found  are  half  those  of  the  unconstrained  states. 

In  February  Nissan  setded  a  class  action  with  a  promise  to 
put  a  two-point  cap  on  the  markup  on  most  long-term  loans. 
Nissan  also  agreed  to  a  disclosure  just  above  the  signature  line: 
"The  annual  percentage  rate  may  be  negotiable  with  the  dealer." 
Federal  law  requires  the  sticker  to  disclose  the  true  cost  of  the 
destination  charge.  At  minimum  it  should  also  force  dealers  to 
disclose  their  buy  rate  and  how  much  they're  being  compensated 
just  for  arranging  a  loan.  We  believe  that  the  market  can  be  effi- 
cient, but  not  without  a  healthy  supply  of  information.  Oh,  and  by 
the  way,  mortgage  brokers  are  often  paid  to  inflate  your  interest 
rate,  too.  p 


!  TTrifVlpc        '*"  *y*^  '^  Townsend  Professor  af  Yale  Law  School  and  Barry 
^^•^^^^       Nalebuff  is  Stelnbach  Professor  at  Yale  School  of  Management. 
For  more  ideas  or  to  send  your  own,  visit  www.forbes.com/whynot. 
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Your  business. 
Your  needs. 

Your  choice. 


It's  high  time  someone  in  the  software  industry  started  listening  to  your  needs.  And  standing  up  for  y 
rights.  Like  the  right  to  have  month-to-month  licensing.  And  the  right  to  no  upfront  payments.  That's  v 
we  offer  FlexSelect  Licensing^'^  to  all  our  customers.  This  revolutionary  approach  to  licensing  is  based 
doing  business  on  your  terms,  not  ours.  So  you  can  have  just  the  software  you  need,  just  when  you  n« 
it.  Check  it  out  today.  And  find  out  how  FlexSelect  Licensing  is  raising  more  than  just  eyebrows  in 
software  industry.  It's  raising  standards.  ca.com/flexsel 


Introducing  FlexSelect  Licensing'"    | 


ComputerAssociat « 


©  2003  Computer  Associates  International,  Inc.  (CA),  All  rights  rei 
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eeping  in  with  a  mighty  blast  three  years  ago,  the  bear  market      the  tricky  realm  of  bond  buying  (p.  132)  and  show  how  to  invest 
devastated  many  an  investment  portfolio.  This  spring  optimism      in  the  airline  industry  with  little  fear:  airport  bonds  (p.  134). 


5  flourished  because  people  believe  that  at  last  we  are  moving  out 
the  nasty  storm.  Maybe.  From  April  2001  to  November  2002 
ir  rallies  lifted  the  S&P  500  around  20%,  the  classic  definition  of 
lull  market,  only  to  then  fall  flat.  The  advance  that  began  in 
irch  may  be  yet  another  bear  market  rally. 
Unless  you  possess  the  gift  of  prophecy  (headline  you  will 


And  there  is  some  smart  advice  about  mutual  funds,  another 
large  repository  of  people's  assets:  How  to  benefit  from  a  losing 
fund  (p.  144)  and  how  to  tell  if  your  fund  is  too  big  (p.  146).  For 
the  real  skeptics — and  the  bear  market  has  swelled  their  ranks — 
check  out  the  stories  on  why  pension-investing  shortfalls 
threaten  some  big  stocks  (p.  140)  and  why  an  outrageous  Ponzi 
scheme  could  fester  and  thrive  (p.  150).  Ever  want  to  own  a 


Inside 


irer  see:  "Psychic  Wins  Lottery"),  your  wisest  course  is  to  safe- 

jrd  what  you  have.  Our  summer  Investment  Guide  provides      restaurant?  You  can  do  it  and  not  get  eaten  alive  (p.  154). 

1  with  means  to  shield  your  holdings  fi-om  whatever 

sty  surprises  may  still  be  lurking.  The  package 

ifeguarding  Your  Assets,"  beginning  on  page  98, 

)vides  a  treasury  of  insightful  tips. 

Real  estate,  a  large  chunk  of  most  people's  wealth, 
>  held  up  thus  far.  We  show  how  to  get  the  best 
)rtgage  deals  (p.  126)  and  how  to  exploit  housing 

breaks  (p.  128).  And  even  with  commercial  prop- 
yl rentals  in  precarious  shape,  learn  about  investing 
elligendy  in  real  estate  investment  trusts  (p.  130). 

Amid  low  interest  rates  not  seen  since  cars  had 
fins,  bonds  also  have  fared  well  of  late.  We  explore 


* 
* 
* 
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You  don't  know  where  markets  are  going?  Join  the  crowt 
There's  still  lots  you  can  do  to  fortify  your  portfolii 

H(  By  Matthew  Swibi 


Baxter  International's  director  of  investor  relations,  Mary  Kay 
Ladone,  37,  and  her  dentist  husband,  Paul,  36,  were  sitting  on 
5150,000  in  cash.  Their  stock  portfolio,  heavy  in  health  care, 
ast  20%  in  2002.  But  with  demanding  careers  and  four  chil- 
Iren,  ages  3  to  9,  the  Naperville,  111.  couple  had  little  time  to 
study  alternatives.  "With  so  much  volatility  out  there,  we  just 
decided  to  not  decide  on  anything,"  she  admits.  Finally,  last 
winter,  at  their  tajc  accountant's  urging,  the  Ladones  sat  down 
with  a  planner  to  revamp  their  portfolio.  "I'm  taking  a  little  bit 
of  a  leap  of  faith  reallociting,"  she  says.  "But  not  doing  any- 
thing was  too  conservative,  ii"  not  foolish." 

A  lot  of  folks  have  been  putting  off  financial  decisions  and 
understandably  .so.  Income  ;md  cstite  tax  rules  are  in  flux. 
The  stock  market  is  batter.  J  aod yet  cnylhing  but  cheap  (as  a 
multiple  of  earnings,  stocks  are  trading  at  tv/ice  tlic  norm  over 
the  last  century).  Switch  to  b(  n  l  .r  this  late  date?  You  prob- 
ably have  missed  almost  all  of  the.;  pirly,  \.iu\  interest  rates  on 
bonds  now  at  \  40-year  low. 

"We're  prone  to  inertia  when  we  have  volatility  and  low 


returns,"  says  Hersh  Shefrin,  finance  professor  at  Santa  Cla 
University  and  author  of  Beyond  Greed  and  Fear:  Unde, 
standing  Behavioral  Finance  and  the  Psychology  oflnvestini 
When  the  Spectrem  Group  asked  affluent  folks  in  late  Ap 
how  they'd  invest  $100,000,  they  said  they'd  put,  on  averag| 
18%  in  cash — double  the  amount  the  typical  affluent  hous 
hold  held  in  2001  and  2002. 

Still,  there's  much  you  can  do  now  to  rationalize  yo 
finances  and  safeguard  your  wealth  without  betting  on  tl 
direction  of  Wall  Street.  A  well-diversified  portfolio  shou 
help  moderate  the  swings  in  your  holdings,  making  the  cu 
rent  volatility  less  traumatic.  And  if  you're  like  most  investoi 
you've  been  slow  to  sell  your  dogs;  that  means  you  can  reali 
those  losses  now  and  use  them  to  offset  any  taxable  gains  y( 
recognize  while  rebalancing. 

Finally,  pay  attention  to  investment  costs,  including  tax( 
A  domestic  index  fiind  charging  50  cents  or  more  per  $1( 
in  assets  a  year,  versus  the  18  cents  you'll  pay  for  the  Vangua 
500,  is  a  waste,  sure  to  leave  any  pile  of  retirement  assets  s 
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THE  LADONES  HAVE  TWO  CAREERS  AND  THEIR  KIDS,  CALLAHAN,  3  (IN  CAR);  (FROM  LEFT)  CONNOR,  5;  KAITLYN,  9; 
AND  KELSEY,  7.  TO  KEEP  THEM  BUSY  SO  THEY  HIRED  A  FINANCIAL  PLANNER  TO  WATCH  OVER  THEIR  WEALTH. 
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THE  OROURKES,  WITH  DAUGHTER  LAUREN  AND  FINANCIAL  PLANNER  PRAN  TIKU  (RIGHT):  THEY  SOLD  THEIR 
MANSION  AND  USED  THE  PROCEEDS  TO  BUILD  A  NEW,  MORE  DIVERSIFIED  INVESTMENT  PORTFOLIO. 


aside  for  30  years  9%  smuWei  than  it  ought  to  be. 

FORBES  looked  at  hov/  three  couples  are  revamping  their 
finances,  two  with  die  help  of  pros.  For  a  guide  to  doing  it  your- 
self, see  page  102.  For  tips  o.\  estate  planning  in  the  face  of 
uncertainty,  see  page  106.  For  how  to  gel  a  littie  more  out  of 
that  cash  you're  hoarding,  see  page;  1 12  and  114.  And  before 

100      F    O    R    »    ;.    S   •   )une9, 2003 


you  invest  in  a  principal-protecting  mutual  fund,  read  our  st 

on  page  118. 

THE  LADONES:  HIRING  A  FINANCIAL  NANNY 

After  the  Ladones'  accountant  recommended  Scott  Reynold 
Lincoln  Financial  Advisors,  it  took  the  harried  couple  f< 
nonths  to  make  the  call.  They  don't  meet  Reynolds'  usual  n: 


American  Persistence 


Dm  process  is  consistent  and  repeatable.  teams  to  find  the  undervalued  opportunities  in  the 


i  only  your  swing  were  that  way. 


marketplace.  The  results  speak  for  themselves.  If 


U'ter  30  years  of  managing  fixed-income  investments. 


only  there 


>ur  method  for  analyzing  bonds  is  dialed  in.  Consistent  were  a  tour 


nd  repeatable,  it's  a  rigorous  screening  process  for  bond 


hat  is  designed  to  allow  our  portfolio-management  investing. 


Overall  Morningstar  Ratings' 

tos  0/3/31/03) 

Ginnie  Mae 

(amon^  272  hiiernwdiate 
Goveriimenl  bond  funds) 

-k  *  -k 

• 

Inflation-Adjusted  Bond 

{among  272  Intermediate 
Government  bond  funds) 

•  •  • 

•  • 

Tax-Free  Bond 

(among  164  Mum  National 
Interm  bond  funds) 

•  •  • 

• 

1st  performance  is  no  guarantee  of  future  results.  Investment  returns  and  principal  values  may  fluctuate  and  redemption  value  may  be  more  or  less  than  original  cost. 

7r  current  performance  information,  please  call  us  or  visit  ivww.americancentiiry.com. 

yr  each  fund  unlh  at  least  a  3-\/ear  history,  Morningstar  calailales  a  Morningstar  Rating'  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for 
triation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  doionward  variations  and 
warding  consistent  performance  Tlie  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22,5%  recave  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5% 
ceh'e  2  stars  and  tlie  bottom  10%  receive  1  star  (Each  share  class  is  cmmted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may  cause  slight  variations 
:  the  distribution  percentages.)  Vie  (Jverall  Morningstar  Ratmgfor  a  fund  is  derived  from  a  zveighted  average  of  the  performance  figures  associated  with  its  i-,  5-  and 
)-year  ( if  applicable)  Morningstar  Rating  metrics.  Vie  funds  had  tlie  following  ratings  for  tlie  i~,  5-  and  W-year  periods,  respectively.  Ginnie  Mae  X  3, 4  out  of  272, 234, 
7  Intermediate  Government  bond  funds  Inflation-Adjusted  Bond  5, 5,  NA  out  of  272, 234,  NA  Intermediate  Government  bond  funds.  Tax-Free  Bond  4, 5,  4  out  of  164, 
!2, 59  Muni  National  Interm  bond  funds.  Morningstar  Rating  is  for  the  investor  share  class  only;  otlier  classes  may  have  different  performance  characteristics. 

lease  call  1-S77-44-AMCEN  for  a  prospectus  with  more  complete  information,  including  charges,  expenses  and  mimmtims.  Be  sure  to  read  it  carefully 
^re  you  invest  or  send  money. 

mmcan  Century  Investment  Services,  Inc.  ©  2003  American  Century  Services  Corporation 
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Self-Improvement 

Get  your  papers  in  ord^r.  Assemble  your  bank,  brokerage  and  mutual  fund  statements,  and  your  insurance  policies,  wills  and 
beneficiary  forms.  Visit  your  safe  deposit  box,  too;  those  U.S.  Savings  Bonds  you  got  at  your  birth  might  no  longer  be  paying  ' 
interest.  If  you  keep  your  will  in  your  box^  make  sure  you  have  a  copy  at  home,  for  timelier  access.  ™^ 


*  UPDATE  BENEFICIARY  FORMS 
Under  federal  law  these  forms,  not  your 
will,  control  who  gets  your  pension,  insur- 
ance and  Individual  Retirement  Accounts. 
Did  you  really  mean  for  your  ex  to  get 
your  IRA?  Make  sure  that  your  children 
are  listed  as  "contingent"  beneficiaries  on 
your  IRAs,  even  if  your  spouse  is  the  pri- 
mary beneficiary— it  could  allow  them  to 
enjoy  decades  of  additional  tax  deferral. 

*  REVIEW  YOUR  INSURANCE 

If  you're  young  and  healthy,  now  may  be 
a  good  time  to  lock  in  a  20-year,  level- 
term  life  insurance  policy.  Go  to  Quote- 
smith.com,  AccuQuote.com,  Fidelity.com 
or  SelectQuote.com  for  insurance 
quotes  and  basics.  If  you  own  or  are 
considering  a  whole  life  policy,  you  may 
want  expert  help.  Working  through  the 
Consumer  Federation  of  America,  James 
Hunt,  a  Concord,  N.H.  actuary,  will  ana- 
lyze your  current  policies  and  outline 
your  options  for  new  ones  for  between 
$55  and  $75.  More  information  can  be 
found  on  www.evaluatelifeinsurance.org. 

*  CONSOLIDATE  YOUR  HOLDINGS 
Before  you  can  tweak  your  portfolio, 


you  need  to  know  what  you  own  now. 
One  way:  Consolidate  your  accounts  at 
a  single  custodian  such  as  Schwab,  Fi- 
delity or  Vanguard;  they  all  let  you  view 
your  asset  allocation  across  accounts, 
online.  Having  a  big  balance  at  one 
provider  also  qualifies  you  for  perks, 
such  as  a  free  financial  plan  or  lower 
fees.  If  you've  got  $250,000  at  Van- 
guard (or  are  a  longtime  customer  with 
a  lesser  amount)  you  can  get  a  Van- 
guard 500  Index  fund  for  just  12  cents 
per  $100  of  assets  a  year,  versus  the  18 
cents  smaller  customers  pay.  Consoli- 
dation is  also  a  gift  to  your  heirs. 
Rockville,  Md.  financiaLplanner  David 
Zier  recently  helped  a  grieving  widow 
liquidate  and  then  reallocate  $200,000 
her  husband  had  spread  among  13  ac- 
counts. (She  hadn't  known  about  any  of 
them.) 

*  OR  USE  SOFTWARE  AND  THE  WEB 
If  you  and  your  spouse  both  have 
40l(k)s  at  work  or  favor  different  funds 
or  brokers,  physical  consolidation  may 
not  work.  But  software  and  Web  options 
can  still  give  you  the  big  picture  of  your 
holdings.  You  can  avoid  some  tedious 


data  entry  by  downloading  data  frM^  I 
many  major  brokerages  and  mutui' 
funds  into  Intuit's  Quicken  or  Mil 
crosoft's  Money  software.  A  range  oi 
free  or  inexpensive  asset  allocatiM(  i 
tools  are  available  on  the  Web.  (Ym!  ; 
might  already  get  free  access  to  the  nj  ' 
nancialengines.com  allocation  servicd 
through  your  employer  or  as  a  Vanguaro 
customer.)  Morningstar.com  offers;  | 
free  portfolio  manager  as  well  as  a  moi  i 
advanced  asset  allocator  that  is  part  (  j  . 
its  premium  ($109  a  year)  service.  Eff  ; 
cient  Solutions  (www.effisols.com)  ar  [  ' 
FinPortfolio.com  both  provide  relative  <  * 
sophisticated  allocation  tools.       ^^|  | 

*  CONSIDER  TAXES  VH  I 

After  deciding  what  you  want  to  owJ  \ 
figure  out  the  most  tax-efficient  place  td,  | 
hold  it.  As  a  general  rule,  tax-efficieni  ' 
index  funds  and  individual  stocks  i 
(which  can  be  used  to  harvest  losses)  I 
should  be  in  taxable  accounts.  Usually  ' 
corporate  bonds,  which  generate  highly 
taxed  ordinary  income,  and  activeW  ' 
managed  funds,  which  pass  througl, 
taxable  gains  to  holders,  belong  in  taji;  J 
deferred  accounts.  —M.si 


inium  ($1  million  in  investable  assets).  But  they  both  have  six- 
figure  incomes,  and  they're  big  savers,  making  them  prime 
customers.  They  paid  a  one-time  planning  fee  of  $5,000  and  are 
charged  a  yearly  fee  of  just  under  1%  of  assets  under 
management. 

You  can  get  free  asset-allocation  software  on  the  Web;  Van- 
guard will  devise  a  plan  for  $500,  or  for  free  if  you  bring 
$250,000  or  more  in  asseis  there.  But  the  time-pressed 
Ladones  don't  mind  paymg  more,  because  Reynolds  and  his 
partner,  Tyler  Qualio,  are  financial  nannies.  They  reviewed  all 
aspects  of  the  Ladones'  finances,  even  reading  the  fine  print  in 
Mary  Kay's  40-page  stock  option  plan. 

It  turns  out  deploying  cash  v/asn't  all  the  Ladones  had 
fallen  behnd  on.  Receipts  from  Pi^ul's  dental  practice  have 
tripled  since  1999,  but  h.  hadn't  boosted  his  disability  cover- 
age, leaving  hin,  undei  in  ■  !  —a  common  lapse  among  self- 
employed  professionals. 

While  Paul  had  a  SEP  rtHf:rnent  pl-m.  the  couple  hadn't  yet 


used  another  big  tax  break:  a  Section  529  college  savings  pi 
Money  in  these  accounts  grows  tax  deferred — and  possibly 
free  if  used  for  college  expenses.  Unfortunately,  comparing 
dozens  of  plans  available  is  torture.  The  easy  choice,  but 
always  the  best  one,  is  to  use  your  own  state's  plan.  Althoi 
the  Ladones  could  get  a  state  income  tax  deduction  for  us 
the  Smith  Barney- managed  Illinois  529  plan,  Reynolds  pick 
Virginia  plan  managed  by  American  Funds  for  its  bei 
returns  and  wider  investment  choices.  The  Ladones  mo 
$33,000  of  cash  into  it — the  amount  Reynolds  calculates  the 
need  to  put  away  each  year  to  finance  four  private-col 
educations. 

The  Ladones'  taxable  investment  accounts  and  Paul's 
held  a  motley  collection  of  individual  stocks — still  wo 
$  1 50,000  even  after  the  drubbing  they'd  taken.  Reynolds  s 
all  but  a  few  and  moved  28%  of  the  proceeds  into  investmt 
grade  bond  funds;  14%  into  international  funds;  41%  i 
domestic  large-cap  (half  growth,  half  value);  15%  into  don 
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JEEP  WRANGLER  RUBICON 
htiest  Jeep  4x4  ever  |  Extreme  capability  |  High  ground  clearance  |  Unlimited  freedom  |  jeep.c^m/m^ 


ONIYINA 


Jeep  is  a  registered  trademark  of  DaimlerChrysler  Corporation.  Traversing  deep  water  can  cause  damage. 
■  which  .voids  the  vehicle  warranty.  Consult  your  Owner's  Manual  and  alwa^  off-road  responsibly  In  aggrpve^  ^eas- 
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tic  small-  and  mid-cap  (60%  growth);  and  2%  cash.  They  now 
have  a  moderately  aggressive  balanced  portfolio  and  some- 
one to  monitor  and  tweak  it.  The  main  fault  to  find  in  what 
the  Ladones  are  doing  is  the  fees.  On  top  of  the  1%  to 
Reynolds,  they  are  paying  the  mutual  fund  operators  fees  aver- 
aging 1 .04%  annually. 
THE  O'ROURKES:  CASH  IN  THE  HOUSE 

In  1999  John  O'Rourke,  now  54,  quit  his  $275,000-a-year  job 
as  a  general  manager  of  Ralph  Lauren  Footwear  to  become  a 
marketing  consultant.  He  craved  more  personal  freedom.  But 
to  add  to  his  overall  risk,  and  to  the  dismay  of  wife  Kathleen, 
48,  the  couple's  long-term  savings  portfolio  and  John's  401  (k) 
retirement  account  were  100%  in  equities,  with  a  big  weight- 
ing of  software  and  telecom  securities.  When  the  market  col- 
lapsed in  2000,  both  O'Rourke's  consulting  business  and  port- 
folios were  hit  hard. 

That  double  whammy  forced  O'Rourke  to  act,  even 
though,  he  says,  "most  of  my  friends  are  still  paralyzed  by 
the  world  situation."  He  became  a  salaried  employee  of  one 
of  his  clients.  Beacon  Consulting,  a  Boston,  Mass.  developer 
of  SEC  compliance  reporting  software.  He  hired  Pran  Tiku,  a 
fee-only  planner  with  Peak  Financial  Management  in  Welles- 
ley,  Mass.,  who  charged  an  initial  fee  of  $3,000,  plus  0.9%  of 
assets  a  year.  "He  didn't  own  a  single  bond,  and  he  didn't 
know  where  his  next  dollar  was  coming  from,"  recalls  Tiku. 
"And  he  was  facing  seven  straight  years  of  college  tuition  for 
his  two  kids." 

Feeling  the  local  high-end  residential  real  estate  market  was 
frothy,  Tiku  urged  the  O'Rourkes  to  sell  their  seven-bedroom 
mansion  in  Weston,  Mass.  They  got  $2.5  million  and,  after  pay- 
ing off  their  old  mortgage  and  tax  on  $300,000  of  their  gain 
($500,000  was  exempt),  they  were  left  with  $1.8  million  in  cash. 
They  put  down  $600,000  on  a  3,500-square-foot  town  house 
in  nearby  Wayland,  Mass.  and  took  a  $200,000  mortgage. 
"Pran  predicted  the  real 
estate  market  would 
go  down,  and  it's  start- 
ing to,"  says  a  pleased 
O'Rourke.  He's  also 
saving  $18,000  a  yeai 
on  real  estate  taxes  av .' 
home  maintesi,:- 

While  deploy. n,. 
house  sale,  the  O'Ro  jck*.., 
mostly  in  John's  name,  between  them.  That  way,  if  Kathy 
should  die  first  her  estate  tax  exemption— now  $1  million  per 
person — won't  be  wasted 

Their  taxable  account:  -.'-'  now  consolidated  at  Sciiwab 
and  are  40%  in  fixed  inconii  and  60%  in  equities.  Their  retire- 
ment accounts  are  still  80%  in  stock.  "It  there  wa.s  a  time  to  be 

>  O'Rourke,  who  still 


"We  know  sitting  on 

our  hands  isn't  the  smartest 

available  option." 


i  :'  million  from  the 
assets,  which  had  been 


out  of  the  market,  it's  nc 
chafes  a  bit  at  bonds.  At  ij 
pore  over  financial  reports 
tax  attorneys.  John  is  so  pi(  .»■ . 
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-•■eetingi.  the  O'Roarkes 
^eet  with  accountants  and 
ith  Tiivu  that  he  persuaded 


Kathy's  parents  to  become  clients,  too.  The  planner  mov 
the  older  couple  out  of  regional  banks,  which  made  up  nea 
half  of  their  80%-equity-weighted  portfolio,  and  more  hei 
ily  into  bonds. 

THE  HUANGS:  GETTING  AN  EARLY  START 
Paul  and  Jean  Huang  are  27  this  summer  and  both  workj 
civil  engineering  firms.  But  the  young  Fairfax,  Va.  cou 
already  has  accumulated  $75,000  in  nonretirement  savings  a 
a  similar  amount  in  their  401(k)s.  What  they're  short  of,  th 
say,  are  good  investment  choices.  They  considered  buying 
Washington,  D.C.-area  condo  as  an  investment,  but  those  th 
looked  at  seemed  pricey.  They  opened  Ameritrade  accouil 
back  in  1996,  but  now  make  only  five  trades  a  year,  down  frc 
25  in  1998.  "To  a  certain  degree  we  feel  strangled  by  the  unc(| 
tainty  of  the  market,"  says  Paul,  an  M.B.A.  candidate. 

The  Huangs  recently  interviewed  three  financial  planne 
all  from  big  national  firms,  but  were  unimpressed.  Given  thi 
modest  assets,  they're  probably  better  off  doing  it  themselv 
says  San  Ramon,  Calif,  planner  John  Valentine,  who  charge 
fixed  percentage  of  equity  assets.  "At  this  level,  general; 
financial  planners  use  a  product  with  a  lot  of  fees  and  coi 
missions,"  he  warns. 

Valentine  suggests,  however,  that  the  Huangs  sit  dov^ 
together  at  least  twice  a  year  to  evaluate  their  portfolio,  just 
they  would  with  a  planner.  "I've  seen  folks  not  look  at  wha 
in  their  account  for  two  years  at  a  time,  thinking  they're  Ion 
term  investors,"  he  says.  Indeed,  the  Huangs  have  just  start 
to  compare  their  respective  401(k)s;  they  discovered  that  th 
each  own  a  handful  of  identical  growth  funds,  but  don't  ha 
any  value  funds. 

Planners  consulted  by  FORBES  agreed  the  Huangs  should: 
invest  now  in  residential  real  estate;  they  already  have  expostj 
through  their  ownership  of  the  townhouse  they  live  in.  Ai' 
they  suggested  the  Huangs  will  need  to  be  a  bit  more  consei 
ative — and  liquid — than  their  you 
would  suggest.  That's  because  they 
considering  starting  a  family  soon  aj 
so  will  have  either  hefty  child  care  e 
penses  or  a  lower  income,  if  Jean  stc 
at  home.  They'll  also  need  wills;  th 
want  to  leave  all  their  assets  to  ea 
other,  but  that's  not  what  Virginia  law  provides  for  parents  w 
die  intestate. 

If  they  start  a  family,  the  Huangs  will  need  more  life  insi 
ance.  Paul  recently  opted  to  have  money  taken  out  of  his  pa 
check  to  increase  his  life  insurance  at  work  to  twice  his  sala 
Then  he  discovered  the  $312  per  $100,000  of  coverage  h 
being  charged  is  three  times  what  he'd  pay  for  a  20-year,  levi 
rate  term  policy  from  a  company  rated  A++  offered  throu; 
Quotesmith.com. 

The  Huangs  have  set  a  summer  deadline  to  either  fine 
planner  or  make  asset  allocation  decisions  themselvi 
Says  Paul:  "We  know  sitting  on  our  hands  isn't  the  smart* 
available  option."  , 
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/hat  travels 
uirough  our  network 

aren't  just  bits  of  data. 

They're  people's  liveS 
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—  Jack  Shields.  President 
Shields  Health  Care 


"When  someone  needs  an  MRI,  their  minds  are  on  everything  but  going  a 
long  way  to  get  one.  We  have  centers  all  over  New  England,  to  reach  more  people,  make 
them  more  comfortable.  Our  operations,  our  data  are  all  centralized— everything  comes  to 
Brockton.  Our  network  solutions  come  from  Verizon.  Why?  Speed  for  sure.  Probably  more 
significant  is  reliability.  Obviously  that's  very  important  to  us.  In  our  business,  data  is  people's 
health  and  lives,  not  ones  and  zeros." 
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How  can  Verizon  help  solve  your  data  needs? 
Visit  us  at  verizon.com/data 
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Make  progress  every  day 


INVESTMENT  GUIDE 


SAFEGUARDING  YOUR  ASSETS 


Before  If  s  Too  Late 

You  could  die  waiting  for  a  sane  federal  estate  tax  scheme. 
How  to  plan  now.  ^  By  Ashlea  Ebelinj 


People  have  always  had  lots  of  excuses  for  putting  off  estate 
planning.  They're  young  and  busy;  it's  depressing;  their 
relatives  are  ingrates.  Now  Congress  has  given  them  a  new 
one:  the  uncertainty  created  by  the  2001  tax  act.  Die  this 
year  and  $1  million  of  your  assets  can  pass  to  heirs  with- 
out federal  estate  tax  (assuming  you  haven't  used  up  this 
exemption  with  lifetime  gifts).  That  goes  to  $1.5  million 
next  year,  $2  million  in  2006  and  $3.5  miUion  in  2009.  In 
2010  the  estate  tax  disappears,  and  in  201 1  the  exemption 
reverts  to  $1  million. 

If  you  have  an  old  estate  plan,  it  may  not  be  flexible 
enough  to  adapt  to  this  craziness.  And  if  you  don't  have 
one,  because  you  figure  your  estate  won't  be  taxable  or 
you're  waiting  for  sanity  fi-om  Washington,  then  you  are  ig- 
noring other  important  issues.  Shortly  after  the  Sept.  1 1 
terror  attacks  Donald  and  Lori  Feiler  were  getting  ready 
to  fly  to  Key  West  to  celebrate  their  tenth  wedding  an- 
niversary, leaving  their  two  young  sons  with  Don's  par- 
ents. Then  it  hit  the  Pennsauken,  N.J.  couple:  They  needed 
wills  to  determine  who  would  raise  their  kids  if  the  plane 
crashed.  They  signed  the  documents  Oct.  1 1  and  flew  out 
Oct.  12. 

Three  families  shared  vnth  FORBES  how  fliey've  recently 
revamped  or  created  estate  plans.  In  tackling  your  own, 
watch  out  for  the  death  traps  on  page  108.  And  don't  sign 
up  for  a  living  trust  until  you  read  the  advice  on  that  page. 

THE  WILLIGS:  FEWER  ASSETS,  MORE  FLEXIBILITY 

Randolph  (Randy)  and  Gloria  (Penny)  Willig,  of  Porfland, 
Ore.,  61  and  59,  run  a  small  business  selling  capital  equip- 
ment to  chipmakers.  'Jhey  did  their  last  round  of  estate 
planning  in  the  early  1990s,  when  the  ijidividual  federal  estate-tax 
exemption  was  $600,000  and  their  net  worth  was  $4  million.  But 
now,  between  business  and  stock  market  reverses  and  annual  gifts 
to  their  three  children,  tfiey're  wortli  less  dian  $2  million.  "In  the 


[ 


COVERING  THEIR  BASES:  THE  FEILERS  TOOK  CARE  OF 
THEIR  KIDS  FIRST  THEN  MOVED  ON  TO  OTHER  PLANNING. 


] 


1990s  the  thought  was,  'It- 
concerned  with  the  shrinkii 
the  WiUigs'  Portland  est,'t>:  h 
The  Willigs'  old  plan  '.•,,!■ 
means.  It  aimed  to  preserM    . 
spouse  to  die,  while  making  ^' ;  t 
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:.>wing  estate.'  Now  you  need  to  be 
e,"  .says  Marsha  Murray-Lusby, 

•tandard  for  people  of  their 

•  tax  exemption  of  the  first 

:  c       siirvi\'or  had  enough  to  live 


on.  At  tlie  death  of  the  first  spouse  a  chunk  of  his  or  her  assets- 
equal  to  the  exemption  amount — would  go  into  a  "bypass"  t 
"credit  shelter"  trust,  with  the  rest  going  directly  to  the  survivii 
spouse,  who  can  inherit  an  unlimited  amount  free  of  estate  ta 
The  bypass  trust  would  pay  income,  and  if  needed,  principal  to  tl 
survivor.  When  he  or  she  died,  the  trust's  assets  would  go  to  tl 
Willigs'  three  kids,  bypassing  the  second  spouse's  estate. 

With  the  exemption  up  and  their  net  worth  down,  the  Willi 
might  not  need  a  bypass  trust  anymore,  or  at  least  not  one  fiondc 
to  the  full  exemption  amount.  After  all,  the  surviving  spouse  G 
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INVEStMENT  GUIDE 


SAFEGUARDING  YOUR  ASSETS 


Do  You  Need  a  Living  Trust? 


You've  heard  the  pitch:  Put  your  as- 
sets in  a  revocable  living  trust  now 
and  save  your  heirs  from  the  hor- 
rors of  probate  later.  Should  you?  That 
depends  on  how  old  you  are,  where  you 
live  and  what  you  own.  "Usually,  a  revo- 
cable living  trust  for  someone  under  60  is 
more  complexity  than  is  necessary,"  says 
Joan  Bozek,  a  director  in  Merrill  Lynch's 
private  wealth  management  group. 

A  living  trust  works  like  this:  You  and 
your  spouse  transfer  all  of  your  assets 
into  a  revocable  trust,  naming  yourself 
(or  someone  else,  if  you  prefer)  the 
trustee  and  a  successor  trustee  for  after 
your  death.  You  can  change  the  trust's 
terms  while  you  are  alive;  for  example, 
cutting  out  a  wayward  child.  When  you 
die,  the  terms  of  the  trust,  not  a  will,  gov- 
ern how  assets  get  passed  on.  That  the- 
oretically allows  your  heirs  to  avoid  pro- 


bate—the process  by  which  a  court  su- 
pervises the  distribution  of  your  assets 
according  to  the  terms  of  the  will. 

Just  how  onerous  is  probate?  It 
varies  by  state.  It  costs  $46,000-plus  to 
probate  a  $1  million  estate  in  California 
(your  attorney  and  your  executor  each 
get  $23,000),  and  as  little  as  $5,000  in 
Washington  State.  If  you  have  a  simple 
estate,  shop  around  for  a  lawyer  who  will 
agree  to  be  paid  for  time  worked,  instead 
of  the  more  common  percentage-of-the- 
estate  fee.  Some  states  mandate  tedious 
inventory  and  accounting  rules  for  pro- 
bate, while  others  allow  the  beneficiaries 
to  simply  sign  off  on  the  executor's  pro- 
posed distribution. 

But  setting  up  a  living  trust  isn't  free 
or  painless,  either.  It  costs  $3,000  and 
up  for  all  of  the  paperwork,  depending  on 
what  assets  need  to  be  transferred  into 


the  trust.  (Beware  of  trust  mills  run  by 
nonlawyers  or  of  anyone  who  tells  you  a 
living  trust  itself  will  save  you  estate 
taxes),  And  you'll  have  to  title  any  new 
assets,  even  a  new  car,  in  the  trust's 
name;  if  you  inadvertently  leave  more 
than  a  certain  amount  out— as  little  as 
$10,000  in  cash  in  Virginia— your  heirsi 
will  have  to  go  through  probate  anyway. 
Still,  living  trusts  have  their  uses.  Fon 
example,  if  you  own  a  family  business; 
the  trustee  will  be  able  to  run  it  without 
going  to  court  to  get  approval  for  every! 
move.  If  you  own  out-of-state  real  estate; 
a  living  trust  will  help  your  heirs  avoid 
going  through  probate  in  multiple  states- 
And  the  terms  of  a  living  trust  can  usui 
ally  be  kept  secret  from  prying  neighbors 
as  well  as  disappointed  relatives.  A  will 
filed  in  probate  court  is  available  for  pubi 
lie  inspection.  —A.El 


continue  to  transfer  assets  through  annual  gifts — each  parent  can 
give  each  child  $1 1,000  a  year  without  worrying  about  estate  or  gift 
taxes.  And  Randy's  life  insurance  is  already  in  a  separate  irrevoca- 
ble life  insurance  trust  for  Penny  and  the  kids,  so  it  doesn't  count 
against  the  exemption,  either.  Murray-Lusby  is  now  drafting  new 
wills  v^rith  disclaimer  trusts — empty  bypass  trusts  that  aren't  auto- 
matically funded.  When  the  first  spouse  dies,  everything  goes  to 
the  surviving  spouse,  who  can  keep  the 
assets  outright  or,  within  nine  months, 
"disclaim"  some  to  fund  the  trust. 

Randy's  motto  is:  Keep  it  simple. 
Sn  why  not  drop  ths  bypass  trust  alto- 
gether? Ln  addition  to  uncertainty  over 
the  federal  ta>:,  there's  Oregon's  estate 
tax  to  consider.  Tne  eyemption  from 
the  4.8%  to  16%  Oregors  sax  is  now 
only  $600,000,  although  ;h^  leirislature 
is  considering  raisi;  i ;:  i  tional 

bypass  trust,  funded  u 
exemption,  might  foK^ 
state  tax  they  could  avo^o 
delay.  But  having  no  trust  al  ^ 
waste  the  first  spouse's  state  exennition. 
With  a  disclaimer  trust  the  survivor  can 
decide  based  on  the  latest  federal  and 
state  laws. 

Disclaimer  trusts  are  not  for  cw  . 
one,  c  uilions  Murray-Lusby.  She  re«, 
om.nicnds  bypass  trusts  w  '^  ma'-^-i 
tory  funding  for  clients  in  th^-"-  econd 
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marriages  who  want  to  take  care  of  their  kids  from  their  first, 
Randy  is  now  working  on  another  aspect  of  planning  he  1 
learned  is  important.  After  his  mother  died  in  1997,  Randy  and 
sister  had  to  search  through  every  drawer  in  her  house  to  ferret  c 
bank  account  and  credit  card  numbers.  So  he's  preparing  a  ] 
for  his  heirs,  including  his  accounts,  safe  combinations,  ev 
computer  passwords. 


Death  Traps 

*  REMARRIAGE  If  you  remarry,  write  a 
new  will  or  you  won't  have  control  over 
what  your  new  spouse  gets.  Or  worse.  In 
Oregon  almost  any  will  that  predates  a 
remarriage  is  automatically  invalid.  That 
means  any  guardianships,  trusts  or 
other  arrangements  for  your  kids  would 
P|  wiped  out,  too. 

iOS#S^^TATE  LINES  Nine  states, 

i|ng  CaMfbrnia  and  Texas,  have 

|unlt^;^rpperty"  laws  governing 

^^|poiJseis'  property,  is  split  upon 

^i;^p|l,ptjP'^!^th}  If  you  move  to  another 

■iilrf«^\niVff  Ji^ififjcularly  if  you  move  be- 

.;Qtjv|junity-property  and  non- 

*^"  "*  FJoiierty  state,  you  must  have 


*  AUTOMATIC  FUNDING  Say  you  have  ai 
$5  million  estate.  If  your  will  sets  up  a  tradi- 
tional bypass  trust  with  automatic  funding 
at  the  level  of  the  federal  estate  tax  exemp- 
tion, and  you  die  in  2009,  you  may  have  un- 
wittingly skewed  your  plans,  leaving  $3.5 
million  to  the  kids,  and  only  $1.5  million  to 
your  spouse,  instead  of  the  opposite. 


*  SPECIFIC  BEQUESTS  You  have  a  $1 
million  estate  when  you  write  your  will!  I 
and  leave  $100,000  to  a  canine  rescue' 
society  and  what's  left  to  your  kids.  If  the 
value  of  your  assets  drops  in  half  by  the 
time  you  die,  20%  of  your  estate  is  going 
to  the  dogs.  One  solution:  Provide  that 
specific  dollar  bequests  not  exceed  a 
certain  percentage  of  your  assets.    —A.E. 


401  (  K)    ROLLOVER 


Low  expenses? 


Or  investment 

management 

expertise? 


With  our  Rollover  Advantage; 
you  don't  have  to  choose. 

When  you  roll  over  your  401  (k)  toT.  Rowe  Price,  you  can  feel  confident 
knowing  that  99%  of  our  mutual  funds  have  lower-than-average  expense 
ratios. You'll  also  benefit  from  our  disciplined  approach  to  investment 
management.  Over  70%  of  our  funds  have  outperformed  their  Lipper 
averages  for  the  1-,  5-,  and  10-year  periods  ended  3/31/03.  Past  performance 
cannot  guarantee  future  results,  and  results  will  vary  for  other  periods. 
All  funds  are  subject  to  market  risk. 

TheT.  Rowe  Price  Rollover  Advantage  service  makes  the  entire  rollover 
process  simple.  You  can  open  up  your  new  rollover  account  with  just  one 
phone  call.  Our  rollover  specialists  can  help  you  choose  funds  and  even 
work  with  your  former  employer  to  help  coordinate  moving  your  money. 

To  get  the  Rollover  Advantage,  call  or  visit  our  Web  site. 


99%  of  our  funds 
under  their  expense 
ratio  average* 

70%  of  our  funds 
beat  their  Lipper 
performance  average*' 

Over  60  funds  with  no 
loads,  no  commissions 
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T.RoweR'ice 
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INVEST    WITH    CONFIDENCE 


For  more  inloimation,  including  risks,  lees,  and  expenses,  tequesi  a  fund  profile  or  prospectus;  read  it  carefully  before  investing.  *Funds  with  expense  ratios  below  Lipper  averages  as  of  3/31/03,  funds 
less  than  one  year  old  are  not  included.  **Based  on  total  return.  76  of  96, 56  of  73,  and  34  of  46  T.  Rowe  Price  funds  outperformed  llieir  Lipper  averages  for  the  I-,  5-,  and  lO-year  periods  ended 
3/31/03,  respectively.  All  funds,  including  share  classes,  excluding  funds  in  insurance  products,  with  at  least  a  1-year  history  as  of  3/31/03  were  included.  (Source  of  data:  Lipper  Inc.)  1.  Rowe  Price 
Jnvestment  Services,  Inc.,  Distributor.  ROA067019 
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THE  FEILERS:  PROTECTING  THE 
KIDS  FIRST 

Now  both  36,  the  Feilers  knew  they 
needed  an  estate  plan — their  lawyer, 
Kelly  Philhps  Erb  of  Philadelphia, 
kept  telling  them  so.  But  they  were 
young  and  busy.  "I  figured  I  had  lots 
of  time  left,"  says  Donald,  who  runs 
his  own  business.  Archetype  Digital 
Solutions,  developing  multimedia 
presentations  for  doctors.  Lori  writes 
technical  manuals.  Their  flight  to- 
gether to  Key  West,  so  soon  after 
Sept.  11, 2001,  forced  them  to  act. 

The  Feilers'  priority  was  taking 
care  of  their  boys,  Joshua,  now  8, 
and  Aaron,  now  4.  If  the  parents 
died  together  in  an  accident  and  did- 
n't have  wills,  a  judge  would  have  to 
pick  a  guardian  for  the  boys  (prob- 
ably a  family  member);  create  a  trust 
for  their  assets;  and  write  the  terms 
of  that  trust,  with  the  money  likely 
going  outright  to  the  boys  at  18. 

Instead  the  Feilers  picked  a  fam- 
ily friend  as  a  guardian,  consulting  family  members  now,  so  there 
would  be  no  hard  feelings  later.  And  in  the  trusts  their  wills  set 
up,  each  child  gets  income  only  starting  at  21;  half  his  principal  at 
25;  and  the  rest  at  age  30.  "Giving  the  lump  sum  of  my  estate  to  my 
kids  at  age  18  is  poor  parenting,"  says  Don.  (Warning:  If  you  might 
have  more  kids,  make  sure  the  trust  is  worded  to  include  any  po- 
tential offspring,  too.)  While  the  Feilers'  net  worth  is  still  under  $1 
million,  it's  growing.  So  they  have  a  bypass  trust  written  into  their 
plan,  too,  should  one  spouse  survive  the  other. 

Now  they're  working  slowly  through  a  list  of  other  planning 
basics.  They've  signed  health  care  directives  (also  known  as  livmg 
wills),  stating  their  views  on  life  support  and  authorizing  the  other 
spouse  to  make  health  care  decisions  in  the  event  one  of  them  is 
incapacitated.  (In  some  states  you'll  need  separate  health  agent 
and  life  support  documents.)  They  still  need  to  buy  disability  in- 
surance, to  increase  then-  life  insurance  coverage  and  to  sign 
"durable"  power  of  attorney  documents  gixang  each  other  control 
over  financial  affairs  in  the  event  of  uncapacity.  Finally,  they  both 
have  retirement  plans  from  old  jobs  that  they  plan  to  roll  over  into 
IRAS.  When  they  do,  they'll  name  each  other  as  pi  imary  benefi- 
ciaries and  their  boys  as  contingent  beneficiaries;  that  could  allow 
the  boys  to  stretch  out  the  pa>Tnents  from  the  iR./is— and  thus  the 
tax  deferral — over  their  own  lives. 

THE  MANCINIS:  PASSING  ON  THE  PEPPERS 

Frank  Mancini,  81,  has  two  estate  planning  goals.  First,  to  provide 
for  his  wife,  Helene,  ai  s  i  and  her  son  from  her  fi^st  marriage. 
Second,  to  pass  on  to  h.  .<s  „,,.I  riepliews  his  share  of  Zolfo 
Springs,  Fla.-based  Mancim  Packing,  the  «•'..K^"d-red-pepperbusi- 


RETOOLING  A  VINTAGE  PLAN:  WITH  THEIR  NET  WORTH  DOWN  AND  THE  ESTATE- 
TAX  EXEMPTION  GOING  UP,  THE  WILLIGS  OPTED  TO  REWRITE  THEIR  OLD  WILLS. 


ness  his  father  started  in  New  Britain,  Corm.  in  1910.  The  valut 
his  estate  (mosfly  his  25%  share  of  the  company)  is  just  under : 
milHon.  Mancini  and  his  lawyers,  Steven  Fast  and  Dane  Dudley 
Hartford,  Conn.,  recenfly  devised  what  they  call  an  "every-whiJ 
way"  trust.  "It  adds  in  a  railway  switch  that  says  if  the  law  is  tl 
way,  use  the  left  track,  and  if  the  law  is  that  way,  use  the  ri|j 
track,"  Dudley  explains. 

Mancini's  old  plan,  written  in  the  mid-1990s,  contemplaJ 
paying  some  estate  taxes  at  the  death  of  die  first  to  die,  Frank! 
Helene,  to  take  advantage  of  the  lower  rates  on  smaller  estatl 
(The  graduated  tax  now  starts  at  18%  and  rises  to  49%  on  taxaj 
amounts  over  $2.5  million.)  But  it  doesn't  make  sense  to  pay  cl 
taxes  at  the  first  death  if  it  looks  like  the  estate  tax  wdll  be  repeal 
by  the  second  death.  So  the  new  plan  gives  executors  15  monl 
after  the  first  spouse's  death  to  decide  how  much  tax  to  pay,  if  a| 
and  what  trusts  to  fund. 

Example:  If  Frank  dies  first,  and  there's  still  an  estate  tax, 
shares  of  Mancmi  will  go  into  a  QTIP  (qualified  terminable  intl 
est  property)  trust  for  Helene.  At  her  death  those  shares  woif 
pass  to  Frank's  nephews  and  nieces,  at  which  point,  it's  hop! 
there  won't  be  a  tax.  But  if  there  is  no  estate  tax  at  all  at  Fran  I 
death,  his  nephews  and  nieces  will  get  his  share  of  the  busin(l 
eliminating  the  risk  that  the  tax  will  return  to  snare  the  busin 
at  Helene's  death.  "So  many  times  I've  heard  of  people  who  \\ 
to  sell  their  farm  or  business  to  pay  the  taxes,"  Mancini  says.  "] 
dream  is  to  pass  this  on  to  another  generation."  Already 
nephews  Alan  Mancini,  43,  and  Richard  Mancini,  45,  have  star  I 
expanding  into  caramelized  onions  and  mushrooms.  "This  is  w  | 
bringing  in  a  new  generation  does,"  Mancini  says. 
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aps  a  law  firm  need  not  exist  inside  1IWWpPWIii|lfilSIPi!ipW  tradition, 
36  it  lies  outside. of  convention.  Maybe  it  crosses  lines  of  formality.  Maybe  it 
gnizes  a  need  to  overstep  the  expected.  And.  quite  possibly,  it  realizes  that 
red  acts  of  tenacity  and  imagination  are  the  only  way  boundaries  get  pushed. 
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Guaranteed  Return 

Looking  to  lock  in  a  guaranteed  rate  that  beats  CDs? 
Fixed-rate  CD-like  deferred  annuities  may  be  the  answer. 
«^  *  By  Carrie  Coolidj 


Richard  Rothstein  was  worried  sick  to  have  so  much  of  his 
wealth  tied  up  in  the  stock  market.  So  he  parked  $750,000,  one- 
third  of  his  liquid  assets,  in  a  single-premium  deferred  annuity. 
This  one  is  pretty  safe.  It  pays  a  fixed  CD-like  return. 

Computer  consultant  Rothstein  had  shied  away  from  annu- 
ities in  the  past,  put  off  by  fat  sales  commissions  paid  to  insur- 
ance agents  and  brokers.  But  this  one  let  Rothstein,  57,  lock  in  a 


age  only  3.3%.  The  tax  deferral  helps  a  litde,  too.  For  someon 
a  combined  40%  state  and  federal  bracket  (and  who  is  now  5' 
the  annuity  yields  2.2%  aftertax  while  the  bank  CD  yields  only 
Unlike  variable  annuities,  the  CD-Kke  annuities  are  no- 
products  that  don't  have  annual  management  fees  or  expe 
charges.  "What  you  see  is  what  you  get,"  says  Hersh  Stern,  p 
lisher  oi  Annuity  Shopper,  a  semiannual  publication.  While 


better  interest  rate  than  he  could  get  fiom  a  bank  CD  or  ten-year      do  have  access  to  your  earned  interest  without  penalty,  d( 


Treasury.  Plus  it  was  an  insurance  product,  so  it  had  tax-deferred 
compounding  of  interest. 

CD-like  fixed  annuities  have  been  around,  if  little  noticed, 
since  the  late  1990s.  Most  brokers  and  agents  lacked  much  incen- 
tive to  push  them;  they  could  earn  more  selling  other  products. 
:  Now  there's  demand  from  return-starved  investors.  CD-Kke  annu- 
ities are  unlike  other  fixed  annuities  because  their  interest  rate  is 


consider  this  annuity  if  you  need  to  get  at  your  original  inv 
ment.  Like  all  other  annuities,  there  will  be  hefty  surren 
charges  to  pay  if  you  pull  all  of  your  money  out  early.  If  inte 
rates  happen  to  be  up,  there  could  be  an  extra  exit  charge. 

An  alternative:  Series  I,  inflation-indexed  U.S.  savings  bo 
currently  paying  4.66%  and  earning  interest  for  up  to  30  ye 
They  are  tax-deferred,  exempt  from  state  and  local  income 
and  are  somewhat  liquid  (they  must  be  held  for  at  least  one ) 


guaranteed  for  the  entire  period  of  the  contract,  typically  between 

six  months  and  ten  years.  In  that  respect  they  are,  as  their  name  and  are  subject  to  a  three-month  earnings  penalty  if  cas: 
J  suggests,  like  a  CD  sold  by  a  bank.  The  interest  rate  for  traditional  before  five  years),  but  the  maximum  that  can  be  invested 
I  fixed  annuities  is  guaranteed  for  only  the  first  year,  after  which  the  :  Social  Security  number  is  only  $30,000  annually. 

insurance  company  may  lower  it. 


Here's  how  these  things  work: 
An  investor  decides  how  long  he 
can  tie  up  some  of  his  capital.  The 
longer  that  is,  the  higher  the  inter- 
est rate  credited  for  the  period  (see 
table).  As  with  a  CD,  only  one  pay- 
ment is  made,  called  a  single  pre- 
mium. At  the  end  of  the  period  the 
annuity  holder  has  30  days  to  roll 
over  the  principal  and  earnings 
into  a  new  annuity,  or  cash  out 
and  receive  a  lump  sum.  Tax  at 
ordinary  rates  is  due  at  cash-out;  if 
the  holder  is  then  under  59  i^,  an 
additional  1 0%  penalrv  t«  ■  '  •.■;•<■. 

These  annuities  are  q 
petitive  with  bank  produce. . 
can  get  3.5%  on  a  $100,000  invesi 
ment  in  a  five-year  annuity;  five- 
year  jumbo  CD,-,  from  br.cks  aver- 


Long-Term  Parking 

These  are  some  of  the  best  available  rates  for  single-premium  fixed  CD-like  deferred 
annuities.  But  remember,  your  money  may  be  tied  up  for  several  years. 


Effective 

annual  Minimum 

yield'  premium 


Insurance  company 


Annuity  name 


5.00% 
4.35 
4.30 
3.90 

390 


$250,000 

50,000 

15,000 

25,000 

100,000 


V 


112 


F    O    R    H 


!une  9,  2003 


3.85 

5,000             Lincoln  Benefit  Life 

6                Tactician  Plus^ 

3.50 

100.000             Lincoln  Benefit  Life 

5                 Tactician  Plus^ 

3.25 

5,000             Jefferson-Pilot  Life 

5                Single  5 

3.00 

250             TIAA-CREF 

6  months^   R  A.  Select  Fixed 

'As  ot  May  IS.  Yields  subject  to  change  without  notice.  ^Tactician  Plus  rates  are  0.10%  lower  in  Texas.  'Every  six  months  prinfl 
6n<l  lnlcre<;f  can  be  withdrawn  without  a  surrender  charge.  Rate  guaranteed  until  Mar.  31,  2004.                                              | 
Sinirroi-  \mw.artiiwtyshopper.com:  www.annuityadvantage.com:  company  sources.                                                              ' 

The  all-new 


The  future  is  stronger.  The  future  is  faster.  The  future  is  safer.  The  future  is  smarter. 

The  future  is  worthy  of  its  own  publication. 


jiomotive  milestone.  A  landmark  event.  The  arrival  of  the  2004.  XJ  will  mark  the  beginning  of  a  nevj 
t  Jaguar.  It  will  possess  the  world's  first  monocoque  construction  forged  entirety  from  premi.um-gr^de 
mum— which,  pound  for  pound,  offers  2  V2 'times  the  strength  of  steel.  With  an  overall  structure  that 
%  lighter,  yet  60%  stiffer,  than  its  predecessor,  the  new  XJ  delivers  substantial  gains  in  Sf5eed  anti' 
y.  As  an  icon  reborn,  the  new  XJ  will  radically  transform  the  future  of  luxury  automotive  eh--  p^^'^'';n:; 


Jerstand  why.  reply  today  to  reserve  your  special  edftion  "XJ"  issue  of  Automobile  MagazI 


wxj.com/reborn     1-800-4-JAGUAR. 

jantities  avarlable.  Please  allow  ^-6  weeks  for  delivery.  Only  one  magazine  per  hoi 


supplies  last.  The  specifications  reported  are  subject  to  change 


JAGUAR 

Born  to.perform 
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Cash  Is  Kin 

Want  to  play  it  safe  but  not  earn  minuscule  rates?  Here  are] 
some  short-term  investment  tricks.       ^  By  Carrie  Coolidj 


'r'tMS'J'S'JLn'k.'^iv-::-: 

Even  though  some  investors  are  venturing  back  into  the  stock 
market  these  days,  many  are  still  holding  on  to  cash.  Lots  of  it: 
$5  trilHon  sits  idly  in  checking,  savings  and  money  market 
mutual  funds,  not  to  mention  wallets.  That's  up  from  $3.7  tril- 
lion three  years  ago,  when  the  bull  market  ended. 

Safety  is  chiefly  what  they  seek,  of  course.  The  bear  market 
that  started  in  March  2000  has  made  buying  stocks  as  appealing 
as  vacationing  in  Baghdad.  People  nearing  retirement  are  espe- 
cially reluctant  to  risk  their  nest  eggs.  Cash  holders  may  be  wait- 
ing to  see  if  the  current  market  rally  continues  (or  fizzles,  as  so 


sumption  Expenditure  Index — is  up  1.5%  over  the  past  yearl 
Where  should  you  direct  your  cash?  First,  you  should  takj 
hard  look  at  how  much  you  really  need.  Investors,  says  Jol 
Flahive,  managing  director  of  tax-exempt  fixed  income  at  Mell 
Private  Wealth  Management,  keep  far  too  much  money  in  casl-J 
makes  sense  to  stash  enough  to  carry  you  for  six  months  in  cl 
you  lose  all  other  income,  or  if  you  need  money  for,  say,  a  hoj 
purchase.  Beyond  meeting  those  needs,  however,  it  would  m,| 
sense  to  reach  out  a  bit  on  the  risk  spectrum. 

Let's  start  at  the  safe  end.  The  ultimate  in  safety  is  soni 


many  have)  before  deploying  their  money  into  equities  ftill  bore,      thing  with  a  very  short  maturity  (to  protect  you  from  int 

est-rate  swings)  and  guaranteed  by  the  federal  governmel 
You  can  buy  13-week  Treasury  bills  directly  from  the  goveij 
ment,  rolling  them  over  without  effort  and  suffering  no  losl 
to  overhead  costs,  as  you  would  with  a  fund.  Liquidit)! 
slightly  less  than  in  a  brokerage  or  bank  account;  it  will  t<| 
four  to  five  business  days  to  get  your  hands  on  the  moneyl 


"Investors  believe  the  stock  market  is  the  place  for  risk-taking, 
and  cash  is  the  place  for  a  good  night's  sleep,"  says  Paul  McCul- 
ley,  portfolio  manager  of  Pimco's  $3.8  billion  (assets)  short- 
term  bond  fund. 

The  big  problem  with  cash  investments  is  the  pathetic  rate  of 
return.  Short-term  interest  rates  are  at  a  40-year  low,  and  there  is 
scant  prospect  that  the  Federal 
Reserve  will  raise  them.  "The 
Fed  is  going  to  be  stuck  here 
for  a  while,"  predicts  Robert 
Kapito,    vice    chairman    at 
money  manager  BlackRock. 
Depending  upon  the  measure 
used,  your  cash  may  not  even 
be  keeping  pace  with  inflation. 
"It's  just  like  the  late  1970s, 
when  bond  yields  were  lower 
than  inflation,"  says  Harolc' 
Woolley,  a  Bessemer  Trus: 
managing  director  who  head, 
fixed-income  operations. 

Thirteen-week  Treasure 
bills  yield  1.04%,  26-week  bills 
L09%.  Subtract  federal  tax  t-s 
money  in  a  taxable  accorn; 
and  you  have  an  aftertax  0.769  h 
return.  Now  subtract  inflation 
and  you  are  in  negative  terri- 
tory. The  Fed's  preferred  infla- 
tion gauge — the  Personal  Con- 
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More  for  Your  Money 


With  short-term  rates  at  40-year  lows,  you  should  go  out  a  bit  further  on  the  risk  curve. 


INVESTMENT 


Annualized 
rate  of 
return^ 


Holding 
period 


Penalty  for 
early  withdrawal 


Minimum 
investment 


Money  market  accounts 

(bank) 

0.7%  to  2.1% 

day-to-day 

no 

$0 

to  $25,000 

Certificates  of  deposit 

0.9%  to  3.36% 

1  month  or  longer 

yes 

500 

Savings  accounts 

0.3%  to  1% 

day-to-day 

no 

varies 

Short-term  municipals 

2.77%  to  3.3% 

1  to  5  years 

no 

-..*«»  5.000 

Treasury  bills 

0.96%  to  1.09% 

4, 13  or  26  weeks 

no 

1,000 

Auction-rate  preferred  stock 

1.15% 

7  days 

yes 

25,000 

Short-term  bond  funds 

3.55%  to  6.81% 

day-to-day 

no 

500 

U.S.  Government  Series  1  savings  bonds 

4.66% 

at  least  1  year 

yes^ 

50 

'Rates  as  of  May  15.  Prices  may  reflect  a  sales  fee.  ^Penalty  Is  three  months'  interest  if  held  less  than  five  years.  Sources:  www.bankrate.com:  Upper:  Morningstar. 


a  Treasury  Direct  account  if  you  need  it  in  a  hurry.  and  local  income  tax;  Treasury  interest  is  not. 

For  more  liquidity  try  a  bank  money  market  account  (0.75%  Another  option,  for  high-bracket  savers:  short-term  mun, 

at  Citibank).  Some  nontraditional  banks  (meaning  they  are      ipal  bonds.  Strapped  states  and  cities  are  issuing  lots  of  tlj 


branches  of  nonbank  financial  entities)  offer  better  deals.  Exam 
pie:  MetLife  Bank,  an  arm  of  the  giant  insurer,  pays  2.15%  on 
accounts  that  maintain  a  $5,000  minimum  balance;  you're  lim- 
ited to  writing  three  checks  a  month  on  your  account.  This  is 
insured  by  the  Federal  Deposit  Insurance  Corp. 

For  a  little  better  return  (with  a  smidgen  more  risk)  consider 
a  6-month  or  12-month  Treasury  bill.  Or  a  6-month  bank  cer- 
tificate of  deposit  yielding  1.4%  or  so.  The  deposit  has  FDIC 
insurance  for  up  to  $100,000. 

U.S.  Government  Series  I  savings  bonds,  a  new  product  in- 
troduced in  1998,  return  4.66%,  with  the  downsides  that  you  have 
to  hold  it  for  at  least  one  year  and  withdrawal  during  the  first  five 
years  lops  three  months'  worth  of  interest  off  your  principal. 

Whatever  the  short-term  security,  try  to  "ladder"  the  maturi- 
ties so  you  are  not  making  a  heavy  rate  bet  one  way  or  the  other.  You 
can  buy  Treasurys  that 

mature  in  13  weeks,  26       ■  ^i  Ai-  .    ■■■■  .,      .  ■■ 

weeksortwoyears.When       I  NOW  $5  trilllOn  SitS  idly 

one  swatch  comes  due,    I      jn  low-payjng  instruments. 

you  can  roll  it  over  into       I  \/  j  ■    ■ 

newspaper  that  reflects  the       I  YOU  Can  00  mUCh  DettOr. 

going  interest  rate. 

Riskier:  Go  further  out  on  the  maturity  curve.  You  could 
buy  a  five-year  Treasury  note  yielding  2.5%.  Another  option 
is  an  insured  tlve-year  CD  at  Washington  Mutual  at  3%.  With 
the  CD  you  would  have,  as  you  would  with  a  five-year  Trea- 
sury note,  some  market  risk.  If  you  need  to  tap  the  money 
betwev  n  now  and  2008,  there's  a  penahy  for  early  withdrawal, 
f  '"hich  depends  on  how  long  you've  held  it 
•'  iturity,  the  smaller  the  penalty).  Cashing 
-arly  would  carry  a  $34  fee  and,  if  inter- 
)ulJ  pose  a  potential  loss.  However, 
"1  yovu  Treasury  early  could  result  in 
.;ixes.  Bank  interest  is  subject  to  state 


the  arr: 

(theck 

in  a  five 

est  rates 

if  rates  dcv-i. 

again.  Don'l  Nn;, 


paper  lately,  and  investment  advisers  like  Bessemer  Trust « 
telling  wealthy  cHents  that  such  tax-exempt  securities  are  mu; 
haves.  If  you  have  several  million  dollars  to  play  with,  buy  dir 
and  spare  yourself  the  fund  overhead  costs.  If  you  have  a  m<| 
modest  sum,  use  a  fund. 

You  can  get  a  good  yield  ( 1 .4%)  from  New  York  City  Tre 
sitional  Finance  Authority  short-term  bonds,  due  Nov.  15, 2C 
and  rated  AA+,  and  selling  slighdy  above  par.  Plus,  there  ;, 
myriad  smaller  issues  around  that  aren't  quite  as  liquid  but  { 
well.  Take  the  munis  issued  by  the  William  S.  Hart  High  Schc 
District,  from  a  town  30  miles  north  of  Los  Angeles,  whi 
have  a  mandatory  put  on  Jan.  15, 2004.  These  munis  are  ral 
AAA  and  yield  2.35%. 

Diversify.  New  York  City  defaulted  in  1975,  and  it  could 
so  again.  Safer  than  the  muni  bonds  of  any  one  issuer  would 

the  auction-rate,  tax-exempt  preferi 
stock  offered  by  the  big  brokerages 
lever  closed-end  muni  bond  fun 
These  securities  are  well  collateraliz 
Smith  Barney,  for  example,  offers  1 
billion  in  preferred,  backed  by  sen 
claims  on  diversified  muni  bond  po 
folios  worth  $81  billion.  The  rates,  reset  weekly,  run  in  1 
neighborhood  of  1.1%.  There's  a  $25,000  minimum. 

If  the  cash  you  are  looking  to  invest  is  money  you  are  ke( 
ing  parked  while  you  wait  for  better  buys  in  the  stock  or  bo 
market,  take  some  modest  risk  with  it.  You  could  stretch  ( 
maturities  while  also  taking  on  some  credit  risk  with  corpor 
paper.  Consider  the  Vanguard  Short-Term  Bond  Index  Fui 
now  yielding  2. 16%  after  a  0.2%  overhead  cost.  Two-thirds  of 
portfolio  is  in  Treasurys  and  one-third  in  investment-grade  o 
porate  bonds.  Its  weighted  average  maturity  is  2.6  years.  A  tv 
point  run-up  in  short-term  interest  rates  would  cause  it  to  Ii 
5%.  That  wouldn't  be  pleasant,  but  it  wouldn't  kill  you. 
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\N  H  AT    CAN    A 

S  E  AWA  L  L 

TEACH    US    ABOUT 

ASSET-BASED     LENDING? 


It  proves  its  value  most  in  adverse  conditior\s 

At  Wachovia  Securities'  Corporate  and  Investment  Banking,  we  learn  from 
the  world  around  us.  And  believe  there's  always  a  way  to  progress  no  matter  how 
turbulent  the  times.  Which  is  why  we  offer  a  comprehensive  line  of  debt 
products  and  services.  To  adapt  to  the  climate  and,  more  importantly,  evolve 
with  your  needs.  Talk  to  us.  Together,  we  can  achieve  uncommon  things. 


wachovia 
Securities 

Uncommon  Wisdom 


Corporate  Banking  •  Investment  Banking  •  Eq^uity  Capital  Markets  ■  Fixed  Income 


lia  Securities  is  the  trade  name  fori 
13  Wachovia  Corporation 
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'11  and  its  subsidiaries,  including  Wachovia  Secu' 
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INVESTMENT  GUIDE 


SAFEGUARDING  YOUR  ASSETS 


Guaranteed! 

How  about  a  mutual  fund  with  the  upside  of  the  stock 
market  and  no  risk  of  principal  loss?  If  s  too  good  to  be  true. 

He  By  James  M.CIasI 


The  pitch  from  your  broker  is  alluring:  Throw  $10,000  into  a 
mutual  fund  and  wait  five  years.  If  the  stock  market  is  lower 
than  when  you  put  the  money  in,  you  get  your  original  invest- 
ment back — no  questions  asked.  But  if  the  stock  market  is  up, 
you  get  a  piece  of  the  action.  What  a  deal! 

These  investments  are  called  principal-protected  hands.  They 
usually  go  out  at  least  five  years  and  some — like  the  Scudder 
Target  Funds — go  as  far  as  ten.  You  can  see  why,  after  three  bear- 
market  years,  such  funds  have  grown  very  popular.  The  current 
rally  may  be  a  trap,  and  against  that  distinct  possibility,  the  guar- 
anteed-principal  funds  are  good  insurance.  Also,  the  firms  sell- 
ing the  funds  are  the  bluest  of  blue  chips:  Scudder,  J.P.  Morgan 
Chase,  Merrill  Lynch,  Salomon  Smith  Barney,  ING.  Fund  tracker 
Lipper  estimates  that  assets  in  principal-protected  funds  last 
year  more  than  doubled,  to  $9  billion.  Five  years  ago,  they  were 
virtually  nonexistent. 

What's  the  catch? 

In  his  enthusiastic  pitch,  your  broker  probably  forgot  to  tell 
you  that  guarantees  of  principal  do  not  come  free  in  this  world. 

With  these  frinds  you  pay  exorbitant  fees,  endure  long  lockup  (current  price:  $8,300  per  $9,450  par).  With  your  remainir 
periods  on  your  money  and  often  give  up  a  very  significant  $1,700,  buy  some  S&P  500  caU  Leap  options  on  the  Chicago  Boai 
piece  of  the  potential  gain  from  owning  stocks.  For  this  part  of  Options  Exchange.  (These  calls  go  out  only  two  years,  so  dor 
the  story  you  may  have  to  read  the  fine  print  of  a  40-page  ^  spend  all  your  money  today)  The  Leaps  wiU  give  you  a  bett. 


101 


outlay  in  that  Idex  fund,  you  are  sure  to  get  back  at  least  $9,45 
To  pay  for  the  guarantee  against  loss,  you  have  to  sacrifii 
some  upside.  J.P.  Morgan  Chase,  for  example,  which  calls  i 
product  "Market  Participation  Notes  on  the  S&P  500  Index  3ii 
limits  your  overall  five-year  return  to  40%,  or  7%  a  year. 
7%  return  may  sound  good;  indeed,  if  you  could  be  assured ' 
getting  it,  it  would  be  terrific,  since  five-year  Treasury  not 
pay  only  half  that.  But  remember  that  stock  market  return 
when  they  come,  tend  to  come  in  bursts.  Between  March  199i" 
and  March  2000  the  S&P  500  roughly  tripled.  That's  a  lot  ■■ 
give  away. 

Also,  many  principal-protected  funds  have  stiff  penalti' 
for  taking  money  out  early.  The  ING  and  Idex  exit  fees  c 
some  share  classes  gobble  up  5%  of  your  investment  whe 
you  exit  early. 

Despite  the  limited  potential,  do  you  want  the  safety  the 
funds  offer?  If  so,  create  your  own  principal  protection  plan,  sa 
Gregory  McMurran,  chief  investment  officer  at  Los  Angeles-basi 
Analytic  Investors.  First  buy  a  zero-coupon  bond  due  in  five  ye; 


loy 


itOf 


prospectus. 

First  the  fees.  The  ING  Princi- 
pal Protection  Fund,  formed  in 
October  2001  and  gomg  out  five 
years,  has  a  5.75%  upfront  sales 
load  on  the  Class  A  shares  and  a 
rather  steep  expense  ratio  of 
1.75%  of  assets.  The  Idex  Pro- 
tected Principal  Stock  Fund  A, 
formed  in  July  2002,  has  a  5.5% 
load  and  an  even  higher  expense 
ratio,  2.25%.  Like  dripping  acid, 
these  expenses  will  eat  away  at 
your  gain  if  the  stock  market 
goes  up.  If  the  market  fare .  badly 
you  get  back  your  original  stake, 
minus  the  load.  On  a  $10,000 


shot  at  stock  market  gains,  if  there  are  any  to  be  had. 


It'll  Cost  You 

These  principal-protected  funds  have  sales  loads  plus  above-average  annual  expenses.  YolI 
would  have  a  better  shot  at  profits  with  a  mix  of  zero-coupon  bonds  and  stock-index  option  [ 


IDEX  Protected  Principal  Stock  Fund-A 

ING  Principal  Protection  Fund-A 

Merrill  Lynch  Fundamental  Growth 
Principal  Protected  Fund-A 

Pioneer  Protected  Principal  Plus  Fund-A 

Smith  Bar  ley  Capital  Preservation-A 

|s  as  ol  ^l  ',r  31.  Sources:  Upper:  Forbes. 


Net 
assets 
($mil) 

Maximum 

front  sales 

charge 

Average 
expenses 
per  $100 

SEC 

inception 

date 

$10 

5.50% 

$2.25 

7/1/02 

53 

5.75 

1.75 

10/12/02 

17 

5.25 

1.83 

11/13/02 

57 

5.75 

1.56 

11/1/0| 

111 

5.00 

1.95 

4/3/02 

i 
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CIAL  ADVERTISING  SECTION 


Customers  for  Life 

Building  Loyalty  Through  CRM,  Analytics  and  Business  Intelligence  / 


out  customers,  no  company  can  survive.  More  importantly, 
out  loyal  customers,  no  company  can  prosper  and  grow.  An 
rprise  can  increase  its  market  share  and  improve  its  long-term 
petitive  advantages  over  its  competitors  only  when  it  is  able 
aintain  long-lasting  relationships  with  its  customers. 


omer  loyalty  is  the  key  for  a  company  to  win  over  its  com- 
in,"  says  Fred  Reichheld,  a  director  of  Bain  &  Connpany. 
loyalty  is  imnrienseiy  valuable.  A  5%  increase  in  customer 
ion  rates  results  in  a  25%  to  95%  increase  in  profits." 


management  (CRM)  approaches  where 
customer  data  is  analyzed  to  identify  and 
target  best  customers.  Call  it  relation- 
ship marketing,  data  mining,  business 
intelligence,  analytics  or  one-to-one  mar- 
keting —  the  goal  is  to  get  customers  to 
buy  or  visit  more.  Whether  technology 
helps  or  hurts  customer  loyalty  depends 
on  how  it  is  used. 
"Today's  CRM  systems  can  produce  significant  value  by  col- 
lecting and  centralizing  key  customer  information  so  more  rele- 
vant and  actionable  customer  profiles  are  built,"  says  Sheryl 


Kingstone,  program  manager  of  the  Yankee  Group's  Customer 
tomer  loyafr/ has  become  a  catchall  term  for  the  end  result      Relationship  Management  Strategies  Planning  Seny/ice.  "Man- 

of  many  customer  relationship      aging  customer  information  in  a  centralized  manner  for  proactive 

Produced  and  written  by  Jerry  Bowles 


Siebel  helped  us 
realize  a  savings  of 
3.7  million  dollars 
annually:  ^ 

—Pierre  Gagnon,  Chairman  and  CEO,        '- 
Mitsubishi  Motors  Norj^America,  Inc. 


Pierre  Gagnon  knows  that  whether  you're  building  cars  or  serving  customers,  performance  cou 
Especially  in  a  fast-growing  business.  By  relying  on  Siebel  CRM,  Mitsubishi  has  smoothly  banc' 
a  75%  increase  in  monthly  call  volume  while  reducing  cost  per  call  by  38%.  And  that  increa 
efficiency  has  resulted  in  an  8%  improvement  in  Mitsubishi's  key  customer  service  metric.  Fi 
automotive  to  banking,  energy  to  insurance,  Siebel  industry-specific  CRM  solutions  dehver  real  resi 


Proven  CRM.  Proven  results. 

. .    >   ,  ti .  ,iorc  about  how  Mitsubishi  achieved  these  results,  caU  1-800-356-3321  or  visit  siebel.com/results. 
©2003  Si.W  Sy.1.™,  Inc.  All  righh  ,«.r»ed.  Siebel  onj  ,h.  Siebel  ,090  or.  tn,d«.«rks  of  Siebel  Sy^ems,  In.,  ond  may  be  registered  in  cerloin  iur^dicions.  Other  product  nomes,  designations  and  logos  may  be  the  trademarks  of  their 
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imunications  is  one  of  the  biggest 
enges  facing  enterprises  whose  data 
till  heavily  siloed  and  is  often  not 
n.  We  estimate  that  just  20%  of 
rprises  are  successfully  driving  their 
1  initiatives  through  centralized 
Droactive  custonner  information  man- 
nent.  Better  customer  information 
jgement  and  more  proactive  use  of  cus- 
if  information  for  customer  loyalty  and 
ition  are  the  keys  to  customer  loyalty." 
istomer  interaction,  retention  and  sat- 
tion  are  no  longer  solely  functions  of 
;eting,  sales  and  service  teams.  They 

require  enterpnsewide  strategies 
Dnng  together  front  office,  back  office 
supply  chain  information  to  deliver  on 
irocess  of  CRM  technology. 
3re  firms  are  adopting  CRM  pro- 
is:  52%  of  the  96  global  firms  sur- 
d  recently  by  The  Conference  Board 

implemented  a  CRM  system  or 
:ion.  Among  these,  the  top  three 
egic  rationales  for  implementing 
I  were  to  increase  customer  reten- 
oyalty  (94%),  to  respond  effectively 
impetitive  pressures  (77%)  and  to 
entiate  competitively  based  on  cus- 
f  service  superiority  (73%). 
ustomer  relationship  management 
lA/ay  to  link  customer  needs  with 
lizational  capabilities  so  that  organi- 
ns  can  optimize  their  marketing 
tments,"  says  Thomas  Bodenberg 
3  Conference  Board.  "What  our  study 
jled  is  that  the  most  successfully 
iged  CRM  organizations  are  those 
3an  realign  themselves  culturally, 
3ve  their  technologies  and  internal 
Jtions,  and  continue  their  dialogue 
their  customers." 

spite  anticipating  moderate  growth 
in  the  CRM  and  customer  services 
ets  until  2005,  market  analyst  IDC 
asts  that  the  combined  worldwide 


growth  from  the  two  sectors  will  reach 
US$101  billion  in  2007,  while  a  combined 
growth  rate  of  the  two  markets  represents 
a  compound  annual  growth  rate  of  1 1 .3%. 

The  reason  companies  continue  to 
invest  in  software  designed  to  create  and 
increase  customer  loyalty  is  simple:  Loyal 
customers  are  a  business  organization's 
best  customers.  The  Aberdeen  Group 
notes  in  its  recent  report.  Does  CRM 
Work?  Compelling  Evidence  From  the 
Siebel  Customer  Base,  that  an  over- 
whelming majority  of  businesses  utilizing 
CRM  products  say  the  technology  has 
yielded  demonstrable  benefits  and  pro- 
duced notable  investment  returns  for 
them,  including  creating  loyal  customers: 

"Customer  satisfaction  and  customer 
retention  have  significant  impacts  on  the 
bottom  line,  as  do  revenue  increases  for 
reasons  that  are  more  obvious.  The  busi- 
ness literature  has  provided  examples  of 
how  improved  customer  satisfaction  leads 
to  better  customer  retention  and,  ultimately 
bottom-line  results.  For  example,  a  10% 
improvement  in  customer  retention  and 
increased  revenues  and  a  14%  increase  in 
customer  satisfaction,  though  small,  can 
provide  all  the  justification  any  company 
needs  to  implement  a  CRM  system." 

mySAP  CRM  Gives  Companies 
Connected  View  of  Customers 

The  pressures  of  an  uncertain  economy,  a 
tightly  competitive  marketplace  and 
increased  customer  demand  have  many 
company  decision  makers  rethinking  how 
they  structure  and  manage  their  business- 
es. There  is  high  pressure  to  align  infor- 
mation from  a  variety  of  IT  systems  and 
data  sources,  effectively  manage  invento- 
ry and  deliveries,  satisfy  customers  and 
enhance  the  value  of  customer  relation- 
ships. This  requires  enterprisewide  access 
to  accurate  information  on  customers. 


Find  out  how 
Mitsubishi 
achieved  these 
results. 


On  our  Web  site,  you'll  find 
detailed  case  studies  as 
well  as  Siebel's  CRM  Best 
Practice  brochure.  It  spells 
out  how  our  proven  industry 
best  practices  can  help 
your  company  achieve  business 
success  while  improving 
customer  satisfaction. 

siebel.com/results 
or  call  1-800-356-3321. 
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production  and  distribu- 
tion, and  a  customer- 
care   concept   tliat 
integrates  disparate 
touch  points,  raises 
the  quality  of  customer 
interactions  and  focus- 
es industry-specific  busi 
ness  processes  across  the 
enterprise  around  customer  needs. 

More  than  2,000  market-leading  compa- 
nies around  the  globe  have  chosen  mySAP 
Customer  Relationship  Management 
(mySAP  CRM)  as  their  software  solution  to 
constantly  improve  customer  sales  and 
service,  collaborate  w/ith  strategic  partners 
and  reduce  product  development  cycles  in 
order  to  increase  market  share. 

"For  SAP  CRM  is  about  giving  compa- 
nies a  connected  view  to  the  customer," 
says  Peter  Zencke,  executive  board 
member  of  SAP  "mySAP  CRM  enables 
end-to-end  visibility  and  the  ability  to  fluidly 
manage  industry-specific  business  process- 
es across  marketing,  sales  and  service  for 
immediate  and  sustainable  competitive 
advantage.  The  bottom  line;  mySAP  CRM 
helps  companies  boost  sales  by  offering 
the  right  product  to  the  right  customer  at 
the  right  place  and  time." 

Driving  key  business  processes 
through  capabilities  such  as  marketing, 
interaction  center,  e-commerce,  field 
applications  and  channel  management, 
mySAP  CRM  is  helping  companies  in  all 
industries  increase  customer  loyalty  and 
master  the  challenges  of  managing 
global  operations,  key  accounts  and 
worldwide  marketing  campaigns. 
mySAP  CRM  features  powerful  analyti- 
cal compon<  ts  lo  help  companies 
clearly  evalui  '• -^t  demand  and 

campaign  results,  oi  ,.■  ■■.<.  ^  '-nore  accu- 
rate, demand-based  prodif  • -^i  -jianning. 

"mySAP  CRM  is  the  or        ^''     •■  .- 


Customer  interaction, 
retention  and  satisfaction  are  no 
longer  solely  functions  of 
marketing,  sales  and  service  teams. 


tion  that  connects  employees,  partners, 
processes  and  technology  within  a 
closed-loop  customer  interaction  cycle 
so  companies  can  convert  potential  cus- 
tomers into  first-time  and  repeat 
buyers,"  says  Zencke.  The  SAP  solution 
delivers  comprehensive  capabilities  for 
marketing  planning  and  campaign  man- 
agement, telemarketing,  lead  genera- 
tion, opportunity  management,  sales 
activity  and  contact  management,  cus- 
tomer segmentation,  product  and  ser- 
vice profiling,  and  collaborative  content 
management.  "mySAP  CRM  provides 
modularly  deployable  solutions  that 
deliver  tangible  return  on  investment," 
Zencke  adds. 

SAP  is  the  world's  leading  provider  of 
business  software  solutions.  More  than 
19,600  companies  in  over  120  countries 
run  more  than  62,000  installations  of 
SAP  software. 

Siebel  Delivers 
Multichannel  eBusiness 
Solution  for  Dow  Chemical 

Dow  Chemical,  a  leading  science  and 
technology  company,  handles  tens  of 
thousands  of  customer  inquiries  a  day 
across  all  channels  —  face  to  face,  tele- 
phone, e-mail  and  the  Web.  Traditionally, 
customer  information  entered  Dow  from 
each  of  these  channels,  yet  the  channels 
remained  independent,  and  customer 
information   was   rarely  consolidated. 


Without  a  comprehensive  view  of  its 
tomers,  the  company  found  it  difficul' 
deliver  consistent  levels  of  service  ci 
identify  opportunities  to  cross-sell  aq 
tional  products  and  services. 

"Our  customer  memory,  or  ability! 
view  a  customer's  interaction  history,  J 
not  nearly  good  enough,"  says  Mack  h\ 
rell,  Global  Director  of  Dow's  Corpor 
Customer  Interface  Initiative.  "We  thou 
we  were  missing  a  lot  of  opportunitief 
build  customer  loyalty  and  grow." 

To  meet  its  need  for  a  solution  t 
would  consolidate  customer  informal 
across  six  global  businesses,  enable  i 
of  the  Web  to  support  customers  i 
employees  24/7,  and  decrease  c 
tomer  support  costs,  Dow  turned 
Siebel  Systems,  a  leading  provide 
eBusiness  applications  softwc 
enabling  corporations  to  sell  to,  mar 
to  and  serve  customers  across  mult 
channels  and  lines  of  business.  D 
worked  closely  with  Siebel  Professic 
Services  and  Accenture,  a  Siebel  Glc 
Strategic  Partner,  to  implement  Sie 
Call  Center,  Siebel  Sales,  Siebel  Ser\ 
and  Siebel  eService. 

For  the  initial  phase  of  the  Sie 
eBusiness  Applications  implementat 
Dow  deployed  Siebel  Call  Center  to  ( 
of  its  technical  support  centers,  follov 
by  deployments  at  additional  contacts 
ters.  According  to  Murrell,  the  succes 
the  call  center  deployments  played  a  pi\^ 
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Identify  and  keep, 

your  most  valuable 

customers^ 
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^ 


SAS^  is  all  you  need  to  know. 

Only  SAS  provides  you  with  a  complete  view  of  your 
customers.  So  you'll  understand  their  needs,  enhance 
their  lifetime  value  and  achieve  greater  competitive 
advantage.  To  find  out  how  leading  companies  are 
reaping  the  rewards  of  SAS  customer  intelligence 
software,  call  1  866  270  5723  or  visit  our  Web  site. 

www.sas.com/customer 
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role  in  the  ultimate  suc- 
cess of  the  eBusiness 
implementation.  "After 
we  had  the  call  cen- 
ters online,  we  went 
to  the  sales  force,"  he 
says.  "They  immediately 
embraced  Siebel  Sales 
because  the  customer  data- 
base was  already  full  of  informa- 
tion from  our  call  center  rollout." 

The  eBusiness  solution  was  ultimately 
deployed  to  some  1,600  users  and  fully 
integrated  with  Dow's  SAP  R/2  back- 
office  system. 

"The  Siebel  eBusiness  solution  has 
not  only  improved  Dow's  relationship 
with  its  customers,  but  the  deployment 
of  Siebel  eBusiness  Applications  has  led 
to  streamlined  communication  channels 
that  allow  employees  to  work  more 
effectively,"  Murrell  says.  "Siebel  Sys- 
tems has  done  what  we  hoped  it  would 
do  —  help  make  Dow  a  more  efficient, 
customer-focused  company." 

1-800-Flowers  Inc. 
Drives  Customer 
Relationships  Using  SAS 

1-800-Fiowers  was  an  Internet  pioneer, 
and  it  has  paid  off  big  time  —  today,  the 
retail  gift  giant  is  a  leading  multichannel 
retailer  serving  more  than  10  million 
customers.  CEO  Jim  McCann  opened 
his  first  retail  store  m  1976  and  suc- 
cessfully built  his  own  chain  of  14 
flower  shops  in  the  New  York  metro- 
politan area.  In  1986,  he  acquired  the  1- 
800-FLO\A/ERS  number  and  continued 


Loyal  customers  are  a 
business  organization's 
best  customers. 


^^  to  grow  his  business 
under  the  1-800-FLOWERS 
name.  The  company  went  online  in 
1992,  opened  a  Web  site  in  1995  and 
has  become  a  dominant  force  in  the  retail 
gift  market,  providing  flowers,  plants, 
home  decor,  gourmet  foods  and  gift  bas- 
kets to  customers  around  the  world, 

"In  the  early  days,  our  success  was 
based  on  operational  excellence,"  says 
Chris  McCann,  the  company's  president. 
"We  offered  convenience,  reliability,  and 
we  were  accessible  24  hours  a  day. 
Nowadays,  everybody's  in  the  ship-to 
business,  everybody's  available  24/7,  so 
the  things  that  were  reasons  for  our  suc- 
cess early  on  have  become  a  commodity. 
In  order  to  retain  our  competitive  advan- 
tage, we  have  to  migrate  toward  becom- 
ing a  customer  intimate  company." 

1-800-FLOWERS  went  public  in  1999 
and  began  to  look  for  ways  to  more  sys- 
tematically manage  its  customer  relation- 
ships across  its  several  brands  and  to  lever- 
age customer  data  by  analyzing  buying 
behavior,  and  making  projections  based  on 
that  information.  The  solution  was  closer  at 
hand  than  top  management  thought. 

"When  we  began  looking  at  software 
to  use  as  our  primary  analytical  tool, 
there  were  a  number  of  providers  out 


there  who  were  more  visible  tha^^ 
but  some  of  our  IT  and  marketing  p 
were  already  using  SAS  tools,"  Mc 
says.  "Every  time  we  would  lo 
something  new,  one  of  them  wouh 
'We  don't  need  it.  SAS  already! 
that.'  Pretty  soon,  we  got  the  ideej 
internal  users  of  SAS  —  the  power 
—  were  very  happy  with  SAS  as  ai 
ware  provider."  ' 

SAS,  the  world's  largest  privatel") 
software  company,  is  the  market  I'i 
in  business  intelligence,  offering; 
ware  and  services  that  span  th| 
data-warehousing  process  and  higii 
analytics.  Software  from  SAS  is  us 
more  than  39,000  businesses,  go 
ment  and  university  sites  aroun 
world.  The  company  has  more  t( 
million  business  users. 

"Our  rationale  for  our  customer 
tionship  management  effort  is  to  bui 
alty,"  McCann  says.  "Cross  sellin 
campaign  management  are  importar 
tures,  but  the  ultimate  goal  is  to  mak( 
that  when  a  customer  wants  to  buy, 
she  wants  to  buy  from  us  and  canr 
captured  by  a  competitor's  marketir 
build  that  kind  of  loyalty,  you  have  to 
your  customers  and  build  a  solid  rel 
ship  with  each  one  of  them." 


Web  Addres 

SAP       www.Sa! 
SAS       www.s'^;  ; 
Siebel   www.sie>:e 


FIMALJY.  BUSINESS 
SOLUTIONS  THAT 

WORK  WITH  EXISTING 
TECHNOLOGIES 
AND  NONEXISTENT 
BUDGETS. 


You  need  to  get  more  out  of  what  you  have.  We  have  just  the  thing:  solutions  based  on  our  open 
technology  platform,  SAP  NetWeaver."  Because  it's  preconfigured  to  work  with  your  current  IT  investments  - 
and  it's  fully  operable  with  .NET  and  J2EE  -  SAP  NetWeaver  reduces  the  need  for  custom  integration.  That  lowers 
your  total  cost  of  ownership  for  your  entire  IT  landscape  and  gets  you  quicker  ROI.  Everythmg  a  CIO  wants  (and  a 
CFO  didn't  think  was  possible).  Visit  sap.com/netweaver  or  call  800  880  1727  for  details. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 


S2003  SAP  AG.  SAP  and  the  SAP  logo  are  registered  trademarks  of  SAP  AG  in  Germany  and  several  other  countries.  Other  product  or  service  names  mentioned  lierein  are  tlie  Irademariis  of  their  respective  owners 
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Rates  are  still  near  alltime  lows.  But  winning  th 
ref  i  game  is  trickier  than  it  seems.  ^  By  Ira  Carnaha 


You've  refinanced  your  mortgage  twice  just  in  the  last  year.  You  |  jfl^ 
know  all  the  angles,  right?  Don't  be  so  sure.  Americans  took  out  [ 
$2.5  trillion  in  mortgages  in  2002,  but  many  didn't  get  as  good 
a  deal  as  they  might  have.  Here  are  some  tips. 


ASK  FOR  A  RATE  MODIFICATION. 

You  may  be  able  to  get  much  of  the  savings  of  a  refinancing  with  much  less  cost  and 
hassle.  How?  By  caOing  your  lender  and  asking  for  a  rate  modification.  You  pay  a  one- 
time fee  (perhaps  $500  to  $1,500)  and  get  a  rate  reduction.  If  rates  have  fallen  two 
percentage  points,  you  might  get  your  rate  shaved  by  one  to  two  points.  Only  some 
lenders  will  play  ball.  The  ones  that  do  figure  that  if  they  offer  you  nothing  you'll  just 
refinance  elsewhere  and  they  will  lose  the  servicing  fees  for  handling  your  mortgage 
payments.  On  the  other  hand,  they  are  in  a  position  to  extract  pretty  good  terms;  they 
know  that  if  you  go  elsewhere  you  wiU  get  hit  with  hefty  closing  costs.  Your  chances  are 
best  if  the  same  bank  that  -^rieinated  your  loan  still  both  owns  and  services  it. 


I 


DON'T  CLOSE  ON  A  FRIDAY. 

For  the  period  of  a  business  day  or  t 
that  funds  are  in  transit,  you  may  have 
pay  interest  on  the  same  money  to  b( 
the  old  and  the  new  lender.  Minimize  i   ^ 
damage,  says  mortgage  guru  and  retii   / 


Wharton  School  finance  professor  ]c 
M.  Guttentag,  by  not  settling  right  befi 
a  weekend  or  hoUday. 


\ 


""3?IE  IN  TAX  DEDUCTIONS. 

vch  refinancing  you  cough  up  a  lump  sum  (typically  0.5  to  1.5  points,  plus  appraisal,  title  insi 

nee,  etc.)  in  return  for  a  lowering  of  your  recurring  costs  (monthly  interest).  When  you  ; 

•veighin^r  costs  against  benefit,  be  mindful  of  the  tax  laws.  Mortgage  interest  is  deductible,  S( 

'^  •  ving  will  be  worth  only  $55  aftertax  if  you  are  in  a  combined  state  and  fede 

he  lump-sum  payment,  on  the  other  hand,  is  mostly  nondeductible.  Make 

■  -.  ;-•,■,;  •••..  L';  .,•  aftertax  basis. 

Appraisal  and  application  fees  and  tide  insurance  are  never  deductible.  Points  on  the  origii 
mot-^agc  can  be  deducted  in  fijll  when  you  take  the  loan  out;  points  on  a  refi  must  be  proral 
over  °  ';>  ..  th:  loan.  If  you  are  refinancing  a  refi,  however,  you  can  deduct  the  unused  balai 
of  the         :  1.  ri'b  p(.  .  .   when  you  do  the  second  refi. 

It        .  <>.;r  pli<>       Use  the  refi  calculators  at  Guttentag's  Web  site,  www.mtgprofessor.cor 
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MSIDER  AN  ARM. 

ustable-rate  mortgages  have  lower 
rest  rates.  Why  are  homeowners  skep- 
I  ot  them?  Because  they  sound  scary. 
h  an  ARM  the  borrower,  not  the 
ler,  shoulders  the  risk  that  inflation 
1  thus,  interest  rates)  will  kick  up.  But 
risk  is  not  as  great  as  it  seems:  If  inter- 
ates  shoot  up,  inflation  should  drive 
our  salary,  too. 

rhe  average  life  of  a  mortgage  is  just 
i  to  five  years,  estimates  Douglas  Dun- 
chief  economist  at  the  Mortgage 
<ers  Association  of  America.  Yet  83%  of 
owers  take  loans  that  guarantee  a  fixed 
for  15  years  or  more.  This  long-term 
ection  isn't  free.  You  might  be  better  off 
out  it,  unless  you  absolutely  can't  han- 
dgher  payments  in  the  future. 

PECT  YOUR  INDEX. 

•u  get  an  adjustable,  pay  attention  to 
t  drives  the  adjustment.  The  1  Ith  Dis- 
Cost  of  Funds  Index  and  one-year 
sury  are  common  indexes  used.  The 
ler  is  more  stable,  so  if  rates  rise — 
the  loans  adjust  at  the  same  fre- 
icy — you  won't  feel  the  pain  as 
kly.  And  if  rates  fall  and  your  ARM  is 
to  come  down?  You  can  refinance. 


PUT  DOWN  MORE. 

If  you've  got  the  cash,  consider 
putting  down  more  than  the 
minimum — it  may  get  you  a 
lower  cost.  Recently  at  E-Loan 
(www.eloan.com),  a  New  York 
home  owner  putting  down  20% 
and  borrowing  $400,000  on  a  30- 
year  fixed  was  offered  a  rate  of 
5.25%,  with  2.5  points,  for  a  cost 
of  $10,000.  With  30%  down,  the 
cost  of  the  points  dropped  by 
$1,150. 

You  can  also  keep  costs  down 
by  avoiding  a  cash-out  refinance. 
These  tend  to  cost  more  because 
lenders  consider  folks  pulling 
cash  out  of  their  homes  a  higher 
risk  and  because  states  and  local- 
ities may  assess  a  mortgage  tax  on  cash  that's  taken  out.  In  New  York  on  a  $400,000  refi, 
E-Loan  charges  about  $1,000  more  if  you  take  cash  out.  And  you'll  pay  $5  to  $7.50  in 
state  tax— and  a  total  of  $17.50  to  $18.75  in  New  York  City— for  every  $1,000  that  goes 
into  your  pocket. 


LOOK  FOR  OTHER  COLLATERAL. 

Brokers  like  Merrill  Lynch  offer  home  mortgages  in  which  you  get  100%  financing  and 
put  up  other  collateral — namely,  securities  in  your  brokerage  account — to  protect  the 
lender  against  a  default.  This  could  make  sense  if  the  only  way  to  scare  up  your  20% 
down  payment  on  a  conventional  mortgage  would  be  to  sell  appreciated  securities  and 
incur  a  capital  gains  tax. 

A  couple  of  cautions.  First,  there  might  be  another  way  to  avoid  the  tax  bill — 
maybe  you  have  some  loser  stocks  as  well  (who  doesn't,  these  days?)  and  you  could  sell 
them  to  offset  the  gains  on  the  winners.  Second,  you  need  a  lot  of  collateral  to  go  this 
route.  Merrill  typically  requires  39%  of 
the  mortgage  to  start;  if  you  drop  below 
33%,  you'll  get  a  margin  call  and  have  to 
put  up  more  securities. 

For  a  $300,000  30-year  fixed-rate 
mortgage  in  Maryland,  protected  with 
$1 17,000  of  stocks  and  bonds,  Merrill 
recently  charged  5.69%.  Closing  costs  are 
similar  to  those  on  a  traditional  bank 
mortgage. 


AMORTIZE. 

The  standard  in  American  banking  is  the  amortizing  mortgage — after  30  years  of  level 
payments,  it's  paid  off.  Now  drawing  attention  are  interest-only  mortgages,  which  offer 
low  payments  for  several  years,  after  which  the  monthly  payment  shoots  up  and  the 
principal  begins  to  be  paid  off.  The  idea  isn't  exactly  new;  during  the  1920s  many  home- 
owners took  Lnterest-only  loans  that  never  amortized.  "Borrowers  typically  refinanced  at 
term,  which  worked  fine  so  long  as  the  house  didn't  lose  value  and  the  borrower  didn't 
lose  his  job,"  Guttentag  observes.  "But  the  Depression  caused  a  large  proportion  of  these 
loans  to  go  into  foreclosure.'  Also,  expect  to  pay  above-normal  interest  rates  on  these 
loans,  because  delayed  amortization  exposes  lenders  to  higher  risk.  F 
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The  Shelter  Shehei 

Get  the  most  out  of  the  tax  subsidies  for  owning  a  home. 

He  By  Ashlea  Ebelir 


It's  scandalous  how  rich  are  the  tax 
breaks  thrown  at  homeowners.  They 
don't  have  to  include  in  income  the 
rental  value  of  their  property — their 
dividends,  if  you  will,  from  owning — 
and  capital  gains  are  pretty  much 
exempt,  too.  Instead  of  writing  to  your 
congressman  to  complain,  however,  we 
recommend  that  you  milk  these  tax 
giveaways  for  all  they're  worth.  Here  are 
some  subtleties  relating  to  the  capital 
gains  exemption. 

The  basic  rule:  Gains  from  the  sale  of 
your  principal  residence — up  to  $250,000 
for  an  individual  and  $500,000  for  a  cou- 
ple— are  tax  free  as  long  as  you  have  Uved 
in  the  house  for  two  of  the  five  years 
before  the  sale.  Six  years  after  this  freebie 
was  added  to  the  tax  code,  the  Internal 
Revenue  Service  is  still  tinkering  with  the 
details.  In  December  it  issued  temporary 
rules  covering  when  you  can  get  a  partial 
exclusion  if  you  haven't  lived  in  your 
home  two  years  and  final  rules  on  other 
issues. 


HOME  OFFICE  VICTORY 

The  IRS'  final  rules,  unlike  a  preliminary 
2000  version,  allow  you  to  escape  tax  on 
capital  gains  attributable  to  the  part  of 
your  home  you  use  as  an  office.  However, 
you  still  have  to  pay  tax — at  a  25%  rate — 
on  any  gain  attributable  to  depreciation 
you  claimed  after  May  6,  1997  on  the 
home  office  portion  of  your  house.  Also, 
to  be  eligible  for  the  principal-residence 
exclusion  your  home  office  has  to  be 
attached  to  your  dwelling  unit;  it  can't  be 
a  detached  garage  or  barn.  You  can  apply 
for  a  refund  if  if  the  new  rules  make  you 
eligible  for  a  break  you  didn't  claim. 


SUBDIVISION  DELIGHT 

Do  you  have  a  house  and  an  open  lot  next 
door  that  you've  used  as  part  of  your  yard? 
According  to  the  new  rules,  if  you  sell  the 
extra  lot  within  two  years  before  or  after 
you  sell  your  home,  you  can  treat  the  land 
sale  as  part  of  the  home  sale  and  exclude 
its  gains,  too,  up  to  a  combined  maximum 
of  $500,000  per  couple. 


RELIEF  FOR  SHORT-TERMERS 

The  law  says  you  can  claim  a  pro  rata  share  of  the  $250,000/$500,000  capital  gains 
exclusion  if  you  sell  a  home  you've  lived  in  for  less  than  two  years  for  reasons  of 
health,  a  change  in  place  of  employment  or  "unforeseen  circumstances."  After  one 
year,  for  example,  a  single  taxpayer  could  claim  a  $125,000  exclusion  and  a  couple, 
$250,000.  What's  an  acceptable  "unforeseen  circumstance"?  In  die  proposed  rules, 
the  IRS  put  deatii,  divorce,  job  loss  and  multiple  births  on  the  list,  but  rejected  pleas 

that  it  include  bankruptcy 

-|-BE^-'  j^sX  or  imprisonment.  The  IRS 

J^^  lZy\    ^   i^jk""''^'^^  ^'^°  expanded  the  health 

~  category  to  include  moves 

you  make  to  take  care  of  a 
sick  family  member.  As 
with  the  home  office,  you 
can  apply  for  a  refund — 
you  have  three  years  after 
filing  a  return  to  amend  it. 
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DEADLINES  FOR  WIDOWS 

If  you've  been  recently  widowed  and 
want  to  sell  your  home,  how  long  do 
have  to  claim  the  full  $500,000  g; 
exemption  for  a  couple?  Only  until 
end  of  the  calendar  year  in  which  y 
spouse  died,  the  IRS  decided.  Another 
can  soften  the  blow:  If  a  couple  owi- 
house  jointly,  the  survivor  inherits 
deceased's  half  with  a  step-up  to  the  n 
ket  value  at  the  date  of  death.  In  the  i 
states  with  community  property  h 
including  California  and  Texas,  the  wl 
house  gets  stepped  up,  so  there  is  no  | 
if  the  house  is  sold  immediately. 

MULTIPLE  HOME  GAINS 

You  can  claim  the  $500,000  exclusioi 
often  as  every  two  years,  and  even  if 
claimed  the  pre- 1997  one-time  $125, 
capital  gains  exclusion  for  those  agt 
and  over.  (Note:  That  old  provis 
allowing  rollover  of  gains  is  gone.) 
you  own  a  rental  home  that  you  fi 
depreciated  before  May  1997.  Sell  y 
primary  home,  claim  the  $500,000  ex 
sion  and  then  move  into  the  rental  pr 
erty.  After  two  years  you  can  sell  it ; 
exclude  another  $500,000  in  gain,  w 
out  depreciation  recapture. 


MARKETS  SHIFT 
ODRVALUES  HAVEM'7; 


No  matter  how  the  market 
performs.  Mutual  Series  portfolio 
managers  always  follow  a  time- 
tested,  value-driven  approach 
to  investing.  First,  we  dig  deep 
to  find  securities  others  have 
overlooked.  Next,  we  intensely 
scrutinize  each  company,  learn- 
ing all  we  can  about  what  con 
be  done  to  improve  its  earnings. 
Finally,  we  stand  prepared  to 


Mutual  Series'  activist  approach  to  value  investing 
has  produced  competitive  performance. 


of  the  Mutual  Discovery  Fund 
has  been  negative,  it  has  gener- 
ally performed  well  over  the 
long  term.  For  example,  the 
fund  received  a  5-Star  Overall 
Morningstar  Rating™  by 
Morningstar,  Inc.,  against  a 
category  of  260  and  203  world 
stock  funds  for  the  3-and  5-year 
periods  respectively,  ended 
3/31/03.'  Of  course,  past 


Mutual  Discovery  Fund  |  Morningstar  Ratings™  3/31/03 


OVERALL 
•  •••• 


THREE  YEAR 
•  •••• 


FIVE  YEAR 
•  •••• 


TEN  YEAR 

N/A 


increase  the  value  of  stocks  we  purchase  by 
getting  actively  involved  in  the  companies  in 
which  we  invest. 

The  result:  Although  the  recent  performance 


performance  does  not  guarantee  future  results. 

To  gain  further  perspective,  mail  in  the  postage- 
paid  card,  call  1-800-FRANKLIN  Ext.  P567  or  visit 
our  website  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PE  RSPECTI VE*  > 

Franklin  Templeton  Distributors,  Inc..  One  Franl<lin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales 
charges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money. 

Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and 
political  uncertainty. 

tSource:  MORNINGSlJil  ®  3/31  /03.  Past  performance  does  not  guarantee  future  results.  For  each  fund  vwtti  at  least  a  three-year  history,  Momingstar  calculates  a  Morningstar 
Rating "  iDased  on  a  Momingstar  Risk-Adjusted  Return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemp- 
tion fees),  placing  more  emphasis  on  downward  vanations  and  rewarding  consistent  performance.  The  top  1 0%  of  funds  in  each  category  receive  5  stars,  the  next  22,5%  receive 
4  stars,  the  next  35%  receive  3  stars,  the  next  22,5%  receive  2  stars  and  the  bottom  1 0%  receive  1  star  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale 
and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  Ttie  Overall  Momingstar  Rating  for  a  fund  is  derived  from  a  weighted-average  of  the 
performance  figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Momingstar  Rating  metrics.  Momingstar  Rating  is  for  Class  A  shares  only;  other  classes  may  have 
different  perfonnance  characteristics,  ®2003  Momingstar,  Inc.  All  Rights  Resen/ed.  Ttie  information  contained  herein  is  proprietary  to  Momingstar  and/or  its  content  providers;  may 
not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely  Neither  Momingstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising 
from  any  use  of  this  infonnation.  For  more  cun^nt  perfonnance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  FOB6/03 


INVESTMENT  GUIDE 


REAL  ESTATE 


A  real  estate  down  cycle  is  no  time  to  be  going  it  alone. 
Consider  a  cheap,  well-managed  REIT  mutual  fund. 

^  By  Stephana  Fitc 


The  foundation  is  sagging  again  on  real  estate  investment 
trusts.  The  National  Association  of  REITs  index  shows  their 
stock  prices  are  up  7%  thus  far  this  year;  just  as  much  as  the  S&P 
500.  But  how  long  can  REIT  stocks'  good  fortune  last?  Projected 
earnings  growth  has  nose-dived  to  4% — half  that  of  the  Stan- 
dard &  Poor's.  The  last  time  REIT  looked  this  problematical 
was  in  1998. 

At  least  back  then  the  prop-  . 

erty  markets  were  sound — rents 
were  rising  for  most  property 
types  and  so  were  values,  thus  the 
selloff  was  unwarranted.  Now 
real  estate  fundamentals  have 
worsened  considerably.  Take  the 
bellwether  office  market.  Reis,  a 
New  York-based  real  estate 
research  firm,  says  office  vacan- 
cies will  rise  to  16.7%  this  year 
(from  16.3%  today),  double  the 
rate  in  2000  when  the  economy 
started  to  fall.  Rents  are  plunging. 

A  good  way  to  weather  real 
estate  cycles  and  invest  for  the 
long  term  is  by  going  into  a 
good  REIT  mutual  fund,  which 
gives  you  diversity  because  it 
owns  a  batch  of  these  shares  {see 
table).  We've  culled  nine  actively 
managed  funds  and  one  index 
fund.  All  have  matched  or 
beaten  the  Nareit  index  in  the 
past  five  years  anJ  score  hi^jli  in  our  Best  Buy  ratings  system, 
which  measures  peribrmance  against  risk  and  expenses. 

A  real  star  is  Fidelity  Investment's  $1.9  billion  Real  Estate 
Investment  Portfolio.  .Mar  >-.r  Steven  Buller  concentrates  on 
just  ten  REIT  stocks,  among  .  ni  two  from  the  industrial  sector, 
which  has  held  up  relatively  v  .11  (11%  vacancy  rate):  Prologis 


Trust  and  Centerpoint  Properties  Trust.  Buller  is  convinced  < 
pickup  in  the  economy  will  be  felt  by  warehouse  and  distril 
tion-center  landlords  a  year  or  two  more  quickly  than  it  will 
by  landlords  downtown. 

But  wait — if  real  estate  really  is  softening,  woudn't  it  m; 
more  sense  to  get  out  of  REITs  altogether?  Banish  the  thoug 
Even  the  unlucky  investors  who  bought  REITs  in  December  1 


Property  Portfolios 

Instead  of  owning  individual  REITs,  go  for  a  collection  of  them  via  a  mutual  fund.  These  RE 
mutual  funds  score  well  in  our  system  that  measures  performance  versus  risk  and  expenstj 


FUND 

TOTAL  RETURN^ 

Assets' 
($mil) 

Average 
expenses 
per  $100 

Minimu 

initial 

investml 

5-year             1-year 
annualized 

American  Century  Real  Estate-lnv 

4.2% 

0.9% 

$177 

$1.20 

$2,50 

CGM  Realty 

3.8 

-74 

332 

1.03 

2,50 

Cohen  &  Steers  Realty  Shares 

3.4 

-4.6 

1,255 

1.08 

10,00 

Columbia  Real  Estate  Equity-Z 

3.5 

-2.9 

773 

0.94 

1,00 

Excelsior  Real  Estate 

4.0 

-3.5 

82 

1.20 

50 

Fidelity  Real  Estate  Investment 

4.7 

-0.2 

1,832 

0.84 

2,50 

PBHG  REIT 

3.5 

-5.7 

84 

1.14 

2,50 

T  Rowe  Price  Real  Estate 

5.1 

-1.1 

146 

1.00 

2,50 

Russell  Real  Estate  Securities-S 

4.5 

-2.4 

656 

1.19 

2,50 

Security  Capital  US  Real  Estate 

5.3 

-6.1 

209 

1.21 

1,00 

Stratton  Monthly  Dividend  REIT 

5.0 

-4.0 

131 

1.03 

2,00 

Vanguard  REIT  Index-lnv 

3.7 

-3.0 

2,162 

0.28 

3,00 

Nareit  Index 

3.5 

-3.5 

— 

— 

- 

'Figures  as  of  Mar.  31.  Sources:  Forbe^Uppen  Mo 

"""^gS,-^«. 

f, 

and  who  then  had  to  endure  the  sector's  subsequent  24-mon  | 
long  bear  market,  with  its  33%  fall  in  prices,  have  ended 
clearing  a  4%  annualized  total  return,  outperforming  the  S I 
500's  0.3%  over  the  same  period.  And  because  REITs  have  hi 
dividend  payouts,  it's  quite  possible  to  make  respectable  mor  [ 
holding  real  estate  during  downturns. 
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AS  THE 


I^MERICAiV 


DREAM 


SO  DO  WE. 


cAi  cA^cA?  (ilk? 


he  American  Dream  is  powerful,  undeniable,  and  most  importantly,  dependable.  As  an  estimated  13  to  1^  million  new 
households  enter  the  market  by  2010,  the  American  Dream  will  be  realized  by  even  more  people. 


♦  ♦♦ 


>r  over  30  years,  we've  been  in  the  American  Dream 
isiness  and  have  helped  put  more  than  49  miillion 
milies  into  homes  of  their  own.  We  revolutionized  the 
idustry  with  business  innovation  and  technology  that 
reamlined  the  process,  msiking  it  possible  for  more 
!ople  than  ever  before  to  qualify  for  a  mortgage.  As  a 
suit,  we've  been  able  to  deliver  a  consistently  strong 
lancial  performance  over  the  last  16  years,  despite  a  wide 


range  of  economic  and  financial  climates.  And  that 
performance  puts  us  among  the  best  of  the  S&P  500 
companies.  We  call  it  disciplined  growth.  We  built  our 
business  on  the  strength  and  stability  of  the  American 
Dream.  As  long  as  hardworking  American  families 
continue  to  dream  of  homes  of  their  own,  we'll  leeep  working 
to  make  it  a  reality.  As  the  American  Dream  grows,  so  do  we'.' 

i^  FannieMae 

www.  fanniernae.  com 


lie  Mae    Ati  rights  reserved.  The  Kousl'  logo  is  a  regisieved  mark  of  Fannie 
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If  you've  got  some  gumption,  access  to  a  Bloomberj 
and  a  big  enough  pot  of  money,  you  don't  need  a  bond  fum 
You  can  buy  your  own  bonds-and  save.  ^  By  Daniel  Krugi 


vIk' 


Stock  trading  in  this  country  is,  for  the  small  investor,  wonder- 
fully transparent  and  efficient.  For  that  we  can  thank  the  Securi- 
ties &  Exchange  Commission,  the  NYSE,  Nasdaq,  Schwab,  E- 
Trade,  big  brokers,  numerous  software  developers  and  the  World 
Wide  Web. 

Bond  trading  is  clunky,  opaque  and  costly.  We're  not  sure 
kwho  is  to  blame. 

Almost  all  bond  trading  takes  place  over  the  counter — that 
is,  not  in  a  unified  auction  market  where  the  best  price  wins. 
Commissions,  which  lake  the  form  of  markups,  are  hidden  from 
the  retail  investor.  Just  finding  the  security  you  want  can  be  a 
huge  chore.  Your  broker  may  tell  you  he  doesn't  have  it  in  inven- 
tory and  can't  be  bothered  io  track  it  down. 

And  yet  it  can  pay  off  -c-  .do  youi  cw\i  bond-buying  rather 
than  let  a  mutual  fund  hand!..  >:•;:  v.ork  for  you.  Funds  cost 
money.  Even  a  cheapskate  Vanguard  bond  fund  runs  up  an 
expense  ratio  of  0.3%.  For  i-  $100,000  investment  held  for  20 
years,  that's  $6,000  out  of  your  pi  ;.,  ■  Miybe  you  should  just 
buy  a  20-year  Treasury  and  hoki  u  .;  --,7. 
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Our  advice:  Being  your  own  fixed-income  manager  c 
make  sense  with  as  little  as  $10,000  to  invest,  if  you  are  buyi 
Treasurys.  These  bonds  are  highly  liquid  and  competitiv<j 
priced;  equally  important,  you  don't  need  any  diversification. 

If  you  are  buying  corporates  or  munis,  you  need  more  li 
$1  million  to  get  started.  Here  you  need  diversification  (at  le; 
a  dozen  different  issuers,  since  any  one  of  them  may  default)  ai 
small  positions  are  cosdy  to  acquire.  The  canniest  bond  buy( 
wUl  maintain  accounts  at  several  firms  so  they  can  comparis' 
shop — and,  with  broker's  bond  inventories  as  disparate 
museums'  art  collections,  get  their  hands  on  as  wide  an  array 
issues  as  possible. 

We  did  some  poking  around,  checking  with  three  Interr 
brokers  and  one  full-service  firm  looking  for  bond  prices  0 
day  in  May  There  is  no  consistent  winner.  Catch  a  bond  desk  • 
a  day  when  it  wants  to  unload  what  you're  in  the  market  for,  a 
you'll  get  a  good  price. 

When  it  came  to  highly  liquid  Treasurys,  fiiU-service  brol 
Smith  Barney  acquitted  itself  well.  Only  Web  broker  Char 


M 

ism 
liieli 


Hiew 


M 


K 


iwab  &  Co.  beat  Smith  Barney  on  a  $200,000  (par)  trade,  and 
a  small  amount.  With  corporates,  however,  we  did  better 
ough  the  Internet.  Schwab  offered  the  best  quote  for  $50,000 
the  l.P.  Morgan  Chase  5.75s  of  2013.  E-Trade  beat  Schwab  on 
ne*  Hewlett-Packard  bonds. 


Prices  of  tax-exempt  bonds  are  all  over 
the  lot,  and  the  New  Jersey  tobacco  tort 
revenue  bonds  were  no  exception.  E-Trade 
was  willing  to  let  go  of  a  $25,000  (par) 
block  for  $22,092,  while  Charles  Schwab 
priced  the  same  bonds  $900  higher. 

We  were  not  always  able  to  get  quotes 
for  bonds  in  the  sizes  we  were  looking  for. 
Trying  to  price  a  $25,000  flyer  on  prere- 
funded  Foothill/Eastern  Corridor  (Calif) 
Tollroad  bonds  recommended  by  colum- 
nist James  Grant  (FORBES,  Apr.  14)  got  us 
nowhere.  Fidelity,  for  instance,  suggested  if 
we  upped  our  search  to  a  $50,000  block, 
the  firm  might  be  able  to  find  some.  Same 
for  the  New  Jersey  tobacco  bonds. 

Is  hunting  down  bonds  worth  the 
effort?  We  have  a  formula  to  help  you 
answer  that  question.  You  translate  your 
transaction  cost  of  acquiring  the  bond  into 
basis  points — hundredths  of  a  percentage 
point  of  yield — and  compare  that  to  the 
expense  ratio  of  the  relevant  bond  fund. 

To  calculate  the  transaction  cost,  get 
ft-om  your  broker  or  a  Bloomberg  terminal 
the  institutional  bid  and  ask  price  of  the 
bond  you  are  buying.  Assume  that  the 
midpoint  of  these  numbers  represents  the 
intrinsic  value  of  the  bond.  Subtract  the 
intrinsic  value  from  your  price  to  get  the 
one-way  transaction  cost.  Say  it's  $300  on 
a  $100,000  (par)  transaction.  That  would 
be  0.3%.  Now  divide  by  the  duration  of 
the  bond — a  measure  (also  available  on 
Bloomberg)  related  to  the  years  left  to 
maturity.  A  bond  due  in  2018  might  have  a  duration  of  ten 
years.  Divide  ten  into  the  0.3%  to  arrive  at  3  basis  points  of  yield. 
That's  the  annual  return  you  lose  by  doing  this  transaction. 
Does  it  beat  the  cost  of  owning  a  fund?  Sure  does.  As  noted,  even 
an  efficient  Vanguard  fund  costs  30  basis  points  or  so.  F 


You  Better  Shop  Around 

The  wide  range  of  bond  prices  makes  going  to  different  brokers  a  must,  as  this  sampling  shows.  It  ain't  like  the  stock  market. 


Coupon  Yield'  Maturity 


'On  best  offer.  Source:  Dealers. 


Charles 
Schwab 


Hewlett-Packard 

6.50% 

4.56% 

7/1/12 

$50,000 

$59,375 

JR.  Morgan  Chase 

5.75 

4.64 

1/2/13 

50,000 

54,244 

New  Jersey  Tobacco 

5.00 

8.60  • 

6/1/13 

25,000 

22,984 

U.S.  Treasurys 

7.13 

4.40 

2/15/23 

200,000 

266,240 

DEALER  PRICE 


$59,016 


54,244 

54,338 

$54,411 

$54,590 

22,984 

22,092 

266,240 

266,756 

266,724 

266,318 
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Airport  Muni 

Airlines  are  in  a  tailspin,  yet  some  airport  bonds  are  solid 
credits.  Here's  how  to  shop  for  this  kind  of  tax-exempt  paper. 

^  By  Ghana  R.  Schoenbergi 

As  airlines  file  for  bankruptcy  protection  and  passengers  stay  at  yield.  All  told,  a  long-term,  AMT-prone,  insured  airport  boi 

home,  the  battered  travel  sector  looks  like  a  bad  place  to  put  should  have  a  yield  approaching  5%.  For  a  high-bracket  ta 

your  money  But  smart  investors  can  cash  in  on  the  market's  fear  payer,  that's  equivalent  to  better  than  8%  on  a  corporate  bond 
of  flying  by  acquiring  airport  municipal  bonds.  The  issuer  is  either  the  municipality  or  the  local  agency  th 

Air  travel  dropped  5%  in  2002  and  7%  in  2001,  falling  vie-  runs  the  airports.  The  airlines  rent  gates  and  terminal  space  fi-o: 

tim  to  terrorism,  the  skidding  economy  and  war  fears.  Airline  the  airport  authority,  but  these  fees  contribute  only  part  of  tl 

stocks  show  the  scars,  with  the  Amex  Airline  Index  faUing  63%  revenue  that  backs  the  bonds,  some  40%  to  60%.  Money  at  tl 

since  Sept.  11,  2001.  But  with  airport  bonds,  investors  should  country's  400  more  important  airports  also  comes  in  from  foe 

look  past  the  well-publicized  woes  of  individual  airlines,  like  concessions,  parking  fees  and  rental  car  operations,  in  addition 


UAL's  United  Airhnes,  which  filed  for  bankruptcy  protection  in 
December  2002,  or  US  Airways,  which  emerged  fi-om  Chapter  1 1 
in  March.  Airport  bonds  are 
tied  to  all  the  revenue  an  air- 
port brings  in,  so  their  health 
depends  only  partially  on  the 
main  airline  using  the  airport 
as  a  hub.  And  even  if  the  hub 
airline  stops  flying,  which 
none  have  done  in  the  latest 
round  of  bankruptcies,  air- 
port bonds  are  nearly  all 
insured. 

In  the  past  decade  $75 
billion  of  airport  bonds  have 
been  issued.  In  2002,  airport 
munis  accounted  for  $10  bil- 
lion of  the  $355  billion  in 
new  muni  issues.  Airport 
bonds  have  yields  ranging 
between  5  and  1 5  basis  points 
(hundredths  of  a  percentage 
point)  above  those  on  general 
obligation  munis.  The  air- 
port bonds  that  are  subject  to 
the  alternative  mitvtmvun  >,>x 
can  yield  an  extra  u,  i;- 
points  or  so  to  make  up  -' 
that  failing.  If  you  happei, 
not  to  be  paying  AMT,  you 
can    enjoy   the   additional      L 


the  ubiquitous  sales  kiosks  sprinkled  throughout  terminals.  The 
extras  are  key  to  an  airport's  success.  Every  dollar  that  comes  fi-o: 


ii;ne»a.i 


-    1^1 


\A# 


■  S  LONG  AS  FLIERS  ARE  CRAMMING  INTO  COACH  SEATS  AND  SIPPING  $5  LATTES  ON 
THE  CONCOURSE,  THE  AIRPORTS  WILL  REMAIN  IN  BUSINESS. 
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If  we  are  what  we  eat, 
the  future  is  looking  beautiful. 


^ 


I 


m^ 


4 


For  100  years,  ADM  has  worked  with  innovative  food  companies  and  the  American  farmer 

find  ndtural  ingredients  that  boost  taste  and  improve  health.  Right  now,  ADM  is  providing  heart-healthy 

Iti^atives  with  foods  from  soy.  And  on  the  horizon  are  vegetable  oils  that  help  you  curb  fat  and  lose  weight. 

Soon,  a  sensible  diet  will  be  something  we  can  all  live  with,  in  more  ways  than  one 

Nature  has  answers.  Is  anyone  listening? 

Yes. 


ADM 

THE  NATURE  OF  WHAT'S  TO  COME"- 


LtiM 
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Starbucks  is  a  dollar  that  doesn't 
have  to  come  from  the  airlines, 
which  pay  5%  of  their  expenses  in 
airport  fees.  "The  more  revenues 
they  can  generate  from  nonairline 
charges,  the  more  favorable  it  would 
be  for  a  new  airline  to  come  in"  if 
the  hub  carrier  left  or  shut  down, 
says  Peter  Stetder,  a  director  in  pub- 
lic finance  at  Fitch  Ratings. 

Choosing  an  airport  as  an 
investment  is  similar  in  some  ways 
to  picking  a  vacation  spot.  If  it's  a 
place  you  would  want  to  visit,  the 
city  likely  has  a  large  enough  origin 
and  destination  (O&D)  market,  a 
measurement  of  the  number  of 
people  who  fly  to  and  from  a  par- 
ticular place  regardless  of  hub-air- 
line connections.  Most  big  cities  are 
O&D  markets,  including  Boston, 
New  York  and  Los  Angeles,  one  of 
the  the  top-rated  airports,  with  an 

AA  credit  rating.  If  traffic  is  mainly  connecting,  the  airport  could 
run  into  trouble  if  the  main  carriers  see  their  demand  drop  off. 
"In  general,  the  success  of  a  major  hub  is  the  size  of  its  O&D 
market,  and  the  health  of  the  particular  airhne,"  says  Kevin  Car- 
ney, lead  airport  analyst  at  Moody's. 

At  the  27  or  so  airports  considered  hubs  of  one  carrier,  the 
airport's  own  bonds  take  on  more  of  the  characteristics  of  air- 
line corporate  bonds  than  munis.  The  fear  is  that  an  insolvent 
hub  carrier  will  put  the  airport  out  of  business.  "If  the  hubbing 


Airport  Bonds  That  Analysts  Love 

These  airports  have  better  credit  ratings  for  thetr  bonds  than  most  airlines  that  fly 
in  and  out  of  them.  If  you  pay  the  alternative  minimum  tax,  watch  their  tax  status. 


Issuer/maturity 

Houston  Airport  System 

Port  of  Portland  (Ore) 

Chicago  Midway  Airport 

Port  of  Seattle 

Port  Authority  of  NY  &  N  J 

Los  Angeles  Dept  of  Airports 

Minneapolis-St  Paul  Metro  Airports 

Oklahoma  City  Airport  Trust 

Clark  County  (Nev) 

Atlanta  Airport  Facilities 


Yield^ 


4.4% 


4.2% 


Subject  to  AMT 
Not  subject  to  AMT 
Some  bonds  subject  to  A( 


'Yield  to  maturity  or  if  lower,  yield  to  worst  call.  Sources:  Bloomberg  Capital  Markets;  Standard  &  Poor's 


X^ 


costs  of  runnmg  the  airport  and  servicing  the  debt,  minus  t 
revenues  from  other  fees  like  parking  and  concessions.  That'; 
better  deal  for  the  bondholder — unless  the  airlines  in  questii 
are  so  shaky  that  their  guarantees  are  worthless. 

For  the  portion  of  the  fees  that  come  from  airlines,  the  aj 
ports,  in  the  past,  signed  long-term  agreements  guaranteeing  el 
elusive  use  of  their  gates.  These  ironclad  arrangements  left  the  aJ 
port  with  littie  flexibility  if  an  airline  cut  flights,  dropped  servil 
standards  or  ended  up  under  the  protection  of  a  bankruptcy  judjl 
operations  ended,  you'd  have  to  take  a  look  at  how  Ukely  other  Many  airports  have  switched  to  preferential-use  agreements,  whil 
carriers  would  be  to  come  m  and  serve  die  O&D  market,  or  turn  allow  the  airport  to  yank  back  gate  assignments  if  an  airline  doesil 
It  into  a  new  hub,"  says  Stettler.  Before  US  Airways  emerged  ;  land  enough  flights  or  fails  to  live  up  to  other  commitments.  B(| 
from  bankruptcy  court,  the  airUne  said  it  was  renegotiating  its      ter  yet  for  investors  are  common-use  agreements.  These  let  an  a  | 


leases  with  the  newly  renovated  Pittsburgh  airport,  where  it  has 
hub  operations,  controlling  83%  of  passenger  boardings.  Fitch 
Ratings  has  downgraded  the  Pittsburgh  bonds  from  A-  to  BBB. 
A  hub  airline  with  stable 
finances,  however,  can 
help  hold  up  an  airport 
muni.  Atlanta,   where 
Delta  has  71%  of  de- 
parting passengers,  h 
rated  A+,  and  Minntv 
polls,  where  Ncrthv»fst 
holds  a  near-moiopoly,  has  a:i  AA-  ratnig. 

A  good  airport  has  its  bonds  well  covered 
1 25%  to  1 50%  of  expenses  plus  debt  service.  And  how  obligated 
are  the  airlines  to  keep  chipping  in-  One  kind  of  agreement,  in 
place  at  airports  ll.-c  T.os  Angel-s  i  '  !^,,ston's  Logan,  assigns 
each  airline  a  fixed  rental.  The  uih.;  a;  i ai^i^cnient,  in  place  in 
airports  like  Chicago's  Ohiaie.  obligates  airlines  to  pay  all  the 


Airline  fees  are  only  part 

of  the  revenue  stream.  Extras, 

like  from  Starbucks,  are  key. 


-revenues  are 


port  give  gates  to  the  best-performing  airlines. 

The  airlines  themselves  tend  to  be  junk  credits,  Southw<| 

being  a  conspicuous  exception.  How  is  it  that  airport  bonds  usl 

ally  get  A  ratings,  without  even  takil 

the  bond  insurance  into  consideratiol 

One  reason  is  that  most  airports  c 

survive  the  bankruptcy  of  any  one  a 

line.  Another  is  that  despite  all  t 

financial  turmoil  in  the  industry,  a  I 

port  bonds  have  a  default  rate  amo  | 

the  lowest  for  tax-exempt  reven 

bonds.  Most  of  the  bonds  are  backed  by  insurance  from  Amb;  | 

MBIA  or  other  AAA  guarantors.  A  lot  would  have  to  go  wrong  I 

one  of  these  bonds  to  default. 

Still  worried?  Put  the  risk  in  context.  Your  muni  portfoll 

may  already  have  paper  from  a  banana  republic  like  New  Yo  I 

or  California.  A  Minneapolis  airport  bond  would  be  a  stf 

up  in  quality. 
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\/l'arket  uncertainty. 

.ow  consumer  confidence. 

Even  in  this  environment,  Lincoln  can 
lelp  you  find  new  opportunities. 


MUTUAL 

FUNDS 

LIFE   INSURANCE 

RETIREMENT  PLANS 

COLLEGE 

SAVINGS   PLANS 

MANAGED   ACCOUNTS 
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Despite  today's  uncertainties,  there's  never  been  a  better  time 
to  reevaluate  your  financial  plan  with  an  eye  toward  balance  and 
diversification.  In  that  regard,  you'll  find  few  resources  better  than 
Lincoln's  extensive  range  of  financial  solutions— from  life  insurance 
to  managed  accounts—to  give  you  a  potential  hedge  against  an 
otherwise  unpredictable  world.  For  more  information,  see  your 
financial  advisor,  or  call  1  -877-ASK  LINCOLN  or  visit  LFG.com/prepare. 
Ckivr  solutions  in  a  complex  world® 

n  Lincoln 

Financial  Group 
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lai  Groiip  15  tho  marketing  name  for  lincoln  i'Jationa!  Corpoiation  and  its  affiliates.  L- 
'■(■■estment  management  services  otfere'j  through  Delaware  Capital  Management, 
j:ed  through  Lincoln  Financial  Distributors,  Inc.,  a  broker/dealer  and  (uleniber 
I'oi  i|'jci'.-jnieed  by  any  federal  government  aoency.  Not  guaranteed  by  any  bank  or  savings 
'3303-0175 


ALLOW  US  TO  SPEND  A  FEW 

We  found  ways  for  automakers  to  reduce  new  vehicle  delivery  tii 

,    dealerships  by  up  to  30  percent.  We  reduced  customs  complexity  to  r 

the  U.  S.  import  of  beer  from  Mexico.  And  we  helped  shippers  dev«. 

LETS  START  WITHI 
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:S  ON  OUR  LEGENDARY  PAST. 

efficient  method  to  expedite  fresh  fruit  from  California  to  New  York, 
hat  you  might  expect  from  a  railroad,  but  all  in  a  day's  work  for  the 
nd  women  who  continue  the  innovations  that  began  back  in  the  1860s. 
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STOCKS  AND  BONDS 


Pension  Pan^ 

Some  big  companies  are  in  for  an  earnings  jolt  when TRey 
own  up  to  the  reality  of  rotten  pension  fund  performance. 

^  By  Elizabeth  MacDonal 


War,  stalled  tax  cuts  and  corporate  scandals  have  driven  the 
markets  crazy.  But  there's  another,  very  overlooked  problem 
with  certain  large-company  shares:  pensions.  Some  big  com- 
panies have  been  inflating  their  earnings  by  making  unrealis- 
tic assumptions  about  returns  on  their  pension  funds.  When 
realism  returns,  reported  earnings  will  weaken.  Shares  of 
Northrop  Grumman,  Weyerhaeuser  and  NCR  are  particularly 
vulnerable. 

In  the  best  of  worlds,  pension  accounting  is  a 
messy  business.  It  involves  complex  actuarial  calcula- 
tions and  some  arbitrary  assumptions,  such  as  what  a 
pension  portfolio  can  earn  over  time.  Ominously  for 
corporations  with  large  retired  work  forces  and  tradi- 
tional benefit  plans,  the  chairman  of  the  Financial 
Accounting  Standards  Board  (fasb),  which  sets  the 
rules,  personally  wants  to  junk  the  entire  pension 
accounting  system  within  a  few  years.  FASB  Chairman 
Robert  Herz  seeks  to  end  the  flawed  accounting  prac- 
tice that  lets  companies  inflate  their  profits  during  a 
bear  market  with  rosy  expected  return  rates  on  pen- 
sion assets,  rates  that  date  back  to  the  bubble  years. 
Instead,  Herz  wants  companies  to  report  only  what 
their  pensions  actually  earned. 

By  reporting  only  what  they  actually  earned, 
instead  of  the  expected-return  figure,  big  companies 
would  see  a  drastic  difference  in  the  bottom  line. 
David  Zion,  an  accounting  analyst  at  Credit  Suisse 
First  Boston,  says  a  switch  to  actual  returns  would 
have  taken  collective  S&P  500  income  from  continu- 
ing operations  (which  he  defines  as  net  income 
before  extraordinary  items,  discontinued  operations 
and  accounting  changes)  down  from  $219  billion  to 
$68  billion  in  2001.  Profits  would  have  turned  into 
losses  at  41  companies,  Zion  says.  While  he  hasn't 
calculated  the  effect  yet  for.2002,  Zion  expects  the 
result  to  be  just  as  bad. 

How  is  it  that  companies  are  using  assumptions 
about  returns  r  ■'!•  ;  o  oversimplify  a  bit,  let's  assume 
a  hypothetical  c  ,  >.■:;  wi-.h  oily  one  employee.  To 
date,  the  worker  hus  e  irned  a  retire.i.cnt  benefit  that 


could  be  ftinded  with  $300,000  in  cash  11.5  years  hence.  l\ 
company  calculates  that  $100,000  in  the  bank  today  shoij 
cover  the  liability  and  has  set  that  amount  aside.  To  puf 
another  way:  $100,000  is  the  discounted  present  value  of 
future  $300,000  liability.  The  discount  rate  here  is  10%. 

A  year  goes  by.  The  $300,000  liability  looms  larger  becaJ 
there  is  less  time  remainmg  before  it's  due.  Now  $1 10,000  ouJ 


0 
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3  customers  connect  with  partners. 
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i/'/ebSphere  Business  Integration  is  far  and  away 
Bra.  Open  and  flexible,  WebSphere  lets  you  mo 
Drocesses.  WebSphere  delivers  an  infrastructurj 
demands,  on  demand.  For  an  Integratjon  InfoKitl 


sgrate  aifpmanage  all  of  your  business 
uickly  responds  to  change,  meeting  business 
;e  studies,  visit  lbm.com/websphere/seeit 


3M,  WebSphere,  ttie  e-tHKifiess  logo  ai«e^bosi*i«r«lflKippU  arTregistereds^pW*^  Or  trademarks  of  International  Business  Machines  Corfjoratieft  in  the  United 
States  and/or  other  countries.  Certain  information  cont^Si^ii/jfthin  this,  adverti^nfitent  is  based  on  results  of  the  WinterGreen  Study,  "Application  Integration  Executive 
Summary  2003.'  ». 2003  WinterGreen  Research.  Inc:  SSgOQSl^ Corporation.  All  iigttSs  reserved. 
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to  be  in  the  bank  to  cover  that  obligation.  But  let's  say  the 
pension  fund  does  badly  on  Wall  Street.  Instead  of  grow- 
ing to  $110,000,  as  expected,  it  shrinks  to  $95,000.  One 
way  to  account  for  pensions  calls  for  taking  the  $  1 5,000 
shortfall  and  throwing  it  into  this  year's  profit-and-loss 
statement  as  a  cost  of  doing  business.  This  cost  would 
come  on  top  of  the  cost  of  any  new  benefits  the  worker  has 
accumulated  by  toiling  away  for  another  year. 

You  can  imagine  that  the  portfolio  swings  could  be 
quite  erratic.  They  may  dwarf  ongoing  pension  costs  from 
newly  earned  benefits,  and  they  may  even  be  large  in  rela- 
tion to  the  employer's  profits.  This  year's  $15,000  hit  to 
earnings  could  be  followed  the  next  year  by  a  $26,000 
rebound,  putting  the  fund  up  to  the  $121,000  level  that  it 
was  supposed  to  be  at.  Earnings  would  lurch  up  and 
down,  even  if  the  company's  operations  were  running  at  a 
steady  level. 

This  is  the  argument  for  using  expected  returns  on  the 
pension  fund  rather  than  actual  ones.  You  assume  a  10% 
return  through  thick  and  thin  and  ignore  the  market's 
fluctuations.  If  the  pension  fund  assets  veer  seriously  off 
the  expected  trajectory,  you  make  adjuscments  to  get  them 
back  in  line — small,  slow  adjustments. 

That's  the  theory,  and  a  lot  of  pension  sponsors  have 
been  assuming  10%  returns  (or  something  close  to  that) 
on  their  investments.  The  reality:  Pension  portfolios  have 
been  hammered  in  the  three-year  bear  market.  Herz  is 
bothered  not  only  by  the  mere  practice  of  using  expected 
rather  than  actual  results,  but  also  by  the  magnitude  of  the 
assumed  returns.  "I  think  there's  mounting  evidence  that 
companies  have  picked  their  returns  with  rose-colored 
glasses,"  FASB's  Herz  says.  ^ 

Even  with  the  market  disintegrating  around  them,  14  com- 
panies optimistically  hiked  their  expected  rates  between  2001 
and  2002,  including  power  company  AES  (to  1 1.6%  from  9.1%). 
With  executive  pay  tied  to  the  bottom  line,  there's  a  strong 
incentive  to  keep  expected  earnings  high.  Only  a  handful  of 
companies  (General  Electric  and  Verizon  are  two)  have  stopped 
using  expected  pension  income  in  calculating  the  earnings  they 
use  to  determine  execu- 
tive compensation. 

Under  the  current 
lax  rules,  the  S&P  com- 
panies use  an  8.8%  me- 
dian expected  return. 
That's  high,  given  that 
the  market  is  sputtering 
ind  long  Treasury  bonds  yield  only  4.6%. 

"■\c:ui!.ii!y,  unrealistic  earnings  assumptions  catch  up 

~i>n  sponsors  and  they  have  to  fork  over  real  money 

plans.  Eight  companies,  mciudii-.g  IBM  and  United 

-V  N-,]w;r;es,  contributed  ii  to;  \\  of  $16.1  oiilion  in  make-up 

ta:,ai..iji  to  tiicir  pension  \  lans  in  2002,  Zion  of  First  Boston 

says.  That'i  more  than  the  entire  $15  billion  in  total  contri- 


$4.02 


Many  Unhappy  Returns 

What  would  happen  if  employers  cut  their  assumed 
pension  fund  returns  to  8.5%?  Here  are  some  where 
the  likely  impact  on  2003  earnings  would  be  significa 


$2.84 


$2.29 


[$2.09 


Estimated  EPS  for  2003 


Rates  lowered  to  8.5% 


Assumes  a  35%  tax  rate  with  share  counts  at 
2001  levels.  Source:  Thomson  First  Call  via 
FactSet  Research  Systems, 


$1.80 


Northrop 
Grumman 


Caterpillar     Boeing      Weyerhaeuser 


The  accounting  rulemaker 

wants  to  scrap  the  entire 

system  of  pension  "profits." 


butions  made  by  all  of  the  S&P  500  companies  in  2001. 

As  earnings  assumptions  come  down,  pension  costs  go 
and  corporate  earnings  suffer.  SBC  Communications  recenl 
cut  its  expected  pension  rate  of  return  to  8.5%  for  2003,  af  I 
hiking  it  to  9.5%  in  2001  from  8.5%,  even  though  its  pensil 
assets  actually  lost  7%  in  2001.  SBC  is  going  to  miss  those  p(| 
sion  gains.  If  the  lower  rate  were  in  effect  last  year,  SBC's  eail 

ings  per  share  would  have  dropped  | 
cents  to  $2.01. 

NCR,  the  database  software,  c;! 
register  and  ATM  maker,  just  slash  I 
its  expected  rate  to  8.5%  from  9.i| 
in  2002.  That  means  it  will  now 
from  buoying  its  earnings  with  $]| 
million  in  phantom  pension  incoj 
in  2001  to  an  expected  pension  expense  of  $95  million  [ 
2003,  a  swing  of  $2 19  million. 

The  market  has  not  yet  priced  in  the  pension  hits  about  I 
come,  says  Michael  D.  Hirsch,  senior  portfolio  manager 
Mony  Group's  Advest  investment  unit.  He  says  he  is  und 
weighting  large-cap  stocks.  Ahead,  he  warns,  lie  "many  fin;  | 
cial  dislocations." 
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-otus  Instant  Messaging  is  the  leader  in  instant  messaging  for  business.  Lotus  software  lets  you  know 
vho^  available,  on  demand.  It  creates  real-time,  virtual  collaboration,  on  demand.  It  can  create  cost 
savings  and  quicker  response  time  instantly.  Everyone  becomes  moE^^yle.  Your  communication  is 
nore  secure.  Business  advantage  is  immediate.  For^^us  webcas^^m  lbm.com/lotus/seeit 
e)  business  on  demand  software,. 


3U.  Lotus,  the  e-business  logo  and  e-business  on  demand  are  registered  trademarks  or  tradeniaHBHRBBI^^raimBl^raieiachines  Corporation  in  the  United  States 
nd'or  oltier  countries.  Certain  information  contained  wittiin  ttnis  advertisement  is  based  on  results  from  the  Osterman  Study  "Survey  on  Instant  Messaging  Issues"  (9/02), 
rhich  indicates  that  Lotus  Instant  Messaging  is  the  leading  solution  in  situations  where  an  enterprise  has  settled  on  an  IM  standard.  ©2002  Osterman  Research  Inc 
2003  IBM  Corporation  All  rights  reserved.  j^^HHHUfe 
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Wouldn't  it  be  nice  to  have  your  capital  gains  sheltered  fro 
taxes?  You  can  get  that  in  a  fund  with  loss  carryforwards.  I 

^  By  Christopher  Helma 


^ 


Many  a  stock  fund  flew  high  in  the  New  Era  bull  market  and 
then  crashed.  There's  a  little  bit  of  happy  news  for  investors  in 
these  catastrophes:  The  funds  have  tax  losses.  That  means  they 
can  book  terrific  gains  without  having  to  dump  taxable  divi- 
dends on  their  shareholders. 

Tax  advantages  come  in  two  forms.  One  is  a  tax-loss  carryfor- 
ward Say  the  fijnd  sold  $60  million  of  Ama- 
zon last  year  that  it  had  bought  for  $100 
million.  The  $40  million  capital  loss  can- 
not be  passed  through  to  fund  investors 
(that's  one  of  the  unfair  things  about  mu- 
tual fund  taxation).  Instead,  this  loss  sits 
around  and  can  be  used  to  shelter  any  gains. 

The  other  kind  of  tax  advantage  in  a 
fund  is  net  unrealized  depreciation.  Say 
it  still  owns  $60  million  of  Amazon  that 
it  once  paid  $100  million  to  get.  This  $40 
million  decline  is  a  tax  cushion  just  as 
good  as  a  loss  carryforward.  The  fund 
can  enjoy  the  next  $40  million  of  gains 
on  its  positions  without  creating  tax  bills 
for  its  investors.  If  the  appreciation 
comes  in  the  Amazon  stake,  the  Amazon 
is  now  at  break-even  for  tax  purposes  and  can  be  sold  without 
generating  a  taxable  gain.  If  the  appreciation  comes  elsewhere — 
say  in  Altria — it's  still  potentially  sheltered.  Should  the  manager 
feel  the  need  to  get  out  of  Altria,  he  could  simultaneously  seD  the 
Amazon  and  wind  up  with  no  net  capital  gain. 

According  to  fund  tracker  Morningstar,  the  average  domes- 
tic stock  fund  has  embedded  losses  worth  40%  of  fund  assets. 
So  a  $1  billion  stock  fimd  could  rack  up  $400  million  in  realized 
gains  before  it  would  have  to  make  a  distribution.  If  you  are 
investing  in  a  taxable  account,  this  is  a  fimd  attribute  worth  pay- 
:.  :  attention  to.  Over  time,  says  fund  researcher  Upper,  the 
'  •■'■  .-uc  equity  fund  investor  investing  through  a  taxable  account 
■•  ■■  ■  '"^  "  =^  percentage  points  of  annual  return  to  the  taxman. 
"  s  rvpjcaJly  surrender  1 .3  percentage  points. 


long-term  results.  That  can  happen  if  the  fund  picked  up  a  flol 
of  new  customers  when  the  market  was  near  its  peak.  In  dol 
terms,  losing  positions  in  that  case  would  outweigh  winne 
even  though  the  average  annual  performance  of  the  fund  is  V( 
high.  A  high  loss  cushion  can  also  show  up  in  a  fund  witl: 
flood  of  customers  exiting  at  the  bottom. 


Gimme  Shelter 

These  funds  sport  sizable  tax  cushions  and  also  good  long-term  records,  which  su{ 
gests  they  likely  will  make  good  money  that  the  old  losses  can  shield  from  the  taxm 


TOTAL  RETURN 

Annual 
expenses 
per  $100 

Capital  1 
cushic 

5-year 
annualized 

latest 
12-ma 

-2.8% 

-14.3% 

$0.35 
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10.3 

-15.8 

1.11 
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16.8 

-8.4 

1.54 

165 

10.9 

-10.9 

1.54 

49 

-2.8 

-13.7 

0.25 

82 

13.3 

-14.4 

0.60 

32, 

Invesco  S&P  500  Index  Inst 
MFS  Strategic  Value  I 
Pimco  RCM  Biotech  D 
Pimco  RCM  Global  Health  D 
SEI  Index  S&P  500  Index  A 
Vanguard  Capital  Opportunity 

Performance  through  Apr.  30.  'Tax-loss  carryforward  plus  net  unrealized  depreciation  as  a  percentage  of  net  assets 
Source:  Morningstar. 


To  find  the  best  of  the  tax-advantaged  bunch,  we  ran  sere* 
in  the  Morningstar  database,  looking  for  funds  with  big  tax  cu: 
ions,  decent  expenses  and  above-average  returns.  Pimco's  biot< 
and  health  fimds  have  delivered  excellent  returns  over  the  p 
five  years  but  have  suffered  in  the  down  market  since  2000.  (' 
recommend  the  D-share  class  to  avoid  the  5.5%  load.) 

Pimco  RCM  Biotechnology  Fund  has  embedded  losses  eq 
to  165%  of  its  holdings.  How  can  a  loss  exceed  100%?  If  a  $; 
million  position  falls  to  $100  milhon,  it  creates  a  $200  milli 
cushion — 200%  of  today's  assets. 

The  case  for  a  loss  cushion  is  less  compelling  in  an  im 
fund,  which  tends  to  have  low  turnover  and  thus  few  taxa 
gains  to  absorb.  But  even  these  funds  can  generate  taxa 


Me 


I 


gains — if  they  have  a  round  of  redemptions  following  a  b 
I  caution  for  shelter-seekers:  Find  out  why  the      market.  The  SEI  S&P  500  fund  is  intriguing  if  you  have  1 
es.  It  lould  be  because  the  manager  is      $100,000  minimum. 

Remember,  of  course,  that  this  loss  strategy  is  irrelevant 
401(k)  or  IRA  holdings.  Those  are  already  tax-sheltered 


■  .      nat  kind  of  fimd. 

j:.  are  carried  by  funds  with  very  respectable 
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T.    RO  WE    PRICE 


Risk  Management 

Just  one  of  the  reasons  we  have 
so  many  4-  and  5-star  funds. 


At  T  Rowe  Price,  we  do  everything  possible  to  make  our  investors 
feel  more  confident.  With  one  of  the  largest  in-house  research 
departments  in  the  industry,  we  actively  manage  our  funds, 
constantly  looking  for  long-term  opportunities  while  avoiding  any 
unnecessary  risks  that  might  surface. 

The  results  of  intelligently  balancing  risk  and  reward  speak 
volumes.  Morningstar  gives  its  best  ratings  to  the  top  33%  of  all 
funds  (10%  get  five  stars,  and  22.5%  get  four  stars).  By  comparison, 
64%  (51  out  of  80)  of  our  rated  funds  received  an  overall  star 
rating  of  four  or  five  stars,  far  ahead  of  the  industry  average. 

Results  will  vary  for  other  periods,  and  all  funds  are  subject  to 
market  risk.  While  past  performance  cannot  guarantee  future 
results,  investing  withT.  Rowe  Price  is  one  way. to  feel  more  con- 
fident about  your  assets.  Open  an  account  online  or  call  us  today. 


TR0WEPRICE.COM/MUTUALFUNDS 


1-866-883-8695 


51  of  our  80  rated  funds  received 
an  Overall  Morningstar  Rating™ 
of  four  or  five  stars  as  of 
3/31/03.These  include:* 

Capital  Appreciation  ••••• 
Blue  Chip  Growth  •••• 
Equity  income  -k-kick-k 
Small-Cap  Stock  •••• 
Spectrum  Income  *••• 
GNMA  -k-k-k-k 


These  funds  were  rated  among  the 
following  categories  for  the  overall  rating 
and  the  3-,  5-,  and  (if  applicable)  10-year 
periods:  Capital  Appreciation  Fund,  742, 
742,  584,  and  149  domestic  hybrid  funds; 
Blue  Chip  Growth  Fund,  846,  846,  and  560 
large  growth  funds;  Equity  Income  Fund, 
&38,  638,  502,  and  170  large  value  funds; 
Small-Cap  Stock  Fund,  260,  260,  188,  and 
49  small  blend  funds;  Spectrum  Income 
Fund,  156,  156,  114,  and  39  multisector 
bond  funds;  GNMA  Fund,  272,  272,  234, 
and  117  Intermediate  government  funds. 


TRoweR'ice 


® 


INVEST    WITH    CONFIDENCE 


(igli  rating  does  not  necessarily  Indicate  positive  performance.  For  more  information,  including  fees,  expenses,  and  risks,  request  a  fund  profile  or  prospectus:  read  it  carefully  before  investing.  For  updated 
)erformance  inlormation,  please  visit  our  Web  site  or  contact  a  T.  Rowe  Price  representative.  *For  funds  with  at  least  a  3-vear  history,  a  Morningstar  Rating'"  is  based  on  a  risk-adjusted  return  measure 
including  the  effects  of  sales  charges,  loads,  and  redemption  fees)  with  emphasis  on  downward  variations  and  consistent  performance.  The  top  1 0%  of  funds  in  each  category  receive  5  stars,  the  next  22.5% 
I  stars,  the  next  35%  3  stars,  the  next  22.5%  2  stars,  and  the  bottom  1 0%  1  star.  Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately.  The  Overall  Morningstar  Rating™ 
s  derived  from  a  weighted  average  o(  the  performance  figures  associated  with  a  fund's  3-,  5-,  and  1 0-year  (if  applicable)  Morningstar  Rating'"  metrics.  Morningstar  Rating"*  is  lor  the  retail  share  class  only, 
ither  classes  may  have  different  performance  characteristics.  Capital  Appreciation  and  Equity  Income  received  5  stars  lor  the  3-,  5-,  and  iO-year  periods.  Blue  Chip  Growth  received  4  stars  for  the  3-  and 
i-year  periods.  Small-Cap  Slock  received  IJ.snii  stars  for  the  3-,  5-,  and  1 0-year  periods,  respectively.  Spectrum  Income  received  4, 4,  and  5  stars  for  the  3-,  5-,  and  1 0-year  periods,  respectively,  GNMA 
eceived  4  stars  for  the  3-,  5-,  and  1 0-year  periods.  Average  annual  total  returns  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return  and  principal  value 
vill  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  STAR067020 
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MUTUAL  FUNDS 


Muscleboun 

Has  your  mutual  fund  grown  too  big?  Here's  how  to  tel! 
_  H^  By  Ira  Carnaha 


Over  the  past  five  years  the  Wasatch  Micro  Cap  Fund  has 
returned  an  average  20%  a  year,  way  ahead  of  the  S&P  500's  -2%. 
The  fund,  which  now  has  $394  million  in  assets,  seized  bargains 
among  tiny  companies  hke  02  Micro  International,  an  inte- 
grated-circuits  maker.  You  can't  get  into  Wasatch  Micro;  like 
many  others  in  the  Salt  Lake  City  fund  family,  it  is  closed  to  new 
investors. 


To  avoid  such  potentially  ruinous  costs,  managers  of  I 
funds  resort  to  a  variety  of  strategies,  which  diminish  any  ec' 
in  their  stock  picking  prowess.  They  cut  back  on  trading,  hoi 
ing  on  to  companies  they  would  otherwise  dump;  they  buy  a 
sell  slowly,  taking  days  or  weeks  to  buUd  positions  to  minim 
market  impact;  they  spread  money  over  large  numbers  of  stoc 
some  of  which  they'd  rather  not  buy;  and  they  invest  in  t 


Letting  in  bilhons  of  new  customer  dollars  would  yield  some  stocks  of  bigger  companies,  which  are  more  liquid  but  also  mc 
quick  management-fee  income  to  Wasatch  but  risk  destroying  efficiently  priced— meaning  it's  harder  to  beat  the  market  ow 
Micro  Cap's  stellar  record.  This  is  the  dilemma  for  all  successful      ing  them. 

small  funds:  Do  we  turn  away  new  money,  or  let  it  in  and  risk  Note  that  size  is  a  problem  mainly  for  actively  manag 

destroying  the  market-beat- 
ing performance  that  peo- 
ple are  coming  for? 

When  a  fund  is  small,  a 
manager  can  buy  the  stocks 
he  or  she  likes,  whenever  he 
Hkes,  without  driving  up  : 
the  price  much.  He  can  sell 
at  will  without  driving 
prices  down.  When  a  fund 
grows,  market  impact  : 
becomes  a  serious  problem, 
more  serious  than  most 
investors  realize.  The  Plexus 
Group,  a  Los  Angeles  con- 
sulting firm,  reports  that 
the  average  cost,  including 
market  impact,  of  a  large 
trade — say,  1  million  shares  • 
of  a  large  growth  stock — is 
3.4%.  That's  six  times  the 
friction  of  a  small  trade 
(10,000  shares  of  the  same 
stock). 
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[  funds.  Index  funds  don't  trade  much  or  overweight  individual 
stocks,  and  so  actually  grow  more  efficient  as  they  get  larger. 

The  powerful  drag  of  size  on  active  managers  helps  to 
explain  the  weak  relationship  between  funds'  past  and  future 
performance,  says  Princeton  University  economist  Harrison 
Hong.  A  fund  that  does  really  well  soon  finds  itself  deluged  with 
new  investor  dollars,  making  continued  outperformance  tough. 

Most  fund  managers  are  well  aware  of  the  drawbacks  of  size, 
but  few  do  anything  about  the  problem:  Less  than  3%  of  funds 
are  closed.  That's  not  surprising,  considering  most  funds  charge 
a  flat  percentage  of  all  assets  under  management,  giving  man- 
agers a  powerful  incentive  to  let  funds  grow  big.  Forty-eight 
funds  now  exceed  $10  billion  in  assets. 

Has  your  fund  grown  too  large?  Some  guidelines: 
WATCH  SMALL-CAP  AND  GROWTH  FUNDS.  These  suffer  the  most 
from  large  size.  Liquidity  is  lower  for  small  caps,  and  so  the  mar- 
ket impact  of  a  large  purchase  is  greater.  (Princeton's  Hong  and 
colleagues  found  the  harmful  effect  of  big  size  to  be  two  to  three 
times  as  great  for  small-cap  as  for  large-cap  funds.)  Similarly, 
growth  managers  who  tend  to  move  in  and  out  of  stocks  quickly 
and  trade  on  momentum  suffer  more  from  the  loss  of  nimble- 
ness  than  do  value  managers. 
Using  a  number  of  rough  as- 
sumptions. Plexus  estimates  opti- 
mal fund  size  like  this:  small-cap 
growth,  $700  million;  large- 
cap  growth,  $1.7  billion;  small-cap 
value,  $3.6  billion;  large-cap  value, 
$10.7  billion. 

LOOK  AT  THE  MANAGER'S  OTHER 
BUSINESS.  The  fund  management 
firm  may  have  lots  of  other  funds 
or  billions  in  managed  accounts 
(such  as  for  pension  funds  and 
wealthy  individuals).  Whether  this 
other  business  is  a  help  or  a  hin- 
drance to  your  objectives  depends 
on  the  kinds  of  stocks  the  manager  buys.  The  ideal  fund  would  be 
a  smallish  one  run  as  a  showcase  by  a  big  pension  manager.  The 
managemeni  company  would  be  motivated  to  stuff  its  best 
ideas — or  hot  new-issue  allocations — into  the  fund,  with  the  idea 
of  advertising  the  hind's  record  as  a  way  to  land  pension  accounts. 
The  showcasing  angle  is  likely  to  work  best  if  the  small  flmd  holds 
smaU  stocks  and  the  ptnsion  accounts  hold  big  ones.  In  the  table 
we  have  identified  several  small  funds  with  good  records  that  are 
operated  by  big  nr,  ..:-.  n, onagers. 

HND  RRMS  IHAi  CLe>  -■  -f;>^ias.  Pick  f\ind  companies  that  have 
shown  they're  wiiLn?  ■■.  •,  J  before  they  get  too  large.  You'U 

find  thi.'.  narrows  you.  ■  <iderably  Good  bets  include 

Artisan  Funds  and  Oaknia:  .uong  with  Wasatch.  Also  look 

for  funds  that  charge  managciiK-ir.  lets  based  on  their  performance 
relative  to  an  index;  sucli  fees  give  managers  in  mcentive  to  keep 
assets  dc  i \  .md  .so  help  performance  ( FORI^l-s,  .Apr.  28).  Two  such 
options  ai  '•  Bridgeway  Funds  wd  Numeric  Investors. 
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BEWARE  PRODUCT  PROLIFERATION.  Many  small-cap  firr 
branch  into  midcap  or  micro-cap  products,  usually  using  t 
same  managers  and  strategies,  warn  researchers  from  the  Russ^ 
Investment  Group  in  Tacoma,  Wash.,  which  monitors  fur 
managers.  The  jwoblem:  The  extra  funds  put  demands  on  ma: 
agers'  time  and  attention. 
BE  MORE  TOLERANT  OF  SIZE  IN  A  FUND  BUYING  BIG-Ci 
STOCKS.  American  Funds'  Growth  Fund  of  America  has  $-1 
bUlion  in  assets,  yet  still  puts  up  excellent  performance,  retur: 
ing  an  average  6.1%  a  year  over  the  past  five  years.  It  helps  th 
the  fund  owns  big  companies  (AOL  Time  Warner  and  Americc 
International  Group  are  the  largest  holdings).  It  may  also  he 
that  the  management  company.  Capital  Research  and  Manag 
ment,  divides  most  of  the  fund's  assets  among  six  veteran  mai 
agers  who  each  operate  independently.  In  effect,  they  run  sep 
rate,  and  much  smaller,  funds.  Vanguard  takes  a  simil 
approach  with  some  of  its  funds,  including  Windsor  II  ar 
Morgan  Growth. 

FIND  A  NEWLY  HIRED  MANAGER.  Handing  your  money  to  som 
one  with  no  track  record  would  be  fooHsh,  but  investing  wr 
managers  who  have  buOt  a  strong  record  elsewhere  and  are  ju 


Big  Managers,  Small  Funds 

These  mutual  funds  have  strong  records  and  are  run  by  money  managers  who  cater 
primarily  to  institutions  and  wealthy  individuals. 


Total  assets      Average  i 

ANNUAUZED  TOTAL  RETURN     Fund  assets         managed       expenses: 

3  year  5  year  ($mil)  ($bil)         per  $100 1 


Atalanta/Sosnoff  Value 
Boston  Partners  Sm  Cap  Val  II 
Purisima  Total  Return 
Vontobel  U.S.  Value 
Westport 

Returns  as  of  May  15.  NA:  Not  applicable.  'Has  5.75%  upfront  load  except  If  bought  through  online  brokers  such  as  Charles  Schv 
or  TD  Waterhouse.  Sources:  Morningstan  company  investment  managers. 
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getting  started  at  a  new,  little-known  fund  can  be  a  good  stra 
egy.  Morningstar's  Russel  Kinnel,  for  example,  likes  Causew; 
International  Value  Fund,  which  just  got  going  in  late  2001  but 
run  by  the  same  team  that  for  years  delivered  standout  returns 
Mercury  HW  International  Value.  During  2002  the  Causew; 
fund  lost  11%,  nothing  to  celebrate  but  five  percentage  poin 
better  than  its  average  foreign  stock  peer. 
KEEP  SIZE-SENSITIVE  FUNDS  IN  YOUR  401  (k).  Taxes  can  make 
costly  to  escape  a  fund  that's  grown  too  large.  Solution:  Hoi 
funds  that  are  most  likely  to  have  size  problems  in  your  ta: 
sheltered  account,  where  they  can  be  sold  off  without  genera 
ing  capital  gains.  Also  consider  holding  any  funds  that  are  like 
to  be  closed  in  a  tax-sheltered  account.  While  a  fund  closir 
boosts  your  pretax  return,  it  can  drive  up  your  tax  bill  by  redui 
ing  the  number  of  investors  over  whom  capital  gains  can  1 
spread  and  by  making  it  harder  for  a  fund  to  follow  tax-sma 
strategies.  i 


m 


tf 


MONEY      MANAGEMENT      IS     WHAT     WE      DO 


-fa^%. 


^^^ 


Actually,    we're    pretty   good    at   reducing    stress,    too. 

Ith  is  a  great  achievement  and  a  great  responsibility.  It  can  take  over  your  time,  or  it  can  enhance 
•  life.  How  do  you  make  your  wealth  work  for  you,  rather  than  the  other  way  around?  Neuberger 
nan  has  solutions.  For  more  than  sixty  years,  we've  helped  people  manage  wealth  and  preserve 
tal.  By  focusing  on  money  management  and  listening  to  your  goals,  we  can  help  you  gain  the 
t  precious  asset  of  all  —  peace  of  mind.  If  you  have  $500,000  to  $50  million  or  more  to  invest 
customized  portfolio,  call  us  at  866.483.1046,  ext.  21417  for  our  free  brochure  Orchestrating 
cess.  Or,  for  more  information  and  a  list  of  our  offices  across  the  country,  visit  us  at  nb.com. 


NEUBERGER    BERMAN 


MONEY     MANAGEMENT     IS     WHAT     WE     DO" 


jer  Berman.  LLC.  Member  NYSE/NASD/SIPC.  Minimum  investment  $500,000.  ©2003.  All  rights  reserved.  7/01 
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The  G-men  were  all  over  Terry  Dowdell.  But  their  feverish  effort! 
didn't  stop  him  from  running  a  $120  million  Ponzi  scheme 

^  By  Michael  Malelli 


The  first  Tine  of  defense  against  investment  frauds  is  a  high  index 
of  skepticism  on  the  part  of  investors.  Sometimes  all  the  investi- 
gators and  prosecutors  in  the  world  can't  stop  a  scamster  from 
perpetrating  a  fraud  right  in  front  of  them. 

A  c<ise  in  point  involves  Terry  L  Dowdell,  a  56-year-old  con 
artisi  trom  Charlottesville,  Va.  who  succeeded  in  raising  more 
money  wliiie  the  feds  were  pursuing  fraud  charges  against  him 


By  March  of  2001  the  persuasive  Dowdell  had  raised  at  lea  m 
$29  million,  according  to  the  SEC.  Reassured  by  his  backslappii  ifor 
bonhomie,  investors  wrote  Vavasseur  checks  for  $  1 00,000  or  mor  It  iv; 
one  of  them  topped  $4  million.  Dowdell  deposited  the  money ;  ike 
a  Florida  branch  of  AmSouth  Bank.  He  used  new  investor  mon(  t-lref 
to  pay  earlier  investors,  as  well  as  himself  and  his  agents.  |  laijir 

Dowdell's  chief  marketers,  the  SEC  alleges,  were  Kennel- 


than  he  had  before  he  got  into  trouble.  He  also  managed  to  spend      Mason,  a  Chicago,  111.  attorney  and  Birgit  Mechle'nburg,  a  Danisi  tn 


$850,000  swindied  from,  his  victims  that  a  federal  district  court 
had  ordered  ft  ■■;'•, 

Dowdell  is  .w.-.^u:..  ^.  ,,.  .^•-.  :;■  cive  years  after  he  began  pro- 
moting what  tlie  Securiiies  &  E'cchange  Commission  caUs  a  prime 
bank  scam.  In  diese  get-rich-quick  schemes,  a  swindler  invokes  a 
prestigious  bank's  name  to  give  his  wnture  an  air  of  legitimacy. 

Tliis  was  one  of  Dowdcl"'- 1  'ches:  Ki^  Bahamian  corporation, 
Vavasseur,  woiUd  buy  sho-  ■  $  1  miiUcn  notes  issued  at  a  dis- 
count by  a  leading  U.K.  biu:  r  lays,  and  sc]l  them  at  face  value 
to  buyers  DowdeU  had  lined  up.  rneso  trades  would  purportedly 
generate  a  risk-free  gain  of  70% .  itjous  notes  repre- 

sented debt  issued  by  governments  ..  e.i,^  ;.ia;--.sheet  activities. 
Needless  to  say,  Dowdell  had  no  relationship  wiiii  Barclays. 


citizen  then  living  in  Lenox,  Mass.  The  SEC  had  banned  Mechlei  S  bp 
burg  from  die  securities  business  in  1995  for  running  a  bogus  ill  hllv 
vestment  club.  Each  got  $500,000  in  commissions  from  Dowde  Hop 
and  are  codefendants  in  an  SEC  civil  suit.  The  SEC  charges  th.  feei, 
neither  bothered  to  verify  the  existence  of  Vavasseur's  securities 

Mason  denies  that  he  was  selling  the  program  for  Dowdell,  a  itsei^ 
tliough  he  admits  to  taking  fees  for  introducing  prospective  ii  iiider 
vestors  through  Mechlenburg,  one  of  his  law  clients  at  the  tin 
(and  now  believed  to  have  left  the  country).  Mason  mentions  se^ 
eral  tilings  that  persuaded  him  Dowdell  was  legitimate.  As  Mecl 
lenburg's  attorney,  he'd  watched  her  collect  promised  payouts  f< 
more  than  a  year.  Also,  he'd  known  Dowdell  for  eight  years  an 
Dowdell  had  even  presented  him  widi  a  1993  letter  of  referenc 
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led  by  Sir  John  Templeton.  Dowdell  had  been  chief  financial  of- 
r  for  the  operating  companies  of  Templeton's  fiind  family. 
It  was  Mason  who  first  put  the  SEC  on  Dowdell's  trail.  Mason 
been  promoting  another  investment  program  promising  a 
-free  600%  return  fi-om  trading  bank  debentures.  He  never 
ail  investor  to  bite,  but  the  Federal  Reserve  complained  to  the 
that  Mason  had  used  the  Fed's  name  in  his  pitch.  During  an 
rview  with  Steven  Levine,  senior  trial  counsel  at  the  SEC's 
cago  office,  Mason  mentioned  Vavasseur.  Since  Vavasseur  had 
lally  raised  money,  Levine  turned  his  sights  on  Dowdell. 
Hoping  to  end  the  SEC's  interest,  Dowdell  said  he  closed  the 
asseur  program  in  March  2001  and  was  returning  all  U.S.  in- 
or  money.  In  truth,  he  transferred  ownership  of  the  company 
rseas.  Two  accountants  in  the  British  Midlands,  Alan  White  and 
ider  Singh  Gangar,  took  over  Vavasseur  and  sold  investments 
he  U.S.  and  abroad  under  DowdeU's  guidance,  according  to 
A^dell's  confession.  The  U.K.'s  investments  regulator,  the 
mcial  Services  Authority,  is  now  investigating  Gangar  and 
ite.  It  has  fi-ozen  assets  under  their  care  and  believes  they  raised 
million  fi-om  U.K  investors  in  the  scheme. 
SEC  lawyer  Levine's  legwork  revealed  Vavasseur  money  had 


been  stowed  in  places  like  Ireland,  the  U.K.'s  Channel  Islands  and 
the  British  Virgin  Islands.  When  the  SEC  filed  its  complaint  against 
Dowdell  in  November  2001  in  a  U.S.  District  Court  in  Virginia,  it 
estimated  that  Vavasseur  had  raised  $29  million  fi-om  more  than  60 
investors  and  that  $13  million  of  investor  money  had  been  cycled 
back  to  early  investors  to  make  promised  payouts.  In  June  2002 
DowdeU  admitted  to  the  court  the  trading  was  fictitious. 

Even  this  lawsuit,  publicized  on  the  SEC's  Web  site,  didn't  slow 
down  the  program.  By  May  2002  it  had  grown  to  what  Dowdell's 
U.K.  associates  told  him  was  $121  million,  with  76  investors. 
Levine's  description  of  this  unrepentant  salesmanship:  "galling." 

In  December  2002,  in  a  related  action,  Dowdell  pleaded  guilty 
to  federal  securities  fraud  and  wire  fraud  charges.  The  judge  had 
frozen  Dowdell's  assets  and  named  Richmond,  Va.  lawyer  Roy  M. 
Terry  Jr.  as  receiver,  responsible  for  reimbursing  investors. 

In  January  2003  Terry  asked  for  a  contempt  of  court  finding 
against  Dowdell,  alleging  that  Dowdell's  European  associates  had 
repatriated  $850,000  of  Vavasseur  investor  funds  into  the  U.S. 
through  the  bank  accoimts  of  three  associates  in  California.  The 
Californians  dispersed  approximately  $450,000  of  this  amount — 
at  Dowdell's  instructions — to  Dowdell,  his  wife,  Mary,  and  daugh- 
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ter-in-law  Rebecca,  and  to  Authorized  A 
Service,  an  automobile  repair  comp, 
that  Dowdell  had  created  for  his  family ; 
funded  entirely  with  stolen  investor  fur 

Another  Terry  assertion:  A  day  a 
the  November  2001  temporary  restr? 
ing  order  to  freeze  Dowdell's  assets,  M 
and  Rebecca  withdrew  $512,000  froi 
Bank  of  America  account  in  the  nam< 
Authorized  Auto.  They  placed  the  moi 
in  a  SunTrust  bank  account  for  Authori 
Auto  that  did  not  have  Dowdell's  name 
it.  Dowdell  sits  in  prison  awaiting  si 
fencing  on  the  fi-aud  charges. 

While  running  Vavasseur,  Dowc 
also  attempted  to  solicit  a  $100  million 
vestment  from  an  Alaskan  municipal 
North  Slope  Borough.  This  was  for  a  tr 
ing  program  called  Emerged  Mar 
Securities.  In  this  case  Dowdell  clain 
the  Federal  Reserve  was  somehow 
volved  in  the  fictitious  program.  No; 
Slope  Borough  wasn't  conned.  Dowc 
has  since  admitted  that  the  Fed  had  no 
ing  to  do  wdth  his  shenanigans. 

Dowdell's  brother,  mother,  wife  a 
children,  among  others,  are  named  as  " 
lief  defendants,"  meaning  that  while  tl 
are  accused  of  no  wrongdoing,  they  rr 
have  benefited  from  Dowdell's  schemes  a 
be  obliged  to  help  pay  back  Dowdell's 
vestors.  Two  family  homes,  collectiv 
worth  more  than  $1  million,  have  be 
seized,  along  with  $8,000  in  jewelry.  W 
Mary  now  lives  in  a  rented  home  v«th  1 
eight-months-pregnant  daughter-in-l; 
Rebecca.  Their  attorney,  R.  Lee  Livingst< 
says  they  didn't  know  about  the  fraud  a 
are  "victims  second  only  to  the  investor 
Receiver  Terry  says  it  could  take  a  y 
or  more  to  find  and  reimburse  all  of  1 
Vavasseur  investors.  Though  the  SEC  inv 
tigation  began  in  2000,  the  scam  survi\ 
t\vo  more  years.  Moral:  The  governm( 
alone  can't  protect  you.  So,  don't  believe 
grandiose,  surefire  returns. 


*  To  find  out  how  injured  Vavasseui 
investors  can  get  restitution  from 
the  court-appointed  receiver,  and  to 
read  SEC  background  documents  on 
this  case  and  the  agency's  drive 
against  prime  bank  fraud,  see 
www.forbes.com/dowdell. 
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One  in  two  new  restaurants  fails  within  two  years 
If  you're  thinking  of  trying  to  beat  the  odds,  here's  the  dish 


-  Ji^' .' :-  i^.^««i-.'*:  a:*; 


Three  and  a  half  years  ago  Gary  Fuller  was  vice  president  of 
operations  for  a  Cincinnati  Bell  affiliate.  But  what  he  really  liked 
to  do  was  cook.  Two  years  and  $400,000  into  a  new  career,  Fuller 
and  his  wife,  Kelly  Kimberly,  a  public  relations  consultant  to 
Enron's  Kenneth  Lay,  run  die  well-reviewed  50-seat  Laurier  Cafe 
&  Wine  in  Houston.  Moving  from  telecom  to  New  American 
cuisine  has  meant  a  lifestyle  change  for  Fuller.  He  loves  the  good 
reviews,  the  satisfied  customers  and  die  challenge  of  the  trade. 
But  these  rewards  don't  come  easy.  Fun?  "That's  a  word  that  has 
never  crossed  my  mind,"  he  says  on  a  rare  day  off. 

If  you  dream  of  restaurant  riches,  you  should  know  a  few 
things  before  setting  up  kitchen.  This  is  an  industry  riddled  with 
failure.  Profit  margins,  at  l<?'>,  to  5%,  are  as  paper-thin  as  the 
finest  carpaccio.  One  in  three  acw  restaurants  doesn't  last  a  year. 
Denver  celebrity  chel  Kevin  Taylor  has  shuttered  two  of  his  five 
restaurants  in  the  past  . .  ;  .,ne  because  of  the  economy,  the 
other  because  construcli^..,  ,  sc  front  chased  awav  a  third  of  his 
revenue.  And  if  you  happen  tc  ; ;  .:\>:1  voo  moy  be  working  too 
hard  to  enjoy  your  success. 
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H(  By  Emily  Lamber 

Opening  a  new  restaurant  can  cost  anywhere  fro 
$185,000  for  a  franchise  outlet  to  $5  million  for  a  10,00 
square-foot,  high-end  eatery  with  custom  decor,  although  \ 
found  enterprising  folks  who  got  going  for  less.  Daniel  Be 
dall,  vice  president  at  industry  consultant  Cini-Little  Inte 
national,  says  the  cost  of  setting  up  an  average  restaurant,  li 
a  diner,  is  around  $300  per  square  foot.  That  includes  tablt 
chairs,  carpets,  kitchen  equipment  and  paint  for  the  walls- 
but  not  property  costs. 

Bankers  don't  like  to  lend  into  a  trade  with  such  a  high  fa 
ure  rate.  Try  hitting  up  family  and  friends  for  capital.  Or  go  pla 
tic.  The  Small  Business  Administration  turned  dovm  New  Yor 
ers  Brian  Karp  and  Christopher  Evans,  both  32.  So  they  us( 
credit  cards  for  most  of  the  $125,000  it  took  them  to  sta 
Brooklyn's  hot  sandwich  shop  Press  195  last  summer.  Th 
financing  is  costing  them  9%  interest.  Now  that  they're  a  goii 
concern,  they're  hoping  to  pay  off  the  cards'  balances  with 
bank  loan. 

Don't  underbudget.  Besides  costing  you  for  constructic 
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HOUSTON'S  GARY  FULLER  AND  KELLY  KIMBERLY  STEPPED  OUT  OF  THE  CORPORATE  WORLD  TO  OPEN  THEIR  LAURIER 
CAFE  &  WINE  RESTAURANT  IN  2001.  IT'S  A  SUCCESS.  BUT  A  LOT  OF  FOLKS  DON'T  LAST  THAT  LONG. 


] 


equipment,  the  business  may  run  an  operating  loss  in  its 
y  days.  One  reason  restaurants  go  under  is  undercapitaliza- 
1,  says  Edward  Engoron,  president  and  chief  executive  of  Per- 
:tives/Consu]ting  Group,  a  restaurant  business  adviser. 
Location  is  crucial.  Fuller,  the  Houston  restaurateur,  opened 
)ss  the  street  from  a  strip  joint.  At  least  his  rent  is  cheap,  and 
;  not  far  from  offices  and  residential  neighborhoods.  He 
;d  for  a  dead  rent,  one  not  figured  as  a  percent  of  sales  vol- 
t.  That's  a  good  idea  if  you  can  swing  it,  says  consultant 
oron.  Rents  with  a  percentage  kicker,  common  in  franchise 
rations,  may  be  more  affordable  to  a  startup.  Stephen  Han- 
,  owner  of  New  York's  Blue  Fin  and  Ruby  Foo's,  says  that  the 
ithly  rent  bill  for  a  healthy  restaurant  is  ideally  no  more  than 
ales  on  one  busy  day. 

Next,  permits.  You'll  need  them  for  occupancy,  sanitation, 
safety  and  liquor.  Plan  badly  and  you  will  open  months 
— and  be  owing  on  a  construction  loan  all  the  while.  After 

come  insurance  policies,  for  liability,  workman's  compensa- 

and  fire. 


Construction  delays  can  be  deadly.  Consider  the  advantages 
of  using  a  space  that  was  a  restaurant  before,  with  kitchen  and 
dining  room  in  place.  If  you  modify  a  building  and  aren't  a 
Handy  Andy,  set  aside  enough  money  to  hire  an  architect  and 
contractors.  Theodore  Adamstein,  a  founder  of  Adamstein  & 
Demetriou  Architects  in  Washington,  D.C.,  says  it  costs  $125,000 
to  $250,000  for  the  design  of  a  chichi  restaurant. 

Think  about  starting  off  with  used  equipment,  recommends 
Cynthia  Renzi,  coordinator  for  continuing  education  at  the 
French  Culinary  Institute.  Scour  auctions  and  garage  sales. 
Fuller's  only  new  piece  of  equipment  in  his  Houston  place  was 
an  ice  machine.  Karp  and  Evans  opted  for  new  appliances  in 
their  Brooklyn  eatery  and  say  that  was,  with  hindsight,  wise:  A 
warranty  covered  two  espresso  machine  repairs. 

You  can  be  clever  with  capital  expenses  and  still  get  killed  by 
your  variable  costs  if  you  don't  know  how  to  hold  them  down. 
Labor  will  typically  eat  up  25%  of  your  expenses.  You  can  pay 
your  chef  $30,000  a  year  and  a  percent  of  the  gross,  or  you  can 
hire  a  celebrity  for  $150,000. 
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Food  accounts  for  another  third  of  costs.  Don't  be  wasteful: 
Old  bread  can  find  new  life  as  croutons.  Consultant  Engoron 
says  to  budget  4%  to  6%  of  revenue  for  marketing,  although 
having  the  right  buzz  or  location  may  make  that  unnecessary. 
Hanson,  the  Blue  Fin  owner,  doesn't  spend  a  dime  on  ads.  Also 
eating  away  at  your  cash:  garbage  service,  the  sign  out  front,  hav- 
ing someone  clean  the  grease  traps,  printing  menus — and  the 
temptation  to  eat  or  drink  up  the  profits  yourself 

Whether  or  not  to  invest  in  software  to  print  and  tally 
receipts  is  a  $10,000  question.  A  point-of-sale  system,  essentially 
a  computer-linked  cash  register,  helps  track  expenses  and  rev- 
enue; that's  also  helpful  if  you  find  yourself  audited  by  either  the 
booze  police  or  the  taxman.  Restaurants  often  deal  in  cash,  and 
so  raise  the  suspicions  of  the  enforcement  agencies.  A  point-of- 
sale  system  also  deters 
staff  pilfering.  The  aver- 
age annual  theft  per 
restaurant  employee  is 
$218,  according  to  a 
Pearson  Reid  London 
House  survey. 


Construction,  permits, 

labor  costs,  the  IRS— all  can 

gobble  up  your  eatery. 


people's  drink  preferences  in  different  seasons.  If  you're  sel 
wine,  be  sure  to  have  a  storage  area,  and  know  a  zinfandel  fit 
a  merlot.  "There's  no  point  in  having  a  great  wine  prograi 
your  staff  doesn't  know  how  to  pronounce  the  wines  or  hov 
serve  them,"  says  the  French  Culinary  Institute's  Renzi. 

If  a  restaurant  is  going  to  make  it,  it  probably  will  sho 
profit  within  90  days.  "About  80%  of  people  who  walk  throi 
in  the  first  90  days,  that's  your  customer  base  for  the  next 
years,"  says  consultant  Engoron.  Flailing  owners  often  fie 
with  the  menu  or  the  concept,  but  it  rarely  works.  Nor  does  ( 
counting.  A  steak  offered  at  half  price  never  recovers  its  valu. 
the  customer's  eyes,  says  Engoron. 

Rest  up  now.  The  hours  are  late  and  long.  One  in  ten  owr 
works  80  hours  a  week  or  more.  Looking  for  respect?  You  wc 
find  it  here.  Houston's  Fuller,  who  ; 
corporate  executive  used  to  have  v| 
dors  at  his  beck  and  call,  found  at 
that  many  suppliers  not  only  did| 
return  his  calls,  they  insulted  him. 

At  least  the  trend  is  your  friej 
Hudson  Riehle  of  the  National  Rest  I 


Booze  is  a  lifesaver  for  many  a  restaurant.  The  typical  rant  Association  predicts  restaurant  sales  will  rise  4.5%  this  y 

markup  on  a  bottle  of  wine  is  around  300%.  Wine  provides  a  :  to  $426  billion.  Americans  spend  47  cents  of  every  food  do 

third  of  the  revenue  at  Fuller's  Houston  eatery.  To  encourage  eating  out,  up  fi-om  25  cents  in  1955.  Alas,  aU  this  does  not  gi: 

people  to  drink  up,  he  seUs  wine  by  the  half  bottle  and  by  the  antee  your  own  success.  As  with  all  investing,  that  depends  o 

glass.  Press  195's  Karp  and  Evans  design  their  menus  around  large  element  of  luck. 


►    holdup    to    mirror,    a  ivi  s  w  e  r    honestly,  i 


It's  not  something  you  talk  about  out  loud.  But  it's  only  natural  to  want  your  chance.  Maybe  it's  time  to  find 
success,  instead  of  wahing  for  it  to  find  you.  Wharton's  innovative  programs  reflect  the  needs  and  concerns  of 
today's  executives,  giving  you  the  insight  you  need  to  get  ahead.  Every  day,  new  challenges  arrive.  Will  you? 
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Australia.  J 

Ahead  by  leaps  and  bounds. 


Australia  has  the  jump  on  its  competition  by  continuing 
to  defy  world  trends. 

The  OECD's  forecast  growth  for  Australia  in  2003  is 
3.2%,  compared  to  an  OECD  average  of  just  1.9%. 
The  outlook  for  Australia  in  2004  is  even  better,  with 
growth  forecast  to  increase  to  3.8%. 

And  investors  are  taking  note  -  global  FDI  inflows  .to 
Australia  tripled  in  2002,  against  a  17%  drop  in  flows 
to  all  OECD  countries. 

Australia  provides  the  perfect  platform  for  investment. 
But  don't  take  our  word  for  it.   Here's  what  the  world's 
experts  say: 

•  Australia  is  the  most  resilient  economy  in  the  world  '"' 

•  Robust  GDP  growth  has  averaged  3.3%  since  1990  - 
outstripping  almost  all  other  OECD  countries 
including  the  US  and  UK"' 

•  Productivity  growth  was  3.8%  in  2002,  compared  to 
an  OECD  average  of  2%  '" 

•  AAA  credit  rating.  ■" 


In  Australia,  your  investment  is  supported  by  an 
economic  and  business  environment  that  is  leaps  and 
bounds  ahead  of  the  competition. 

In  addition,  Australia  has  a  stable  political  environment, 
a  highly  skilled  and  multicultural  workforce,  competitive 
business  cost?,  sophisticated  IT  and  R&D  infrastructure, 
an  open  and  efficient  regulatory  environment,  and,  of 
course,  an  enviable  lifestyle. 

Where  are  you  doing  business? 


With  investment  specialists  in  13  locations  worldwide. 
Invest  Australia  can  assist  with  your  investment  decision 
and  help  make  your  investment  experience  a  success. 

Australia:  a  wealth  of  opportunity  for  you  and 
your  business. 


NVEST  AUSTRALIA 


World  Competitiveness  Yearbook  2002  •'  OECD.  April  2003  '"  Standard  and  Poor's 
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The  Money  Printer; 


Sufferers  in  the  great  inflation  of  the  1970s  may  have  doubted 
they  would  ever  hve  to  see  the  day,  but  the  day  is  here.  On 
May  6  the  poliq^-making  arm  of  the  Federal  Reserve  declared 
that  the  rate  of  inflation  is  worrisomely,  almost  unacceptably, 
low.  The  Fed  indicated  it  wouldn't  stand  for  it. 
I  You  may  now  be  rubbing  your  eyes.  The  Fed  is  purportedly 
I '  in  the  business  of  making  prices  "stable."  But  now  that  prices 
are  virtually  stable,  the  Fed  is  worried  they  might  sag.  The  Bank 
of  Greenspan  may  not  want  a  lot  of  inflation.  However,  it  wants 
even  less  to  have  no  inflation. 

The  speech  patterns  of  the  Fed  are  almost  as  oblique  as 
those  of  its  chairman,  but 
here  is  the  aforementioned 
declaration:  "[T]he  probabil- 
ity of  an  unwelcome  substan- 
tial fall  in  inflation,  although 
minor,  exceeds  that  of  a 
pickup  in  inflation  from  its 
already  low  level." 

The  New  York  papers  are 
full  of  detafls  of  what  a  lay- 
man might  describe  as  an 
unwelcome,  substantial  rise  in 
inflation.  Recent  or  impend- 
ing jumps  in  rents,  subway 
fares,  bridge  tolls,  property 
taxes,  income  taxes  and  ciga- 
rette taxes  have  contributed  to 
the  growing  apprehension 
that  one  day  soon  the  only 

New  York  resident  who  will  be  able  to  afford  to  remain  in  the 
city  is  Michael  R.  Bloomberg,  its  billionaire  mayor. 

Unwelcome,  these  pocket-picking  cost  rises  certainly  are. 
Inflationary,  they  may  not  be.  Inflation,  as  defined  by  the  great 
Austrian  School  economist  Ludwig  von  Mises  (1881-1973),  is 
an  unwarranted  rise  in  the  money  supply — more  exactly,  a 
rise  in  the  supply  of  money  not  offset  by  a  rise  in  the  demand 
for  money  Rising  prices  are  a  symptom  of  inflation,  not  the 
thing  itself 

Thinking  as  the  master  thought  helps  to  clarify  the  mone- 
tary situation.  Persistent  growth  in  money  and  credit  over  flie 
past  several  decades  was  inflationary.  Still,  such  growth  was  only 
deemed  inflationary  when,  as  in  the  1970s,  the  prices  of  goods 
and  services  went  up.  WTien,  us  in  the  1990s,  the  prices  of  finan- 
cial assets  went  up  (and  up),  that  was  a  bull  market. 

There  is  no  deflation  in  the  U.S.  today,  but  the  chairman 
knows  all  about  Japan,  with  its  chronic  recession,  falling  prices 
and  little  tiny  interest  rates.  To  keep  at  bay  the  .iueat  of  a 
shrinkage  in  money,  prices  and  wages,  the  Fed  is  creasing  credit. 
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Fearing  Japan- 
style  deflation, 
Greenspan's  Fed  is 
buying  Treasurys 
with  dollars  it  mints 
for  that  purpose. 
Bondholders  and 
other  creditors 
should  beware. 


( 


It  is  purchasing  governmi; 
securities  with  dollars  it  m 
for  the  purpose.  Through  tl| 
purchases  the  Fed  is  biddind 
bond  prices  and  pressing  dc 
interest  rates.  Hedge  furj 
mutual  funds  and  pens 
funds  are  foUowing  in  the  c 
tral  bank's  bond-buying  s! 
stream.  One  year  ago  the 
owned  $582  billion  of  Treas 
securities;  today  it  he 
$647  billion,  11%  more.  Not  much  in  this  slow-moving,  p 
bubble  economy  is  growing  at  double  digits.. 

By  the  time  it  burnt  itself  out,  the  great  bull  stock  mai 
had  singed  the  wings  of  many  an  equity  moth.  The  bond 
market  is  becoming  similarly  irresistible.  Proof  is  available  i 
sampler  of  the  yields  at  which  people  are  throwing  their  moi 
e.g.,  ten-year  Treasurys  at  3.7%,  ten-year  Wal-Mart  Stores  nr 
at  just  half  a  point  over  that  meager  rate  and  New  York  Cit^ 
of  Aug.  1,  2007  at  2.8%.  (This  is  the  same  New  York  City  thi 
raising  taxes  on  its  most  mobile  residents  in  order  to  plu 
$3.8  billion  budget  deficit.) 

There's  nothing  unprecedented  about  interest  rates  beg 
ning  with  the  numbers  1, 2  or  3.  They  were  the  rule  rather  fl 
the  exception  in  the  days  of  the  gold  standard.  But,  as  far  . 
know,  no  rates  such  as  those  quoted  today  ever  appeared  i 
monetary  system  unbaUasted  by  gold  or  silver. 

What  baUasts  the  miUennial  U.S.  monetary  system  is  d< 
and  its  weight  is  palpable.  In  the  1960s  and  1970s  total  no 
nancial  debt  (corporate,  government  and  individual)  ' 
around  140%  of  GDP.  In  the  junk-bond  revolution  of 
1980s,  the  portion  leapt  to  180%  and  never  looked  back.  To. 
it  stands  at  195%. 

The  Fed  lives  in  mortal  fear  of  a  system  so  debt-clogged  t 
not  even  a  1%  bond  yield  could  coax  overextended  debtor; 
consume  or  invest.  The  purpose  of  the  Fed's  May  6  pronour 
ment  is  to  roll  out  the  welcome  mat  for  growth — and,  by  wa' 
a  higher  inflation  rate,  to  lighten  the  burden  of  debt. 

But  the  dollar  is  the  world's  currency,  and  the  non-U.S.  p 
tion  of  the  world  has  a  vote  on  dollar  interest  rates.  Because 
U.S.  consumes  much  more  than  it  produces  and  owes  abn 
much  more  than  it  owns  abroad,  torrents  of  dollars  pour  i 
the  world's  payment  system.  The  holders  of  these  doUars  h 
Bloomberg  terminals,  too,  and  some  fine  day  they  might  w 
up  and  sell  bonds.  Who  could  blame  them? 

Attention,  creditor  moths:  Beware  of  open  flames. 
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James  Grant  is  the  editor  of  Grant's  Interest  Rate  Obse 
Visit  his  home  page  at  www.forbes.com/grant. 
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ngate's  Total  Communications  Compliance  solutions 
tomaticolly  monitor,  analyze  and  manage  telephone 
lis,  emails  and  instant  messaging  to  allow  organizations 
meet  corporate,  government  or  internal  regulations. 

find  out  how  Aungate  can  help  protect  you,  contact  us 
1-877-692-8866,  Email:  compi\ance@aur\ga\e.com 
visit  the  website  at  www.oungate.com. 


•  compliance  monitoring 

•  email  management 

•  phonecall  management 

•  litigation  support 

•  archiving 


:•  aungate 

total  communications  management 


An  Autonomy  Company 
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STOCk  TRENDS    im    BY  LASZLO  BIRINYI  JR. 


;■ 


Recovery  Under  Wa\ 


Has  the  economy  turned  around?  Has  the  market  bottomed? 
j  Can  we  quit  worrying  so  much?  As  an  investment  professional, 
•  I  hear  these  questions  a  lot  lately.  My  answers  are  yes,  yes  and 
yes.  The  economy  has  seen  its  low.  The  strength  in  the  junk 
bond  market  is  telling  us  so.  This  year  an  index  of  low-quality 
bonds  that  we  track  is  up  13%,  not  including  the  additional 
income  from  the  10%  yield.  The  strength  in  the  junk  bond  mar- 
ket is  to  the  economy  what  robins  are  to  spring.  It  means  that 
investors'  fears  about  the  economy  are  abating. 

The  market  may  not  be  at  a  classic  bottom — if  there  is  such 
a  thing — but  in  reality  it  hit  a  low  last  Oct.  9,  when  the  Dow 
Jones  industrial  average  tum- 
bled to  7286,  rallied,  corrected 
and  then  moved  higher  be- 
ginning Mar.  10.  In  mid-May 
we  were  at  8647. 

Here's  another  sign  of 
budding  optimism:  The  trend 
these  days  is  bigger  upsides 
and  lower  downsides.  That's  a 
switch  from  a  year  ago.  If  you 
take  the  market's  reaction  to 
good  news  versus  its  reaction 
to  disappointing  news,  you 
find  it  nets  to  a  plus  221  Dow 
points:  In  2003,  on  the  14  days 
when  the  economic  reports 
were  positive,  the  market 
gained  a  combined  1,136 
points.  On  16  bad-news  days, 
the  combined  loss  was  915. 

But  I  am  most  encouraged  by  the  market's  reaction  to  spe- 
cific companies.  For  example,  Tyco  on  Apr.  30  announced  it 
would  take  a  $1 . 1  billion  charge  for  still  more  accounting  prob- 
lems. Tyco  stock  proinpdy  slumped  15%,  but  by  the  day's  close 
it  was  up  1 .5%  from  Apr.  29. 

In  another  case,  Wal-Mart  Stores'  sales  figures  for  April  were 
disappointing.  No  matter.  The  next  trading  day.  May  8,  the 
stock  dipped  just  7  cents  and  the  tbliowing  day  was  up  79  cents. 
In  its  Apr.  14  issue  Barron's  warned  tliat  key  Internet  issues  such 
as  Ebay  were  overvalued.  The  result  was  a  wave  of  buying,  con- 
tinuing Ebay's  upward  march  (the  stock  has  gained  50%  since 
November).  The  buying  beh;;viur  is  lainlly  reminiscent  of— 
dare  I  say? — the  late,  great  W-K'-,.  bubble. 

Such  euphoria  stems  pan.  ^.om  die  quick  victory  in  Iraq 
and  an  unleashing  of  investors  pent-up  desire  to  at  long  last 
make  some  money  The  larges  Ualyst,  however,  has  been  a 
rash  of  unexpectedly  good 
corporate  earnings. 


Signs  are  pointing 

to  turnarounds  in 

the  economy  and 

the  stock  market. 

But  there's  still 

danger  around: 

Investment  pros 

are  waiting  to  stick 

it  to  small  traders. 


I 


True,  no  fiiU-scale  earnii 
boom  has  developed  yet.  A 
many  of  those  lauded  for  th 
earnings  performance  have  o 
met  Wall  Street's  (often  lo 
ered)  expectations.  But  the  k 
ing  is  that  if,  say,  one  oil  co 
pany  is  doing  better,  then  1 
other  oils  wiU  follow. 

One  example  is  Gene 
Electric.  When  it  met  analys 
earnings  consensus  of  32  cent 
share  for  the  first  quarter,  the  stock  took  off — even  thou 
those  earnings  were  down  from  the  year  before.  In  the  marl- 
there  was  a  big  spillover  effect  to  Honeywell  and  United  Te( 
nologies,  whose  rises  this  spring  have  paralleled  GE's.  By  its 
GE  has  accounted  for  5%  of  the  S&P  500's  gain  since  mid-Mar 
Performing  the  same  service  for  tech  stocks,  Microsoft  1 
added  nearly  another  5%  or  so  of  the  overaU  S&P  gain. 

Now  the  warning.  WhUe  the  worst  is  behind  us  and  the  o 
look  more  positive,  you  can't  expect  that  all  will  be  well.  I 
individual  investors,  the  market  has  become  treacherous.  M 
because  of  the  economy  or  terrorism,  but  because  of  the  mEj 
ket's  short-term  orientation,  fed  by  instant  electronic  infor 
tion  and  rule  changes  like  200 1's  decimalization,  which  n, 
rowed  bid/ask  spreads.  This  change  allowed  sharp  Wall  Str 
traders  to  step  in  front  of  individual  investors.  On  in-and-( 
trading  the  edge  now  is  with  the  pros. 

In  his  classic  The  Money  Game  Adam  Smith  listed  two  gr 
inflection  points:  the  1975  ERISA,  the  law  bringing  regulation 
pension  investing,  and  May  Day  1975,  when  fixed  brokerj 
commissions  ended.  To  those  I  would  add  decimalization  a 
regulation  fair  disclosure. 

Today's  hedge  frinds  illustrate  the  shift  to  a  trading  ment 
ity.  George  Soros  in  his  heyday  made  large  macro  bets 
economies  and  currencies.  Nowadays  hedge  funds  would  rati 
cadge  pennies  from  market  pricing  anomalies.  Some  Big  Boc 
specialists  have  been  criticized  lately  for  front-running,  which 
true,  is  an  abuse  of  their  positions.  I  suspect  this  game  is 
more  widespread  among  Nasdaq  traders. 

The  best  way  to  immunize  yourself  against  transaction  co 
imposed  by  the  system  is  to  avoid  in-and-out  trading.  Foil 
Warren  Buffett's  example  and  hold  good  names  for  the  lo 
term.  In  technology  I  like  Lexmark  (73,lxk)  and  Dell  (32,  dell 
would  consider  drug  company  Bristol-Myers  (26,  BMY),  insu 
Cigna  (51,  CI),  retailer  Gap  Inc.  (17.CPS)  and  commercial/investm( 
bank  J.P.  Morgan  Chase  (31.  JPM). 
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Laszio  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport,  Conn. -based  financial  consulting  fi  | 
Web  sue:  www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.eom/birinyi. 
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ntness  the  60th  Anniversary  of  D-Day 
Meet  the  Heroes.  Stand  Where 
They  rou^t  Hear  Their  Stories. 


Omaha  Beach  with  Pvt.  Harold  Baumgarten  who 
his  way  ashore  at  H-Hour  with  the  29th  Division, 
on  Point-du-Hoc  with  Sgt.  Leonard  Lomell  of  the  2nd 
rs  and  hear  how  he  scaled  the  cliffs  and  disabled  the 
in  artillery.  Experience  the  hedgerows  of  Normandy 
taff  Sgt.  Walter  Ehlers  of  the  1  st  Division,  who  earned 
al  of  Honor  there.  Hear  the  unmistakable  point  of 
»f  Andy  Rooney,  war  correspondent.  Put  it  all  into 
B||||||.  perspective  with  the  help  of  historians  John 
■k    \  Keegan  and  Gerald  Astor,  among  others. 

■I 

■■■■  You  will  have  a  privileged  place  at  wl\at 
^^  .  i^  may  be  the  last  gathering  of  the 
"s  who  fought  together  to  liberate  Europe.  The  Silver 
will  set  sail  from  London's  Tower  Bridge  on  June  4th 
tand  off  the  invasion  beaches  at  first  light  on 


June  5th.  The  following  days  will  feature  special  seating  at 
commemorative  ceremonies  and  private  visits  to 
museums.  After  Normandy,  our  ship  will  carry  us  to 
Rouen,  Monet's  Giverny,  then  on  to  the  elegant  canaled  city 
of  Brugge.  We  conclude  in  Amsterdam  on  June  1 1th  with  a 
visit  to  A  Bridge  Too  Far. 

The  Silver  Cloud  is  a  luxurious  all-suites  ship  from  Silversea 
Cruises,  which  has  been  voted  best  small  cruiseline  in  the 
world  by  Travel  and  Leisure  and  Conde  Nast  Traveler. 

Please  call  1-888-777-5523 
for  more  information. 


^SlIVHRSKA 

www.silverseacruises.com 
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THE  PATIENT  INVESTOR 


BY  JOHN  W.  ROGERS  JR. 


Mutual  Respei 


'e^ndustries  have  suffered  more  during  the  prolonged  stock 
market  dedine  than  financial  services,  and  few  companies 
within  this  sector  more  than  mutual  fund  operators.  Despite  the 
postwar  market  run-up,  shares  of  fund  companies  are  lying  flat 
on  the  ground.  Not  only  are  they  suffering  collapses  in  their 
asset  totals — from  faltering  stock  prices  and  investor  redemp- 
tions— they  are  also  contending  with  increased  government 
regulations.  In  consequence,  revenues  are  down  and  earnings 
are  down  even  more. 

Still,  mutual  funds  companies  are  a  straightforward  busi- 
ness with  attractive  economics  that  boast  transparent  account- 
ing, strong  balance  sheets  and 
consistent  cash  flow.  While 
many  operators  (such  as  the 
one  I  founded)  are  privately 
held,  there  are  several  with 
publicly  traded  shares  that 
are  compelling  values.  Their 
depressed  earnings  make 
their  price  multiples  seem 
high,  but  I  am  convinced 
their  fundamentals  are 
poised  to  improve.  These 
companies  enjoy  leading 
brands,  experienced  manage- 
ment and  long-standing  per- 
formance records.  Even  in  a 
challenging  year,  their  oper- 
ating margins  (earnings 
before  interest,  taxes  and 
amortization,  as  a  percentage  of  revenues)  should  top  25%. 

Why  invest  in  a  fund  family  when  you  could  invest  in  its 
funds?  You  may  weU  do  both.  A  good  fund  company  though, 
has  a  prospect  of  offering  a  leveraged  gain  in  a  bull  market: 
Over  a  period  when  stock  prices  double,  the  operator  of  a  stock 
fund  should  see  assets  double  and  earnings  more  than  double. 
Founded  in  1937,  Waddell  &  Reed  Financial  (20,  wdr)  carries 
the  distinction  of  having  91%  of  its  equity  hinds,  weighted  by 
assets,  earning  either  four-  or  five-star  ratings  from  fund  tracker 
Morningstar.  The  company  has  expanded  into  the  lucrative 
pension  market  and  last  year  bought  Mackenzie  Investment 
Management  and  its  fine  Ivy  Funds.  Waddell  &  Reed's  yield  is  a 
handsome  3%.  The  stock  sells  for  19  times  trailing  earnings,  16 
times  forward  earnings  and  at  a  17%  discount  to  my  $24  esti- 
mation of  what  an  acquirer  would  pay  for  it. 

Janus  Capital  Group  (i4,  jus)  had  an  extraordinary  run  dur- 
ing the  bull  market,  g>.n;g  from  $63  billion  in  assets  at  the 
beginning  of  1998  to  $301  billion  '^ 
three  short  years  later.  Although 


If  you  want  to  bet 

on  a  market 

rebound,  buy  into  a 

mutual  fund  vendor. 

A  resurgence  in 

fund  assets  should 

then  bring  you  the 

double  benefit  of 

bottom-line  gains. 


Janus'  assets  have  now  fall 
$138  billion,  it  is  worth  n 
that  five  times  as  much 
has  been  lost  to  the  deteric 
ing  stock  market  as  to  c 
outflows.  In  short,  a  rebour| 
growth  stocks  should  boost 
enue  powerfully  here. 

Several  key  players  havi 
the  firm,  but  a  new  man 
ment  team  led  by  Chief  Ex 
tive  Mark  Whiston  is  bri 
more  rigorous  portfolio  reviews  and  expanding  the 
ranks.  Janus  also  is  broadening  the  product  line  beyond  i 
ditional  concentration  on  large-cap  growth.  Janus  sells  fd 
times  trailing  earnings,  17  times  forward  earnings  and  at  a 
discount  to  my  $23  estimation  of  its  intrinsic  worth. 

T.  Rowe  Price  Group  (30,  trow)  has  been  around  for  66 ) 
and  has  rebounded  from  bear  markets  before — much  tc 
benefit  of  patient  investors.  At  year-end  after  the  October 
crash,  T.  Rowe's  stock  sold  for  a  spUt-adjusted  $1.25.  The  s 
hit  a  high  of  $50 — up  fortyfold — in  2000.  Now  T.  Rowe,  • 
strength  in  bonds  and  international  stocks  as  weU  as  U.S.  stc 
is  a  bargain  again. 

This  fund  group  was  an  early  leader  in  the  huge  40 
market.  Directors  and  executive  officers  own  15%  of  the  c 
pany,  squarely  aligning  their  interests  with  those  of  its  sh 
holders.  According  to  mutual  fund  tracker  Lipper,  80%  ( 
Rowe's  mutual  funds  beat  their  peer  groups  in  2002.  Comp 
with  its  peers,  the  company  has  started  strong  in  2003,  ran 
fourth  in  retail  inflows  through  February  T.  Rowe  sells  fo 
times  trailing  earnings  and  22  times  forward  earnings,  and 
29%  discount  to  its  $42  intrinsic  worth. 

Franklin  Resources  (35,  BEN)  has  a  fund  to  match  an  inves 
every  mood.  Brand  names  include  Franklin,  Templeton,  Ml 
Series  and  Fiduciary  Trust.  Pioneer  international  investo 
John  Templeton  has  left,  but  his  discipline  and  spirit  cont 
to  cast  a  warm  glow  on  the  company. 

Most  of  Franklin's  peers  have  seen  more  departures  of  d 
funds  than  additions.  Franklin,  though,  reported  its  ninth  ( 
secutive  quarter  of  positive  inflows  for  2002's  final  per 
Franklin  has  bounced  back  from  adversity  before — its  si 
traded  at  $5  at  year-end  1990  just  prior  to  the  first  Gulf  war 
rocketed  to  $55  by  the  beginning  of  1998.  This  quality  a 
manager  has  a  strong  balance  sheet  and  sells  at  a  reasonable 
uation:  20  times  trailing  earnings,  19  times  forward  earnings 
at  a  35%  discount  to  its  estimated  $54  intrinsic  value. 
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John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management 
the  adviser  fo  the  Ariel  Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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Polished  Brit:  Jaguar's  new  XJ  in  the  buff. 


Jaguar  bet  big  on  its  new 
method  for  producing 
aluminum  sedans.  The  car  can 
hustle,  but  the  economics 
look  a  little  flimsy. 

BY  JOHN  TURRETTINI 


JAGUARS  WERE  ONCE  THE 
world's  best,  most  beautiful 
and  highest-tech  racing  cars. 
A  gorgeous,  street-legal,  alu- 
minum C-Type  defeated  an 
armada  of  nine  Ferraris  to 
win  the  all-important  24  Hours  of  Le 
Mans  race  in  France  in  1951.  Jaguars 
took  Le  Mans  four  more  times  in  the 
next  six  years. 

But  later  Jaguars  were  sneered  at  as 
exemplars  of  antiquated  British  technol- 
ogy or,  more  recently,  mere  Lincolns 
dressed  up  in  new  skins.  Hoping  to 
reclaim  some  of  Jaguar's  faded  glory.  Ford 
Motor,  which  bought  Jaguar  in  1990,  has 
gone  back  to  aluminum,  a  material 
mostly  spurned  by  carmakers  in  favor  of 
steel.  In  rough  measure,  aluminum  alloy 
is  two-thirds  as  strong  as  steel  in  pounds 
per  square  inch  but  weighs  only  a  third  as 
much — which  means  that  an  aluminum 
part  weighs  something  like  half  its  steel 
equivalent.  Jaguar's  new  $60,000  XJ  sedan 
boasts  a  body  as  light  as  a  Mini's,  acceler- 
ates quicker  than  a  Mercedes  S430  and  is 
put  together  using  a  clever  assembly 
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method  that  weds  aircraft-style  metal  bonding  to  mass-produc- 
tion-style metal  shaping.  It  all  makes  for  a  remarkably  quick  and 
agile  luxury  car.  "We  wanted  something  that  looked  like  a  Jaguar 
and  tasted  like  a  Jaguar  but  with  all  the  added  performance  ben- 
efits of  aluminum's  Hght  weight,"  says  Mark  White,  Jaguar's 
chief  engineer  for  the  car's  body. 

But  putting  this  remarkable  car  on  the  road  cost  Jaguar  quite 
a  pound  of  flesh.  Ford  President  Nicholas  Scheele  shocked  the 
automotive  press  at  last  September's  Paris  Auto  Show  when  he 
announced  that  little  Jaguar,  despite  record  sales  of  $5  billion, 
would  lose  $500  million  pretax  in  2002,  most  of  it  because  of  a 
six-month  production  delay  with  the  new  XJ.  The  loss  repre- 
sented half  of  the  $1  billion  Ford  lost  last  year  before  taxes  from 
its  automotive  operations. 

Aluminum  has  entranced  and  confounded  automakers  for 
decades.  Offsetting  its  superior  strength-to-weight  ratio  is  a 
higher  price  and  lower  workability — it's  harder  to  shape  and 
weld.  Volkswagen  lost  an  estimated  $400  million  on  the  all-alu- 
minum Audi  A8  of  1994.  The  rare  aluminum-skinned  cars  of 
today  include  Audi's  A8,  Ferrari's  $150,000  360  Modena  and 


Crunch  time:  The  stamping  press  for  the  XJ's  aluminum  hood. 


Jaguar,  accustomed  to  production  runs  of  20,000  or  m^ 

made  a  bold  wager  that  it  could  stamp  out  the  new  XJ  like  a  s 

car.  The  thought  was  to  save  money:  Jaguar's  stamping  pre 

BMW's  monstrous  new  19-foot-long  $320,000  Rolls-Royce      cost  three  times  as  much  as  Audi's  casting  molds  but  last 


Phantom,  whose  aluminum  body  makes  the  car  400  pounds 
lighter  than  DaimlerChrysler's  slightly  smaller  Maybach  57  (see 
story  on  shopping  for  Mayhachs,  p.  198.) 

Aluminum's  metallurgical  properties  call  for  very  different 
production  techniques.  Unlike  most  steel  cars,  with  chassis  and 
body  parts  stamped  into  shape  in  high-pressure  molds,  most 
aluminum  car  parts  undergo  the  more  energy-  and  time-inten- 
sive method  of  casting.  Audi  and  Ferrari  have  many  of  their 
parts  cast  at  Alcoa  plants. 


^S!^SSWiS^SiTx^i^^^^'i':jmssms:ii&-ss^mB^otsEi»:ixs^^'!vssiai, 


Lighthearted,  Past  anmesent 


times  as  long.  Engineers  soon  discovered,  however,  that  the ; 
minum  skins  were  experiencing  pronounced  "spring-back," 
tendency  of  metal  to  return  to  its  original  form  after  be 
shaped.  Jaguar's  factory  presses  had  to  be  repeatedly  recalibrt 
to  yield  the  desired  shape,  adjustments  that  took  months 
were  mainly  responsible  for  the  company's  loss  last  year. ' 
rear  side  body  panels  were  particular  problems,  since  t 
include  a  pronounced  curve  as  the  sheet  metal  folds  ove; 
form  slight  tailfins  leading  down  to  the  rear  lights.  (S 

plier  Alcan's  Vice  Presid 
Michael  Kelly  concedes  tl 
were  some  "learning  cu 


n  of  the  motor  age, 

T$:6  (clockwise  from  upper  left)  the  epochal  1906  Rolls-Royce  Silver  Ghost  and  the  Le  Mans- 
winn'ing  1951  Jaguar  C-Type.  Recently  the  lightweight  material  has  enjoyed  a  limited  revival 
thanWc;  toj^Ute  the  ncw  Rolls-Royce  Phantom  and  the  Audi  A8. 


]  w»- 


^ 


issues.") 

Jaguar  also  departed  ft 
traditional  aluminum  p 
duction  methods  in  ho^ 
pieced  the  car  together.  A 
builds  its  cars  using  big,  c< 
like  space-frames,  laser  w( 
ing  many  of  the  p; 
together.  Audi  uses  las^ 
because  aluminum  condi 
heat  better  than  steel  d(. 
Open-flame  spot  weld 
would  make  the  alumin 
porous  and  weak. 

Instead  of  space^fran 
Jaguar  went  with  the  m< 
production  unibody  meth 
in  which  the  roof  and  s 
panels  are  an  integral  par 
the  structure.  Jaguar  says  I 
unibodies  are  far  more  C( 
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endLabs  4:26pm: 

3cause  of  what  just  happened  in  this  office, 

i/irus  won't  be  visiting  yours. 


SMARTER  DATA  SECURITY  DOES  WHAT  SOFTWARE  ALONE  CAN'T:  Wherever  viruses  attack,  Trend  Micro 
is  near  at  hand  with  a  global  force  of  content  security  experts  backed  by  the  only  integrated  approach 
to  address  the  entire  attack  lifecycle.  Only  Trend  Micro  Enterprise  Protection  Stfategy  provides 
attack-specific  products  including  everything  from  Outbreak  Prevention  policies  to  Damage  Cleanup 
templates — all  delivered  while  the  attack  develops  so  you  can  better  manage  the  threat  and  minimize  costs. 
To  find  out  how  Trend  Micros  best-of-breed  products  and  services  backed  by  the  vigilance  of  TrendLabs 
engineers  can  help  you  manage  every  stage  of  a  virus  outbreak,  visit  www.trendmicro.com/products/eps. 
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Technology 


effective  for  large  production  runs,  but  Audi  says  its  space- 
frames  make  for  stronger  and  stiffer  cars. 

But  Jaguar  had  to  find  an  alternative  to  laser  welding,  which 
is  an  expensive  way  to  join  metal,  requiring  extraordinarily  fine 
parts  tolerances.  So  it  turned  to  riveting,  a  longtime  practice  in 
the  aerospace  industry,  a  big  user  of  aluminum.  Jaguar  went 
with  a  machine  that  can  drive  a  T-shaped  rivet  into  two  or  more 
pieces  of  metal  at  such  high  pressure  that  the  bolt  fiises  into  the 
two  pieces  of  metal.  (When  you  walk  onto  a  commercial  jet,  you 
can  see  this  type  of  rivet  in  the  skin  of  the  plane.)  Jaguar 
increases  the  stiffiiess  of  some  rivet  bonds  with  epoxy  adhesive. 

Jaguar  engineer  Mark  White  says  the  company  spent  about 
$300,000  per  complete  robotic  rivet-gun  assembly,  instead  of  the 
$3  million  it  would  have  cost  for  a  laser-welding  kit.  This 
method  also  allows  Jaguar  to  use  cheaper  parts  than  would  be 
required  for  laser  welding. 

Even  so,  the  XJ  will  likely  lose  money,  at  least  in  the  medium 
term.  At  a  projected  output  of  30,000  a  year  Jaguar  would  have 
to  net  $17,000  on  each  of  the  first  fiill  year's  run  just  to  recoup 
last  year's  loss,  let  alone  the  hundreds  of  millions  in  capital  sunk 
in  the  prior  three  years.  Arndt  Ellinghorst,  an  analyst  at  West  LB 
in  Dusseldorf,  Germany,  estimates  BNT.V  nets  only  about  $7,000 
per  sale  on  the  higher-price  7-Series  sedans,  while  Audi  nets  only 


SOFTWARE 

Towers  of 
Babble 

BY  ALIYASTERNSTEIN 

LIKE  SO  MANY  OF  US,  GREGORY  RUDIN, 
the  vice  president  of  marketing  for  on- 
line music  service  MusicNow,  gets 
tons  of  voice  maO.  But  he  still  gets  confused 
about  how  to  erase  the  things,  since  his 
work  and  cell  phone  voice  mail  menus 
aren't  the  same.  "At  work,  I  press  '1'  to 
erase.  On  my  cell  phone,  '1'  rewinds.  I'm 
looking  for  that  technological  consistency. 
It's  more  challenging  than  I'd  like  it  to  be," 
says  Rudin. 

Can't  the  voice  mail  gods  throw  us  a 
bone  here?  Twenty  years  after  voice  mail 
hit  the  masses,  the  dominant  players  in 
the  industry — Avaya,  Nortehand  Active 
Voice — still  haven't  standardized 
menus.  There  are  180  million  voice  mail 
boxes  out  there,  including  busines-. 
wireless  and  home,  but  it's  a  slow- 
growth  business.  For  instance,  business 


about  $4,500  on  its  aluminum  A8.  The  Audi  margin  is  smallei ; 
large  part  because  of  the  cost  of  aluminum,  but  is  a  big  impro  - 
ment  over  the  early,  moneylosing  days  of  the  first  A8. 

In  the  first  quarter  of  2003  Jaguar  dragged  Ford's  luxi  v 
auto  group,  which  included  Volvo  and  Land  Rover,  to  a  $90  n  ^ 
lion  operating  loss.  Yet  Mark  Fields,  chief  executive  of  the  gro  >, 
says,  "I  expect  that,  starting  this  quarter,  the  Xj's  going  to  c(  - 
tribute  very  positively  to  the  overall  Jaguar  bottom  Line." 

Aluminum  will  be  a  major  selling  point  in  Europe,  wh| 
drivers  demand  both  performance  and  fuel  efficiency.  Elli{ 
horst  says  that  Audi's  mass-market  A4  and  A6  got  a  sales  boosJ 
Europe  by  having  the  unique  Audi  A8  in  the  family  to  best] 
some  brand  enhancement.  And  with  Britain's  new  gas-guzz 
tax  (an  annual  fee  to  compensate  for  global  warming),  Europe 
gas  prices  north  of  $4  a  gallon  and  new  EU  directives  forcil 
automakers  to  recycle  their  cars,  aluminum's  prospects  look  j 
brighter  in  the  Old  World. 

"If  the  world  was  just  the  American  market,  we'd  have  bil 
a  steel  car,"  says  David  Scholes,  chief  engineer  for  the  XJ.  Til 
would  have  been  the  right  financial  move,  but  this  fast  aj 
impressive  car,  if  successful,  will  reestablish  Jaguar's  street  cif 
and  give  Ford's  European  operations  an  edge  on  the  comij 
eco-regulations.  Profits  may  come  later. 
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revenue  in  North  America  is  expected 
to  have  fallen  21%  to  $782  million  in 
2002,  according  to  Gartner. 

Serves  them  right.  In  the  late  1980s 
and  early  1990s  phone  companies  and 
software  firms  held  meetings  to  settle  on 
common  menus,  but  the  sessions  went 
nowhere,  since  the  phone  companies 
were  reluctant  to  disturb  their  customers. 
:\nd  the  FCC  has  never  prodded  them  to 
sw-datd  .'.e.  Over  die  years  the  big  play- 
ers have  niDlated  their  menus  into  mon- 


sters. To  the  vendor  this  is  brand  dififere  I 
tiation.  To  the  user,  chaos. 

Unified  messaging,  which  was  su| 
posed  to  ease  things  by  uniting  wireli 
and  office  voice  mail  with  e-mail,  has 
caught  on  because  of  inertia  and  pri 
Costs  start  at  $150  per  employee,  coij 
pared  with  $35  starting  costs  for  tra<l 
tional  voice  mail.  Voice-activated  men 
haven't  caught  on,  either.  "It's  neat,  se 
stuff,  but  few  firms  are  willing  to  buy  i  | 
says  Drew  JCraus  of  Gartner. 
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The  dis 


iti 


that  work  best 
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disability  benefits  that  work  best  for  you. 

As  a  benefits  manager  you  want  to  protect  your  company's  most  valuable  assets:  your 
employees.  Which  also  includes  you.  But  you  want  to  do  so  in  a  way  that  also  protects  another 
valuable  asset:  time.  ^ 

At  CIGNA,  we  provide  group  Stability  benefits  that  are  easy  to  use  and  easy  to  administer. 
We  make  claims  data  available  online  24;hours  a  day  So  employers  can  find  answers  to  their  questions. 

We  assign  a  dedicated  case,manager  to  follow  up  each  claim  from  start  to  finish. 
They  lead  the  process,  so  you  don't  have  to.  And  we  provide  you  with  an  account  ' 

manager,  so  you  have  a  single  fjoint  of  contact  on  all  your  issues.  Why  do  we  do  this?  lAl.f* 

Because  when  something  as  basic  as  disability  benefits  is  working  better  for  your 
employees,  you  feel  a  lot  betten  too.    -^  ,;    l-/:[':'[  ■^r>-f..:.../  ^■'1 

For  more  on  the  retirement,  health,  liiFe  and  disability  benefits  that  ,      ClGNA 

work  for  you  and  your  employees,  visit  la^  at  yvyvwccignaxxarn.  ^  '  ^-ABllsiilCSS  OfC.tintl'i 


BENEFITS 
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Technology  [  Digital  Tools 

by  Stephen  Manes 

If  s  All  in  There 


WHEN  IT  COMES  TO  MULTIFUNCTION  PRINTERS 
(also  known  as  all-in-ones),  I'm  a  believer.  You 
may  not  save  much  cash  when  buying  a  printer 
and  scanner  in  one  unit,  but  you  will  save  desk 
space  and  cable  clutter,  particularly  if  you  do 
copying  and  faxing.  Yes,  you  can  jury-rig  a  computer,  a  scanner 
and  a  printer  to  produce  copies  and  faxes,  but  that's  about  as 
much  fun  as  barbecuing  steaks  on  a  candle.  And  all-in-ones  can 
do  neat  tricks  like  reprinting  four  copies  of  a  photo  on  a  single 
glossy  sheet  when  you  simply  press  a  couple  of  buttons. 

A  basic  all-in-one  can  run  less  than  $150,  but  if  you  do  a  lot 
of  copying  and  faxing,  I  highly  recommend  trading  up.  Higher- 
end  units  let  you  load  a  stack  of 
items  into  their  automatic  doc- 
ument feeders,  press  a  copy  or 
fax  button,  and  walk  away.  With 
cheapies,  you  do  the  feeding 
and  the  computer  does  the  fax- 
ing— if  you're  lucky. 

Canon's  $400  Multipass 
MP730  and  HP's  $300  OfficeJet 
6110  are  each  so  good  it's  hard 


Printers  that  can 

serve  as  scanners, 

copiers  and  fax 

machines  are 

better  than  ever. 


I?  \r^ 


to  make  a  dcfm^ti^'o  pi,.L  i.ioLii  can  scan,  fax  and  copy  legal-size 
documents  from  the  feeder  Uiut  not  from  the  letter-size  platen). 
The  HP  edges  out  the  Canon,  in  i«-rm.s  of  print  quality,  thanks 
largely  to  deeper  blacks,  bur  the  Canon  oin  be  nearly  twice  as  fast 
with  both  text  and  photos,  and  includes  siois  for  most  digital 
cameras'  memory  cards.  HP's  .software  and  front  panel  are  slightly 
easier  to  use.  If  you  waiir  built  ut  documeni  feed  T 
ing  and  faxing,  either  or.o  should  serve  you  v/e!l.     i 


If  you  want  to  spend  le 
consider     Hewlett-Packar 
$149  PSC  2110.  It  has  essentii 
the  same  print  engine  as 
fancier  sister,  so  it  prints  t 
beautifully  on  plain  paper,  di 
a  fine  job   with  photos 
expensive  glossy  sheets  and  11 
a  handy  slot  that  lets  you  feei 
single  envelope  without  havi| 
to  remove  the  paper.  Scans  < 
generally  good,  though  the  u. 
tends  to  oversharpen  dark  edges.  But  the  HP  is  slow,  its  char; 
ter-recognition  software  (like  its  sister's)  is  dismal  and  its  fi-( 
panel  display  is  a  bit  dim. 

DeU's  $139  A940,  the  company's  maiden  voyage  on  the  sea 
ink  and  paper,  ranks  a  shade  behind  the  HP  in  print  quality.  I 
its  software  and  front  panel  are  easier  to  use,  its  character  recc 
nition  excellent — and  it  can  be  up  to  30%  faster  than  the  1 
The  scanner  does  a  decent  job  but  sometimes  adds  a  slight  rt; 
dish  cast.  Nice  touches:  Unlike  the  other  models,  the  Dell  co 
with  handy  fax  software  that  works  with  your  compute: 
modem,  and  like  only  the  high-end  HP,  it  can  se: 
the  type  of  paper  you  feed  it.  Annoyance:  The  platl 
glass  slopes  downward,  causing  photos  to  sUp  off. 
Budget-minders  would  be  happy  with  the  HP 
the  Dell.  Canon's  $150  Multipass  F20  is  another  sto 
The  software  refused  to  install  properly,  and  ev 
after  I  figured  out  a  workaround,  the  computer  son 
times  lost  track  of  the  printer.  Output  was  okay,  t 
scans  were  decidedly  inferior,  leading  to  poor  cop 
of  photos.  And  the  confusing  front  panel  makes  it  t 
easy  to  waste  pricey  paper. 

But  it's  a  gem  compared  with  Epson's  $179  Sty' 
CX5200.  Its  software  never  installed  at  all  on  my  Wi 
dows  XP  machine,  supposedly  because  a  sh< 
explaining  an  essential  workaround  was  missing  frc 
the  box — though  I  have  yet  to  find  a  word  about  t 
on  the  company's  support  site.  Copying  photos 
stand-alone  mode  produced  slow,  muddy  results,  and  the  un 
inks  do  not  work  well  with  glossy  photo  papers.  Avoid  it. 

Whichever  model  you  do  buy,  remember  to  add  a  U 
cable  to  your  shopping  list.  These  machines  may  be  call 
"all-in-one,"  but  only  the  Epson  comes  with  that  essent 
$10  wire. 


FiOrbCS  I  ^'^l'*'*''  Manes  (steve@cranky.com)  was  cohosi  of  Digital  Duo  and  has  been  coveri  | 
■^— ^^.co...  I  technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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'  viola  can't  see  the  trombone, 
trombone  can't  see  the  viola. 
They're  on  opposite  sides  of  i 

the  orchestra.  * 

But  they  play 
together  beautifully.  / 


he  leader  of  a  multi-national  organization  is  like  being  an  orchestra  conductor.  With  its  exceptional  flexibility 
npatibility,  Business  IP  -  BT's  Global  IP  Network  -  can  help  your  people  and  business  perform 
?r  beautifully.  For  more  information  on  how  BT  can  help  bring  harmony  to  your 
ationcontactusonl-800-3314568orwww.bt.com  .-.^ :^».i.  ' 


Creating  Complete  Business  Communications 


'•quipment  and  product*^  described  arc  provided  subjf^cl  to  ai/^ 
•t  of  any  conlract.  The  general  terms  and  conditions  ril  BT  Am; 
3S,  Inc.  2003 


ity,  prior  sale  and  change  without  notice  and  no  part  of  this  putjiicatiori 
.,  Inc.  .shall  apply.  AN  .trademarks  and  brand  names  used  are  registered. 
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"Our  sights  are  set  on  corporate 
growth.  We  need  to  move  fast 
to  stay  competitive. 

My  IT  department  can  barely  keep 
their  heads  above  water  with  the 
day  to  day  issues,  let  alone  have 
time  to  research  new  system  optioh 


I'm  willing  to  invest  in  the  educatn 
of  today's  technology  if  the  return  | 
improves  our  productivity  and     | 
bottom  line  results. "  I 
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einent  Teav 


T 


to  CeBIT  America 

The  Information  and  Communications  Technology  (IC 
Conference  and  Tradeshow  -  strictly  business  to  businei 


June  1 

Jacob  K. 

Niew  York  City     ^^^ 


CeBIT  America's  3-day,  enterprise  only  Conference  i 

Tradeshow  provide  direct  access  to  the  world's  systems,  applicatio 

communications  and  networking  leaders,  in  one  place,  at  one  tit" 

,^  If  you're  charged  with  integrating  technologies  and  applications 

meet  your  organization's  business  objectives,  then  we'll  see  yoi 

CeBIT  America  -  Where  the  World  Turns  for  ICT  Solutio 

i 

Register  Now!  Visit  www.cebit-america.com/info35  to  register  with  prio 
^e  MBS3  and  view  our  online  brochure,  or  give  us  a  call,  212-465-05 
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Markfiling 


-unny  Business 

ilent"  is  a  literal  requirement  at  companies  that 
e  workers  to  tell  jokes,  sing  "Mustang  Sally" 
d— oh,  yeah!— attract  customers. 

MONTE  BURKE 


marketing  into  their  product  experience, 
which  requires  them  to  program  employees 
to  behave  a  certain  way.  Joseph  Wheeler,  ex- 
ecutive vice  president  at  the  Forum  Corp.,  a 
Boston -based  marketing  consultancy,  calls  it 
"branding  employee  behavior."  Whatever 
happened  to  the  concept  of  just  selling  de- 
cent products  at  a  fair  price? 

Those  consumers  who  want  fun  as  much 
as  products  are  finding  it  in  some  unlikely 
places.  Bank  of  America  is  the  nation's  largest 
consumer  bank,  but  it  doesn't  want  to  act 
like  one.  That's  why  tellers  at  its  4,000 
branches  have  recendy  started  bolting  their 
posts  to  hop  around  in  conga  lines.  On 
"Hawaiian  Fridays"  they  open  accounts  and 
accept  deposits  in  grass  skirts.  If  that  sounds 
undignified,  branch  manager  Carlos  Gomez 
of  Orlando  took  his  act  on  the  road:  Faced 
with  losing  a  customer  to  rival  Wachovia,  he 
showed  up  at  the  fellow's  car  dealership  and 
washed  two  cars.  Gomez  kept  the  client. 

At  Bank  of  America  these  antics  are  the  re- 
sult of  mandatory  "spirit  training,"  developed 
because  bank  brass  want  employees  to  have 
the  chirpy  demeanor  of  workers  in  Disney 
theme  parks.  It's  a  tad  creepy — especially  with- 
out the  Goofy  costumes — but  Bank  of  Amer- 
ica insists  customer  satisfaction  is  soaring. 

Satisfied  customers  spend  more  money. 

)N  A  RECENT  FLIGHT  TO  NEW  YORK  FROM  WEST  PALM  At  least  at  casinos  owned  by  Harrah's  Entertainment,  where  cus- 
Beach,  passengers  on  Song,  the  new  low-cost  startup  tomers  who  said  they  were  "very  happy"  with  their  experience  last 
fi-om  Delta  Air  Lines,  were  settling  into  their  seats  after  year  spent,  on  average,  24%  more  than  the  year  before.  In  an  in- 
takeoff  when  they  heard  this  announcement:  "If  New  dustry  where  quick  math  and  a  fast  hand  are  the  usual  marketable 
York's  IFK  airport  isn't  your  final  destination  . . .  well,      skills,  Harrah's  now  vets  workers  based  on  their  responses  to 

questions  that  include:  "How  many  really  close  friends  do  you 
have?"  and  "To  what  extent  do  you  agree  with  the  statement  'Peo- 
)ne  who  was  wearing  bunny  ears  as  she  greeted  boarding  pie  are  glad  to  see  me'  ?"  When  hired,  gregarious  blackjack  deal- 
mgers.  Song  isn't  an  airline  for  people  who  like  to  travel  with  ers  and  roulette  spinners  give  new  meaning  to  having  a  game 
nimum  of  ftiss  and  foolish  behavior.  The  fledgling  airline,  face:  They  wish  gamblers  luck,  directing  them  to  machines  and 
h  hopes  to  become  known  for  such  in-flight  entertainment,  tables  that  have  produced  winners.  When  customers  hit  the  jack- 
ring  people  who  excel  at  "auditions"  where  they  must  sing,  pot,  there  are  high-fives  and  kudos.  The  backslapping  is  sup- 
posed to  prime  gamers  to  keep  spending.  It  doesn't  matter  that 
the  bonhomie  is  as  faux  as  the  Vegas  Eiffel  Tower.  Harrah's  Chief 
Executive  Gary  Loveman  credits  it  with  boosting  business  in  a 
dismal  time  for  the  gambling  biz.  Harrah's  net  income  jumped 
12%  to  $235  million  in  2002.  Says  Loveman:  "Customers  arrive 
at  casinos  feeling  lucky;  that  feeling  is  ours  to  lose." 

Even  if  employees  lose  their  dignity.  F 


takeoff  when  they  heard  this  announcement:  "If  New 
York's  IFK  airport  isn't  your  final  destination  . . .  well, 

— tough  cookies!" 

rhis  was  a  stab  at  humor  from  a  flight  attendant,  perhaps 


e,  recite  poetry  or  otherwise  humiliate  themselves.  (One  as- 
ig  Song  flight  attendant  was  hired  only  after  he  belted  out  a 
linute  rendition  of  "Mustang  Sally.")  Song  Pxesident  John 
iggio  hopes  the  playful  work  force  makes  the  carrier  so  pop- 
that  it  won't  have  to  spend  much  on  advertising. 
!"he  strategy  has  worked  for  years  for  Southwest  Airlines. 
Song  is  among  a  number  of  companies  that  are  building 


F    O    R   B    E   S   •   June  9,  2003      173 


No  matter  how  many  you  took  care  of 
:     terday,  there  are  always  more  today. 


Questions  are  everywhere 
help  you  make  smarter  dec 
relationship  management,  w 
To  learn  more,  visit  microsoft 


i  iLOi  tant  decisions  is  your  job.  Delivering  the  insight  to 
i.  vV,.  -J  f)j.^ine3S  applications  and  services  like  financial  and  customer 
■^xpei  lenc^-  and  resources  to  help  you  succeed  in  a  world  of  surprises. 
St!:  *'o:   /h'sight  Software  for  the  Agile  Business. 
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Butter  'Em  Up 

Craig  Culver  has  made  a  fast  buck  on  fat  foods  and  a  very  tight  franchise  system. 


BY  ERIN  KILLIAN 

CRAIG  CULVER'S  FORMULA  FOR  SUCCESS  IS  REALLY  VERY  SIMPLE.  FIRST,  FORGET 
what  people  say  about  eating  healthy  foods.  There's  a  reason  his  chain  of  216 
restaurants  sells  so  many  Deluxe  Bacon  ButterBurgers  (712  calories)  and  fried 
cheese  curds  (600  calories),  washed  down  with  vanilla  malts  (889  calories).  Sec- 
ond, ride  your  carefully  screened  franchisees  like  a  drill  sergeant  so  they  sell 
more  of  those  fatty  high-margin  foods — whose  ingredients  they  buy  exclusively  from  you. 
The  proof,  as  they  say,  is  in  the  custard  (312  calories  per  5-ounce  serving).  Last  year  the 


ons  of  calories  served 


e  of  tfieir  fast-food  rivals 


Entrepreneurs 


Prairie  du  Sac,  Wis. -based  home  office  net- 
ted $5.4  million  on  revenue  of  $27  million. 
Over  the  last  five  years  Culver's  systemwide 
sales  have  grown  37%  annually,  seven  times 
the  rate  of  the  fast-food  industry,  and 
should  top  $350  million  this  year.  The  av- 
erage restaurant  has  an  operating  (that  is, 
Ebitda)  margin  of  10.5%,  better  than  that 
of  a  Burger  King  or  a  Wendy's  and  com- 
parable with  that  of  a  McDonald's.  At  $1.6 
million.  Culver  just  squeaks  past  the 
Golden  Arches  in  annual  per-store  volume. 

All  this  with  just  $5.8  milhon  in  ad 
spending  last  year,  75%  of  it  from  fran- 
chisees. "As  far  as  I  know,  food  isn't 
addictive,"  says  Culver,  a  5-foot- 11 -inch 
52-year-old  who  tips  in  at  213  pounds. 
Uh-huh.  He  routinely  binges  on  his  own 
fare  and  tries  to  make  amends  with  what 
might  be  termed  a  modified  Atkins  Diet: 
"I  eat  half  the  bun." 

Culver  keeps  tighter  control  of  the 
business  than  of  his  waistline — starting 
with  franchisee  selection.  That's  done 
largely  by  friends  and  family  members, 
each  of  whom  receives  a  $7,500  fee  for 
each  successful  acolyte.  Candidates  must 
have  a  net  worth  of  $500,000,  including 
$200,000  in  liquid  assets.  "I  won't  even 
interview  them  if  the  right  numbers 
aren't  on  the  application,"  says  Thomas 
Wakefield,  who  has  fined  up  118  fran- 
chisees for  Culver  since  1994.  Wakefield 
steers  franchisees  to  government-backed 
Small  Business  Administration  loans  via 
private  lenders  that  carry  interest  rates  of 
prime  plus  one  or  two  points;  the  loans 
are  collateralized  with  the  building,  land 
and  equipment,  as  well  as  with  fran- 
chisees' homes  and  life  insurance. 

Most  fi-anchisees  need  the  loan.  It  costs 
an  average  $1 .9  million  to  own  and  open 
a  Culver's:  $800,000  for  a  4,500-square- 
foot  building,  $600,000  for  1.5  acres  of 
land,  $450,000  for  equipment  and  a 
$50,000  franchise  fee.  For  a  McDonald's,  a 
franchisee  plunks  down  $700,000  for 
equipment,  inventory,  i-nic'scaping  and  the 
franchise  lee.  and  rents  die  building  and 
land  for  14%  of  sales,  or  an  average 
$220,000  a  year.  "!f  things  don't  go  well, 
you're  tlie  on  ^'ouse  and  your 

car  and  filing  I.  ,  -  •  lustin 

Obriecht,  a  26-yc.  w.y  in 

Tinley  Park,  111.,  wht 
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September  2001. 

Not  just  anybody  gets 
to  fork  over  the  two  mil. 
First  you've  got  to  work 
for  60  hours  in  one  of  the 
five  restaurants  Culver 
owns — gratis.  If  you  pass 
that  rigorous  test,  then 
you  enter  boot  camp  at 
headquarters — a  refur- 
bished 1922  two-story 
brick  building  on  the 
banks  of  the  Wisconsin 
River — for  four  months; 
franchisees  pay  $20,000  or 
so  out  of  their  own  pock- 
ets for  travel  and 
expenses.  There  they  slave 
through  12-hour  days,  six 
days  a  week,  mopping 
floors,  learning  account- 
ing, fixing  equipment, 
working  the  counter  and, 
of  course,  flipping  burg- 
ers. They  also  get  a  strong 
dose  of  Culver  himself, 
whose  barked  mantra  is 
"Bleed  blue!"  (The  chain's 
colors  are  white  and 
blue.)  Before  leaving, 
franchisees  get  Culver's 
cell  phone  number  and  a 
warning:  Reach  me  any- 
time, but  don't  leave  your 
post  untended.  "If  he  calls 
your  restaurant  and 
you're  not  there,  he's 
going  to  want  to  know 
why,"  says  Obriecht. 

At  least  he  comes  by 
his  success  honestly.  After 
working  as  a  teenager  at 
his  parents'  A&W  in  Sauk  City,  Wis., 
Culver  bought  back  and  refurbished  the 
store  when  he  was  33,  stripped  off  the 
brown  and  yellow  and  repainted  it  blue 
and  white.  In  1984,  his  first  year,  he  lost 
$40,000  on  sales  of  $300,000— thanks, 
in  part,  to  a  nearby  Hardee's.  "If  I'd  been 
a  better  businessman,  I  would  have 
sold,"  he  says.  He  broke  even  in  the  sec- 
ond year  and  by  1986  was  making 
$  100,000.  During  the  next  decade  he  was 
selling  franchises  in  towns  like  Hi- 
awatha, Iowa  and  Mankato,  Minn,  while 


Franchisee 
Boot  Camp 

Becoming  a  member 
of  the  Culver  family 
requires  money,  patience 
and  plenty  of  fortitude. 
All  potential  candidates 
must: 

•  Have  a  net  worth  of 
$500,000,  including 
$200,000  in  liquid  assets. 

•  Work  for  60  hours  in 
a  company-owned 
restaurant— all  for  free. 

•  Spend  four  months— and 
$20,000-mopping  floors, 
keeping  the  books, 
learning  to  fix  equipment, 
waiting  on  customers  and 
flipping  burgers. 

•  Put  up  an  average 
$1.9  million  to  own  and 
operate  a  Culver's. 

•  Be  available  at  all  times 
in  case  the  home  office 
wants  to  reach  you— or 
shows  up  unexpectedly. 


\ 


his  wife.  Lea,  develop 
training  programs. 

Today  Culver  spen 
half  his  time  checking  c 
restaurants.  In  one  Illin 
outlet  he  embarrasses 
franchisee  by  picking  u] 
mop  and  swabbing  t 
floor.  Culver  says  he  I 
yet  to  pull  a  franchise.  E 
that  doesn't  mean  he  is 
prickly  on  details.  1 
checks  the  counters  a 
carpet,  how  the  restaurt 
is  landscaped  and  wh 
the  parking  lot  was  1; 
hosed  and  scrubbed, 
hate  to  see  'Now  Hirii 
on  one  of  our  signs,"  Ci 
ver  says.  He  thinks  tF 
drives  people  away. 

Techniques  for  drivi 
up  sales  dominate 
quarterly  meetings  wi 
franchisees,  who  pr 
along  the  advice  to  thi 
counter  staff.  Culver  is  I 
on  upgrading  value  hi 
kets  (sandwich,  drir 
fries)  to  bring  the  avera 
meal  ticket  up  to  $7,  t^ 
bucks  higher  than  M 
Donald's.  Especially  if  y 
can  push  the  deep-fri 
cheese  curds  (with  a  grc 
margin  of  76%)  ai 
frozen  custard  (80°/ 
Weekly  specials — amo 
them  taco  salads  ($5.1 
and  barbecued  pork  san 
wiches  ($2.90)— cater 
regional  tastes;  regul 
items,  like  Norwegian  fried  cod  ($3.51 
grab  upper  Midwest  Catholics  who  doi 
eat  meat  during  Lent.  Entrees  are  made 
order;  no  heat  lamps  here.  Drink  refills  i 
free,  and  families  are  encouraged  to  loun  ! 
around  in  hopes  they'll  buy  dessert. 

Most  franchises  turn  profitable  in 
to  24  months  and  recoup  their  init 


t. 


\ 


investment  in  seven  years,  on  average, 
want  to  create  millionaires,"  says  Culv 
So  far  he's  made  an  estimated  two  doz 
of  them — pretty  good,  even  if  they 
needed  $500,000  to  get  in  the  door. 
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Here  are  three  figures  any  CFO  and  CEO  will  love. 
$100  million.  240,000  disability  days.  Up  to  17% 
fewer  claims.  That's  what  our  safety  programs 
saved  our  clients  last  year.  Those  numbers 
become  even  more  compelling  when  you 
consider  this  fact:  injuries  and  disabilities  can 
comprise  5%  or  more  of  a  company's  costs. 
This  is  where  Liberty  Mutual  can  truly  help.  Over 
the  years,  our  loss  prevention  specialists  have 
developed  a  wide  range  of  safety  programs,  each 
designed  to  not  only  help  businesses  become 
safer,  but  more  cost  efficient. 
We  use  all  the  latest  technologies,  but  the 
approach  itself  goes  back  90  years  to  our 
founding  philosophy:  to  help  people  live  safer, 
more  secure  lives.  As  it  turns  out,  that  includes 
giving  companies  a  sizeable  financial  advantage. 
Something  any  board  member  can  appreciate. 


T'S  M 


For  more  information  on  how  to  help  mal<e  your  worltplace  safer,  visit  www.libertymutual.com/business 


Liberty 
Mutual. 
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Anger  Management 

A  small  firm  teaches  security  guards  to  disarm  tough 
characters  with  talk. 


BY  LEA  GOLDMAN 

AS  A  22-YEAR  VETERAN  OF  THE  NEW 
York  City  police  force,  Anthony 
Celano  learned  the  value  of  a  calm- 
ing voice.  When  he  and  his  partner  were 
staking  out  the  Howard  Beach  home  of  the 
late  gangster  John  Gotti  back  in  1987,  the 
furious  Dnpper  Don,  unshaven  and  di- 
sheveled, pounded  on  the  unmarked  car 
and  screamed  at  the  cops  to  get  lost.  As  his 
partner  readied  liis  handgun,  Celano  got 
out  of  the  car  and  explained  riiat  they'd 
been  sent  by  a  supervisor  who  had  been  fol- 
lowing the  orders  of  the  Oueeus  DA.  Don't 
blame  the  messenger,  he  said.  Gotti  backed 
down  and  apologizea.  ^  " 
Celano.  "Then  nui!;t  '^ 

That  credo  he  i  i 
his  three-year-old  hu: .;     i,.  Full  Secmii 
Manhattan-based  on;   ' 
tion,  investigative  scr\  > 
guard  training.  With  jus. 
sales  last  year  Celano  can't  ho,  ■      i ake  ors 


the  likes  of  $8.2  billion  (sales)  Securitas  AB, 
parent  of  Pinkerton,  which  supplies  10% 
of  the  1.1  million  security  guards  that  mind 
the  nation's  schoolyards,  office  buildings 
and  shopping  malls,  and  provides  them 
with  state-mandated  training.  Most  of 
them  have  high  school  diplomas — ^but  not 
a  clue  about  defusing  confrontations. 
Celano's  shtick  is  teaching  guards  to  read 
situations  and  to  respond  appropriately  to 
rim-ins  with  con  artists,  crime  and  assault 
victims,  even  potential  terrorists. 

Streetwise  Communication,  his  trade- 
mark course,  involves  lots  of  role-playing 
for  25  or  so  guards  at  a  time,  at  upwards  of 
oU  0,000  total  for  an  eight-hour  seminar.  He 
I'ten  tag-teams  with  psychologist  Jeffrey 
il'.ilKvg.  In  one  exercise  an  illegal  street 
.'vndor  outside  a  store  balks  at  being  told 
to  luow^.  Tlie  trainee  tries  unsuccessfully  to 
sway  her  before  n  "orting  to  menace.  "If  you 
don't  move  ..."  le  growls.  "Then  what?" 


Yo,  easy  does  it:  Tony  Celano  goes  to  worl 

she  snaps  back.  Celano  cuts  in.  Never 
your  temper.  Tell  the  vendor  she  can  eit 
move  or  you'll  have  to  call  the  poUce,  v 
might  not  be  as  friendly.  Set  up  alternati' 
he  advises;  offload  blame,  never  threatei 

The  next  scene  takes  place  in  a  stci 
Two  guys  dating  the  same  girl  are  in  an  1 
gument  that  leads  to  blows.  The  trail 
jumps  in  and  is  nearly  tackled  by  be 
Don't  step  into  flying  fists,  says  Celano:  ( 
for  backup.  If  possible,  convince  one 
both  guys  to  take  it  outside.  Your  respoi 
bihty  is  to  the  employer  and  his  proper* 

Scenario  three:  A  suspicious-look 
fellow  casing  a  lobby  asks  lots  of  questii 
about  how  many  people  work  in  the  bui 
ing  and  what  time  the  offices  clo 
Celano's  advice  is  to  answer  briefly  t 
poUtely — then  refer  him  to  a  supervisor 

Now  50,  Celano  left  the  NYPD  in  T 
and  began  training  security  guards  i 
rented  Brooklyn  church  for  $40-p 
person  sessions,  barely  eking  out  $1,00 
week  before  expenses.  The  next  year 
headed  up  investigations  for  a  Manhat 
outfit  later  bought  by  Pinkerton,  but^ 
chafed  under  his  supervisors,  quit  cl 
launched  Full  Security  in  2000  with  Jos< 
Nicolosi,  a  former  cop  with  25  years  beh 
his  badge.  Each  chipped  in  $2,500. 

They  burned  through  that 
more — on  promotional  materials,  3 
had  to  dip  into  their  pensions  to  get 
Celano  hounded  former  colleagues  on 
force  for  referrals  and  entertained  pot 
tial  cHents  every  night.  The  first  year  tl 
broke  even  on  $150,000  in  revenu 
Today  cUents  include  Morgan  Stanley,  1 
PaineWebber  and  Rutgers  University. 

Surprisingly,  it's  not  post-Sept.  1 1 
ters  that  get  him  the  business.  It's  feai 
landing  in  coiu-t,  as  Kmart  did  when  C 
fornia's  Supreme  Court  upheld  a  $3.8  r  fit 
lion  ruling  against  the  troubled  retailer 
cause  an  overzealous  guard  tackle< 
customer.  May  Department  Stores  last ) 
settled  a  lawsuit  for  a  similar  incident.  S 
Richard  Block,  a  partner  at  San  Francis 
based  law  firm  Pillsbury  Wtnthrop  who 
referred  clients  to  Full  Security  for  train 
on  harassment:  "If  you  spend  half  a  > 
teaching  your  people  not  to  be  abusive,; 
avoid  the  headlines  and  the  liability." 
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Special  Advertising  Section 


brbeS  Careers  in  the  Financial  Sector 


^ 


We're  looking  for  dedicated 
partners  who  share  our  vision. 

MasterCard.  Focused  on  your  future.  If  you  have 
talent  that  separates  you  from  the  crowd,  there's  a  rewarding 
future  waiting  for  you  at  MasterCard  International  -  a  global 
payments  leader  with  one  of  the  most 
recognized  brand  names  in  the  world. 

Consulting  Services   •   Finance 
Information  Technology 

Bring  your  spirit  and  drive  to  MasterCard. 
Visit  us  online  for  more  information. 

www.mastercardlntl.com 


MasterCard 
International 


MAKE  TH 
YOU'LL  NEVER 
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Forbes  Careers 

es  Qireen  will  be  running  regularly  from  tfiis  edition  for- 
..  Each  Forbes  Careers  sec:tion  will  provide  a  tailor-mads, 
-profile  environment  for  companies  from  all  seaors  of 
stry  to  advertise  specific  positions,  as  well  as  promote  them- 
>  as  great  places  to  work.  In  addition  to  general  opportuni- 
ach  Forbes  Qireen  section  will  contain  a  focus  on  a  partic- 
Jidustrv.  Dates  and  themes  follow: 


?23 
21 

ust  11 
'briber  29 
')ber27 
ember  24 
ember  22 


Pharmaceuticals  I  Health  I  Biotech 
Diversity  I  Global  Opportunities 
Charity  I  Government  I  Non  Profit 
IT  I  Technology 
Finance  /Insurance 
Media  /Exec  Search  Firms 
Retail 


You  belong  with  Progressive  where  performance  is  rewarded  with 
opportunity.  Product  Managers  run  Progressive's  growing  business 
within  a  state,  product  line  or  business  area  by  developing  a  business 
strategy  and  leading  its  implementation.  They  position  our  products 
and  services  to  meet  clients'  needs,  build  company  revenues  and 
meet  corporate  objectives.  With  full  profit  and  loss  responsibility. 
Product  Managers  also  lead  a  team  of  professionals  and  work  with 
other  functional  areas  to  accomplish  business  objectives. 

We  are  looking  for  top-quality  candidates  who  possess: 

•  Bachelor's  degree  and  MBA  from  a  leading  business  school 
and  excellent  academic  achievements 

•  2  to  8  years'  post-MBA  business  experience,  with  a  demonstrated    i 
track  record  of  business  decision-making  and  leadership 

•  Superior  problem-solving,  quantitative  and  analytical  skills  with 
proven  ability  to  make  data-driven  decisions 

•  Profit  and  loss  responsibility,  strategic  marketing  and/or  product 
management  desirable 

•  Ability  to  represent  Progressive's  interests  to  regulatory  agencies 
and  other  key  audiences 

•  Demonstrated  creativity  and  innovation 

There  are  immediate  opportunities  in  our  Direct  business  in 
Richmond,  VA  (reference  Job  R02 1 282)  and  San  Diego  (reference  Job 
R018033),  and  in  our  Commercial  Auto  (reference  Job  ROl  1988)  and 
Special  Lines  (reference  Job  ROl  7293)  businesses  in  Cleveland,  OH. 

Progressive:  S 

•  Is  the  third-largest  personal  auto  insurer  in  the  U.S.  J" 

•  Is  the  third-largest  commercial  auto  insurer  in  the  U.S.  =1 

•  Is  the  number  one  writer  of  motorcycle  insurance  in  the  U.S.  s 

•  is  ranked  No.  1  97  on  the  2003  Fortune  500  and  No.  1  85  I 
on  the  2002  Forbes  500.  J 

•  Placed  fifth  in  the  2003  BusinessWeek  50.  I 

•  Was  named  one  of  "The  30  Best  Stocks"  by  Money  Magazine  £ 
in  2002  1 
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more  information  please  call  the  Forbes  Careers  team  at: 
212  509  3480 
or  e-mail: 
forbescareers@mongoosemeciia.coni 


Not  what  you'd  expect  from  an  insurance  company.'        s 

Equal  Opportunity  Employer,  M/F/D/V 


APPLY  AT  JOBS. PROGRESSIVE. COM 
AND   REFERENCE  THE  JOB   NUMBERS   INDICATED  ABOVE 


This  will  really  catch  your  interest! 

First  Citizens  Bank  is  seeking  the  following  positions  for  various 
locations  in  NC: 

RELATIONSHIP  (BUSINESS)  BANKER 

PRIVATE  CLIENT  GROUP  RELATIONSHIP  MANAGER 

To  review  other  positions 
within  FCB  and/or 
apply  online,  visit: 
firstcitizens.com. 


^ 


FIRST  Citizens  Bank 

customersFirst 

a  service  excellence  commitment 

flrstcitizens.com 


For  more  opportunities  visit  www.forbes.com/specialsections/forbescareersj 
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Claude  Monet  changed  the  an  ofi 

forever.  He  broii^t  it  out  of  the  dusty.^  ^ 

of  Paris  into  the  bri^t  char  sunshirt 

French  countryside.  Leaving  represent  u. 

art  behind,  Monet  turned  his  focus '  V'^ 

lit 
and  color.  He  sou^t  to  convey  the  spii| ,, 

moment.  He  was  determined  to  cap 

essential  beauty  of  nature.  Monet': 

were  innumerable,  but  this  rem 

painter    persevered.     He    influen 

gaieration  of  artists  and  spaihed  a  mi 

that,  in  time,  would  produce  man 

world's  best-loved  worhs  of  art. 
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THE  ADVANTAGE  OF  FOC 

AMSTHRDAM  BRUSSELS  CHICAGO 

IRVINE   LONDON  LOS  ANGELES  ME^ 
SAN  FRANCISCO  WASHINGTON,! 


AND  ANTITRUST  •  HOWRE 
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len  it  comes  to  data  centers  and  IT  managed  services, 
big  brands  have  been  linked  with  stability,  especially 
financial  kind.  At  Consonus  we  don't  pretend  to  be 
J  of  the  big  boys,  but  we  do  offer  data  center  facilities 
t  are  second  to  none  as  well  as  a  range  of  managed 
vices  to  fit  just  about  any  need.  And  we're  backed  by  a 
2  billion  energy  company. 

know  that  your  reliance  on  a  stable  provider  can  be  as 
jortant  to  the  hosting  of  your  IT  infrastructure  as  the 
a  itself  We  know  this  because  our  roots  are  in  disaster 
igation,  and  that  includes  the  disaster  that  can  occur 
en  your  data  center  or  managed  services  provider  closes 
doors. 

1  don't  have  to  be  big  to  provide  security,  reliability 
I  longevity.  You  just  have  to  be  good. 


Consonus  Data  Center,  Salt  Lake  City,  Utah 


Consonus  Global  Network  Operations  Center 


wnus  IS  a  value-added  reseller  of  these  trusted  partners: 

I^V  HP  Open  View 

mT?M*p,OV,DER         FMIIiaMiBliHil  I  "EMBER  PARTNER  I 


ORACL-e 

PartnerNetwork 


Delivering  Performance  Through  Technology 

www.consonus.com    888.452.8000 


©2003  Consonus.  inc.  All  rights  reserved, 
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B  www.ingmoneymentor.com 

Educational  and  fun.  Now  that's  refreshing. 

Introducing  a  personal  finance  website  that's  as 
entertaining  as  it  is  infornnative.  With  movie  and 
music  tie-ins,  you'll  actually  enjoy  learning 
about  retirement,  family  finance,  saving 
for  college  and  investing.  For  a  fresh  look  at 
personal  finance  visit  lngmoneymentor.com. 
Smart.  Fun.  Financial. 


RETIREMENT  PLANS  •  MUTUAL  FUNDS  •  DIRECT  BANKING  •  ANNUITIES  •  UFE  INSURANCE  •  EMPLOYEE  BENEFITS  •  FINANCIAL  PLANNII 

Pro:iu^^m^,rr,,.s^^<,,^6Uoucf-n-\^r,l,,^~..^i.  .n,u.,n.    ,:■■•   -  .    ,  insurance  Coiporaton  ingmoneymentOt.CC 
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RESTRUCTURING  OF  GOVERNMENT  AND  ECONOMY 


KPORTS  2 

Outside  investment 
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exports 
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arKhes  open 
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Inexpensive  and 
accessible  drugs 
1*'  v^ill  save  lives 


GRICULTURE  8 

)portunities  to  develop 
ro-processing 


lation  contact: 


PRESS  NET 

Tel:  *1  -  202  -  6280756 
Fax:  +1  -  202  -  6280759 
inf  o@pressnet-dc .  com 

www.pressnet-dc.com/ethiopia 


A  new  Start 

►  Ethiopia  is  a  nation  in  the  process  of  reinventing 

itself  and  is  determined  to  forge  a  prosperous 

future. 

Committed  to 

democracy  and 

private 

enterprise,  it 

is  now  looking 

for  investment 

to  help  realize 

its  potential. 


n  era  of  transformation  is 
under  way  in  Ethiopia, 
spearheaded  by  a  gov- 
ernment dedicated  to 
bringing  rapid  and  sus- 
tainable economic  devel- 
opment to  one  of  the  poorest  nations 
in  the  world. 

Positioned  in  the  Horn  of  Africa, 
Ethiopia  is  the  continent's  third  most 
populous  nation,  with  an  economy 
largely  dependent  on  agriculture.  Its 
leading  export  commodity  is  coffee, 
which  accounts  for  more  than  half  of 
foreign  exchange  earnings. 

In  the  past,  Ethiopia  has  primarily 
made  the  news  due  to  its  struggle  with 
drought,  famine  or-until  the  signing  of 
the  December  2000  peace  accord- 


conflict  with  neighboring  country 
Eritrea.  With  its  sights  set  firmly  on  the 
future,  however,  Ethiopia's  govern- 
ment is  working  hard  to  change  the  out- 
side world's  perception  of  the  country. 

Major  government  initiatives  are 
aimed  at  strengthening  democracy 
and  human  rights,  attracting  investors 
and  boosting  growth.  Renewed  for- 
eign aid  and  debt  relief  are  pushing  the 
economy  forward,  and  foreign  invest- 
ment is  beginning  to  flow. 

Recent  years  bear  witness  to  a 
remarkable  track  record  in  terms  of 
macro-economic  management,  with 
single-digit  inflation,  a  stable  foreign 
exchange  rate  and  a  manageable  bud- 
get deficit.  In  the  last  decade,  real 
Continued  on  page  2 
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TEXTILE  AND  LEATHER  INDUSTRIES  NEED  INVESTMENT  TO  EXPLOIT  DUTY-FREE  OPPORTUNITIES 


( 


aim'ng  access  to  U.S.  markets 


or  years,  Ethiopia 
has  been  exporting 
coffee,  its  nnain  com- 
modity, to  the  United 
States.  Now  the 
potential  for  the  east 
African  nation  to  sell  a  wider  range 
of  its  goods  in  American  markets  is 
considerable,  but  much  depends 
on  the  support  of  outside  investors. 
The  Ethiopian  government  has 
been  taking  steps  to  meet  the  con- 
ditions required  for  the  country  to 
benefit  from  the  African  Growth 
and  Opportunity  Act  (AGOA),  the 
U.S.  law  that  has  already  allowed  a 
number  of  African  states  to  bene- 
fit from  duty-  and  quota-free  access 
to  American  markets  for  a  wide 
range  of  goods. 

"AGOA  is  there  for  us,  and  we 
need  to  exploit  it, "  says  Prime  Min- 
ister Meles  Zenawi.  "In  the  past  we 
have  sought  relief  and  handouts,  but 
we  prefer  trade  and  investment.  We 
are  eager  and  ready  for  business. " 
The  main  potential  lies  in  devel- 
oping Ethiopia's  textile  and  leather 
industries,  and  to  realize  this,  the 
help  of  foreign  investors  is  required. 
"We  need  partners  because, 
despite  having  all  this  potential. 


our  capacity  in  terms 
of  finance  and  man- 
agement is  limited," 
says  Gizaw  Molla,  Direc- 
tor General  at  the 
Ethiopian  Export  Pro- 
motion Agency.  "Our 
main  problem  is  find- 
ing the  right  investors 
to  come  and  assist  us. 
We  extend  a  sincere 
welcome  to  companies 
that  are  interested." 

The   government's 
strategy  is  to  promote 
public-private  partner- 
ships in  the  form  of 
joint  ventures.  'Trade 
and   investments   are 
interlinked,  so  buyers 
can  also  be  investors," 
says  Mr.  Gizaw. 

America  is  one  of  the 
top  target  countries  from 
which  Ethiopia  hopes  to 
attract  foreign  direct 
investment  (FDI),  accord- 
ing to  Abi  Woldemeskel, 
Director  General  of  the  Ethiopian 
Investment  Authority.  "We  have  a 
strong  relationship  with  the  United 
States,  and  we  have  to  take  advan- 


Coffee  is  Ethiopia's  main  export  commodity. 


tage  of  it.  We  are  targeting  individ- 
ual investors  who  have  the  capital, 
the  market  links,  the  know-how  and 
the  technology  to  get  them  to  come 


and  invest, "  he  says.  "Our  first  pi 
ority  is  to  encourage  investors  in  1 
main  sub-sectors  of  textiles,  leatl 
and  food." 

The  government  is  working 
create  a  more  attractive  investme 
climate  with  incentives,  clear  ru'  *' 
and  regulations,  and  streamliH  ™' 
procedures.  A  new  investment  cc|  1^ 
has  been  introduced,  and  there .!  * 
moves  to  improve  the  countH  "^^ 
basic  economic  infrastructure. 

"For  Ethiopia,  and  the  rest 
Africa,  the  critical  thing  is  to  char 
the  perception  and  inform  fore 
investors,"  says  Finance  Minis 
Sufian  Ahmed.  "Yes,  drought  i: 
fact,  but  there  are  also  opportu 
ties  here. " 

Mr.  Sufian  points  out  that  \ 
potential  extends  beyond  Ethio 
itself  to  the  region  as  a  whole.  "T 
is  a  country  with  68  million  pi 
pie, "  he  says.  "We  are  a  member 
the  Common  Market  for  Southtf*!' 
and  Eastern  Africa  (COMESA). 

'This  part  of  Africa  has  a  to 
population  of  around  400  milliil* 
and  it  is  a  growing  market.  If  1'  ^^>' 
economy  grows  by  6%  or  7%,  t'  P^ 
represents    huge    potential 
investors." 


Continued  from  page  1 

gross  domestic  product  has  grown 

by  an  average  of  6%  a  year. 

In  this  same  period,  Ethiopia  has 
constructed  roads,  dams  and  other 
infrastructure  necessary  to  form  the 
basis  of  agricultural  and  agro-indus- 
trial development.  The  government 
has  launched  massive  food  security 
projects,  aimed  at  overcoming  the 
effects  of  the  country's  periodic 
droughts. 

Private  enterprise  is  now  regarded 
as  the  main  engine  of  growth  in 
Ethiopia,  and  progress  is  teing  made. 
albeit  gradually,  toward  priva*;.!,-.. 
state-owned  concerns. 
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Reforms  are  being  carried  out  to 
make  the  civil  service  efficient  and 
supportive  of  private-sector  devel- 
opment, and  to  facilitate  and 
'improve  the  quality  of  the  judicial 
■•?:;:-.  A  process  of  decentraliza- 
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tion  is  also  under  way  to 
strengthen  the  relationship 
between  Ethiopia's  government 
and  its  citizens.  Moves  to  extend 
development  beyond  the  cities 
and  into  rural  areas  have  been 
accompanied  by  significant  devo- 
lution to  regional  authorities. 

"The  only  way  we  can  develop 
the  country  is  if  authority  is 
decentralized,"  says  Ethiopia's 
President  Girma  Woldegiorgis. 
"Every  district  and  region  now  has 
its  own  autonomy  and  operates  on 
its  own.  The  government's  duty  is 
to  support  it  in  terms  of  man- 


Kith  t 
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power  development  and  to  m?'  >?« 
it  work."  «ne( 

A  program  of  tax  reform  cf*! 
restructuring  is  aimed  at  enco 
aging  capital  investment,  widenf*( 
the  tax  base  and  increasing  g^  "*a. 
ernment  revenues 

Value  Added  Tax  was  introdu( 
in  January,  v/ith  exports  givei 
zero-rated  standard.  Reductid 
have  been  made  in  income  t 
profits  tax,  excise  tax  and  the  c 
toms  tariff.  Corporate  income 
rate  has  been  reduced  from  35^ 
30%-below  the  African  averas 
and  there  are  zero  tariffs  for  c 
ital  input  goods  imported  ii 
Ethiopia. 

Implementation  of  a  TIN  (' 
Identification  Number)  systen 
aimed  at  improving  tax  collect! 

"The  amendments  have  b< 
made  in  such  a  way  as  to  enco 
age  trade  and  investment  e 
favor  the  taxpayers,"  says  Mil 
ter  of  Revenue  Getachew  Bel 
"We  have  also  had  to  be  strict 
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BANKING 
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RESTRUCTURING  AND  INVESTMENT  IN  TRAINING  AS  NEW  BRANCHES  BRING  IN  MORE  CUSTOMERS 


Yivate  banks  see  deposits  rise 

1 


he  banking  sector  in 
Ethiopia  has  grown 
considerably  in  recent 
years.  With  an  expand- 
ing customer  base, 
several  new  private 
ks  have  been  established.  There 
now  six  private  banks  in  the  coon- 
as  well  as  three  public  banks, 
niong  the  private  banks,  Wega- 
Bank  is  undergoing  restructur- 
Kidane  Nikodimos,  the  President 
Chief  Executive,  says  the  bank 
filing  shares  to  raise  capital, 
/egagen  Bank  began  operations 
jne  1997  with  17  shareholders. 
re  are  now  78  shareholders,  and 
bank  has  grown  to  29  branches 
»ss  the  country,  including  seven 
Wis  Ababa.  It  currently  ennploys 
people  and  has  capital  of  $9.5 
ion. 

r.  Kidane,  formerly  Deputy  Gen- 
Manager  of  Operations  at  the 
?lopment  Bank  of  Ethiopia,  says 
^ould  like  to  reach  Si  2  million 
fie  end  of  the  financial  year  in 
;.  "We  are  mainly  focusing  on 
it  and  risk  management  areas  to 
ond  to  our  clients'  demands 


Wegagen  Bank  has  expanded  to  29  branches  across  the  country. 


promptly  and  effectively,  and  to  keep 
our  nonperforming  loans  to  a  mini- 
mum," he  says. 

"We  hope  to  con- 
tinue doing  good  busi- 
ness and,  to  ensure  this, 
we  are  currently  in  the 
process  of  restructur- 
ing. We  intend  to  have 
a  lean  organizational 
structure  that  performs 
efficiently." 

Wegagen  is  the  only 


bank  in  the  country  with  a  fully  com- 
puterized network.  "Our  programs 
are  integrated,  so  our  cus- 
tomers enjoy  superior  ser- 
vices," Mr.  Kidane  says. 
Another  private  bank, 
Dashen  Bank,  which 
began  operations  in  1996, 
has  attracted  more  than 
167,000  customers. 
LulsegedTeferi,  Dashen 's 
President,  says  private 
banks  control  approxi- 


mately 20%  of  the  market,  and 
Dashen  holds  about  30%  of  this 
share. 

"Our  end-of-year  deposits  in 
June  2002  were  1  billion  birr  ($117 
million),  up  from  861  million  birr 
($101  million)  in  2001.  The  growth 
rate  is  significant  and  on  the 
increase." 

Dashen  has  won  several  interna- 
tional awards  and  was  named  bank 
of  the  year  by  The  Banker  magazine 
last  year.  In  2002,  the  bank  made  a 
net  profit  of  $2.8  million. 

The  bank  is  a  major  supporter  of 
the  growing  private  sector,  and  has 
financed  projects  including  a  large 
food-processing  plant  and  a  bag- 
making  factory.  Last  year,  it 
advanced  loans  of  more  than  $99 
million,  more  than  a  quarter  of 
which  went  to  the  manufacturing 
sector. 

Dashen  is  opening  its  27th  branch 
this  year,  as  well  as  two  foreign 
exchange  branches.  "We  have  cor- 
respondent relations  with  banks 
abroad,  some  of  whom,  such  as 
HSBC  and  Citibank,  are  helping  to 
train  our  staff,"  adds  Mr.  Lulseged. 


ith  those  evading  tax. " 

addition  to  institutional 
iges,  the  government  is  focus- 
)n  education  and  training,  and 
•lopment  of  the  private  sector 
:ivic  societies,  as  highlighted  by 
Iter  of  Capacity  Building  Teferra 
wa.  "Capacity  building  extends 
^ery  part,  every  aspect  of  the 
3f  the  nation,  every  company 


and  individual, "  he  says.  "It  is  vital 
to  the  economy. " 

Financial  aid  and  political  support 
have  already  been  forthcoming  from 
the  international  community.  Mr. 
Teferra  sees  potentially  "unlimited 
areas  of  cooperation"  with  the 
United  States  in  areas  such  as  agri- 
cultural capacity-building  programs. 

'There  were  times  during  the 


border  conflict  with  Eritrea  when 
the  United  States  had  difficulty 
understanding  our  standpoint, "  Mr. 
Teferra  says.  'The  U.S.  now  under- 
stands Ethiopia,  which  is  critical  at 
this  point." 

Close  links  with  America  are 
regarded  as  vital  to  economic  growth. 
"We  need  to  focus  on  strengthening 
our  business  ties  and  promoting  our- 


selves to  the  American  business  com- 
munity," says  President  Girma. 

He  believes  that,  with  help  from 
the  government,  Ethiopia's  private 
sector  can  meet  the  requirements  of 
American  markets.  'The  private  sec- 
tor should  aim  at  quality  and  quan- 
tity, and  the  government  should  work 
hard  to  assist  and  encourage  its 
development. " 


The  Federal  Democratic  Republic  of  Ethiopia 

MINISTRY  OF  REVENUE 


:ustoms  Reform 

le  Ministry  intervenes  in  commercial 
leraiions  via  the  Customs  Restructuring 
id  Reform  Program.  This  program 
cilitates  trade  and  the  moxement  of 
'opie  in  order  to  attract  investment. 

ax  Reform 

e  Ministry's  Tax  Reform  Program  has  two 
oad  categories  aimed  at  overhauling  the 
X  legislation  and  improving  the  tax 
ministration.  These  include  the  overhaul 
the  income  tax  legislation,  the  introduction 
new  taxes  such  as  VAT  and  TOT, 
d  rationalization  of  Excise  Tax;  and  the 


introduction  of  TIN  system,  for  an  effective 
and  efficient  tax  administration. 
The  new  system  improves  tax  revenues 
and  encourages  capital  investment  by 
ensuring  equity  and  fairness  in  the  tax 
system.  These  measures  serve  to  attain 
Ethiopia's  self-sufficiency  by  boosting  trade 
and  investment. 


Ministry  of  Revenue 
PO.  Box  2559,  Addis  Ababa,  Ethiopia 
Tel:-^25l  (I)  66  7^  66, -t-251  (1)66  26  28 
email:  mor@telecom.net.et 
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METAH  *RA  SUGAR  FACTORY 


P.O.  BOX  5664,  Addis  Ababa,  Ethiopia 
Tel:  251  (2)11  34  19/11  06  00 
Fax:  251  (1)  51  69  34  (Addis)  / 
251  (2)11  37  47  (Metahara) 
Email:  msf@telecom.net.et 
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SHERATON  ADDIS 

Ati<iis  Ahiibci 

Imagine  tranquil  flower  gardens  where  fountains  flow  and  waters  play.  Fantasise  about  luxury  where  every  whim  is 
anticipated,  every  comfort  provided.  A  hotel  from  a  dreamscape  -  yet  this  is  reality  at  the  Sheraton  Addis,  An  experi- 
ence of  total  escape,  a  voyage  to  perfection. 


Grace.  ..majesty.  ..opulence. . . 

the  mark  of  high-bred  heritage  that  makes 

each  of  our  hotels  a  luxui^  all  its  own. 


Luxury  With  Lineage. 


SCarwoocI  Hotels  &  Resorts 
IMJ.  Box  6002,  Woitihi  14,  Ktlieic  24.  Addis  Abaha,  iOlliiopia.   Id:  (251 


1717  l'-ax:(25lMl)  172727 


For  reservations  call  toll  free  800  325  3535  or  contact  your  travel  consultant. 
Member  of  Starwood  Preferred  Guest. 
©  2002  Starwood  Hotels  &  Resorts  Worldwide,  Inc.  All  Rights  Reserved. 
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DASHEN  BANK 


'  cused  domestic  and  international  banl<ing  services,  overconning  the  continuous 
■gh  the  application  of  the  appropriate  technology. 

ccess  and  choose  Ethiopia's  Bank  of  the  year,  2001  &  2002. 
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ciis  Ababa,  Ethiopia,  Tel:  +251  1  66  13  80,  Fax:  +251  65  30  3^ 
''MK@telecom.net,et,  Website:  wvvw.dashenbanksc.com 
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Pharmacure  PLC  is  a  private  cximpany  that  invests  in  its  worWorce  and  works  towards  providir 
of  Ethiopia  with  internationally  recognized  health  products  at  affordable  prices. 

Solutions  for  self-reliance 

Pharmacure's  new  plant  in  Addis  Ababa  has  already  completed  the  first  phase  of  its  multimillion-dollar 
project.  With  a  capacity  for  5  million  units  per  annum,  it  now  produces  enough  essential  intravenous  solutions 
to  meet  the  needs  of  Ethiopia  and  has  the  potential  to  export  to  neighboring  countries. 

Building  for  the  future:  Phase  two 

Pharmacure  PLC  is  now  working  towards  enabling  the  production  of  over  80  different  products  In  six  dosaae  forms- 

-  Tablets  -  Penicillin  Capsules 

-  Intravenous  Liquids  -  Ampoules  and  Vials 

-  Oral  Liquids  -  Dry  Syrups.  A  high  priority  is  the  manufacture  of  Anti-retroviral  drugs,  and  others  to  assist 
in  the  fight  against  the  HIV/AIDS  epidemic. 


Committed  to  intemational  standards 


fhe  Worid  Class  facilities  in  the  Addis  Ababa  plant  are  being  designed  and  built  to  the  highest  standards 
A/ith  the  expertise  of  global  leaders  in  the  field  of  phannaceuticals,  such  as  GlaxoSmithKline  and  Intemational 
Consultants  Bovis  Lend  Lease  Phannaceutical. 
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PHARMACURE  PLC] 

PHAKMACEITICAL  m\(HCII  ^^r\  ,»  Mppufs 


PHARMACURE  PLC,  PO.Box  5542,  Addis  Ab 

Tel: +251  1  62  73  18/63  52  31,  Fax: +251  163  52  32 
E-mail:  Pharmacure@telecom.net.el 


ooking  for  leather? 


snture  into  the  world  of  Ethiopia's  most  ancient 
;tivity,  led  by  a  state-of-the-art  company  of 
orldwide  reputation. 


■nail:  elico@telecom.net.et 

».pro€x@telecom.net.et 

jbsite:  http://www.telecom.net.et/~elico 


no-Leather  Industry  RC  (ELICO) 
).  Box  9281 ,  Addis  Ababa.  Ethiopi 
:  +251  1  65  51  52/53/54 
x: +251  1  65  51  51 


Coffee  U 

Etkiopia'A  Gift  f  o  f  lie  World 

Ethio-Coffce  &  Tea  Plantation  &  Marketing  PLC,  part  of  the  MIDROC  group 
possesses  a  Gemadro  Coffee  Plantation  located  in  the  highlands  of  Ethiopia, 
where  coffee  onginated. 

Gemadro  Coffee: 

This  unique  vanety  of  coffee  bean  has  all  the  characteristics  of  the  typical 

Ethiopian  Highland  Coffee  -  flavour,  aroma,  and  a  luxurious  winy  taste. 

Annual  production  from  this  single  farm  is  of  approximately  1 500  tonnes 

of  premium  quality  coffee  grown  under  shade  in  a 

region  where  environmental  elements,  such  as 

soil  and  water  are  fully  protected  and  free  from  i 

any  form  of  pollution.  / 

In  addition  to  this  farm,  ECTPM  also  owns  ;*/  •'  / 

over  1 5000  hectares  of  land,  for  the 
production  of  spices,  herbs  and 
medicinal  plants  for  the 
pharmaceutical  industry. 

Alliance  options  and  investment  '' 

opportunities  are  now  open  to         I  ' 
negotiation  \p 

The  Taste  of  Ethiopia;  an 

investment  opportunity  that's  t 

full  of  flavour. . .  ~ 


ECTPM '{Efhio-Coffee  and  Tea  Plantation  and  Marketing  PLC) 
Tel:  +251  1  61  56  08  /  61  41  24  Fax:  +251  1  61  55  73  /  62  77  64 
Email:  ethio.coffee@telecom.net.et  www.telecom.net.et/-ectpm/ 


INVESTMENT 
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LEADING  INVESTOR  MOTIVATED  BY  BEllEF  IN  ETHIOPIA'S  "IMMENSE  POTENTIAL" 


Sheik  backs  land  of  his  birth 


major    role    in    the 
process  of  Ethiopia's 
economic  development 
is  played  by  the  giant 
conglomerate  MIDROC 
Ethiopia,    which    is 
owned  by  Saudi -Ethiopian  multimil- 
lionaire Sheik  Mohammed  Hussein 
Al-Amoudi. 

The  group,  comprising  more  than 
30  companies,  is  Ethiopia's  largest 
investor  and  biggest  employer  More 
than  60,000  workers  and  their  fam- 
ilies depend  on  the  employment  it 
provides. 

Sheik  Al-Amoudi,  whose  multi- 
sector  investments  extend  to  coun- 
tries all  over  the  world,  is  well  known 
among  Ethiopians  for  his  commit- 
ment to  a  brighter  future  for  the 
land  of  his  birth. 

Through  MIDROC  Ethiopia,  Sheik 
Al-Amoudi  has  invested  hundreds 
of  millions  of  dollars  in  the  country, 
becoming  involved  in  virtually  all 
sectors  of  the  economy,  with  inter- 
ests ranging  from  agribusiness  and 
construction  to  tourism. 


Sheik  Al-Amoudi  pro- 
fesses a  firm  belief  in  the 
commercial  potential 
awaiting  development. 

"Ethiopia  is  rich  in  nat- 
ural resources,  carries 
immense  potential  wealth 
in  her  subsoil  and  pos- 
sesses well-known  rivers, 
lakes  and  virgin  lands,"  he 
says.  Given  a  continuously 
improving  investment  environment, 
MIDROC  Ethiopia  "will  continue  to 
venture  into  new  areas." 

Among  the  companies  in  the 
group,  the  National  Mining  Corpora- 
tion produces  the  biggest  dividends, 
exporting  gold,  granite  and  finished 
marble  products  to  North  America, 
Europe  and  the  Middle  East;  the  com- 
pany's assets  include  Ethiopia's  only 
modern  primary  gold  mine. 

MIDROC  Construction,  the  biggest 
local  construction  firm,  built  the 
spectacular  new  $1 1  million  confer- 
ence center  of  the  Organization  of 
African  Unity  in  Ethiopia's  capital, 
Addis  Ababa.  The  center  was  inau- 


The  new  OAU  center  built  by  MIDROC  Construction 


gurated  in 

February. 

Other 

major 

building 

projects  include  factory  plants, 

hospitals  and  hotels. 

MIDROC's  agro-industrial  com- 
plex, Elfora,  spearheads  the  mod- 
ernization and  expansion  of  the 
livestock  sector,  while  Ethio-Coffee 
and  Tea  Plantation  and  Marketing 
(ECTPM)  is  an  increasingly  important 
foreign  currency  earner. 

Other  notable  businesses  in  the 
conglomerate  include  the  Sheraton 
Addis,  Ethiopia's  only  world-class 


lie 
to 


hotel  and  the  Pharmacure  dif" 
manufacturing  plant. 

Sheik  Al-Amoudi  believes  tf* 
Ethiopians  must  be  self-reliant 
find  the  answers  to  the  problenr 
poverty  and  underdevelopment  f' 
ing  the  country  themselves. 

"It  is  my  belief  that  Ethiopi 
alone  should  determine  their  ( 
destiny  and  only  call  on  the  res^  *' 
the  world  to  complement  tl' 
efforts." 


Top-class  service  attracts  business  travelers  anu  luurists 


When  over  30  heads  of  state  and 
government  came  to  Ethiopia's 
capital  for  the  African  Union  sum- 
mit in  February,  more  than  half  of 
them  stayed  at  the  Sheraton 
Addis.  As  Ethiopia's  only  world- 
class  hotel,  it  was  the  obvious 
choice. 

Opened  in  1998,  the  Sheraton 
Addis  was  built  to  accommodate 
the  growing  number  of  business 
and  holiday  travelers  visiting  the 
country.  Its  success  in  attracting 
the  international  business  com- 
munity, conference  participants 
and  high  end  tourists  makes  an 
important  contributior^  tn  the 
economy. 

The  Sheraton  Addis  v^us . ;  osc-n 
as  the  first  Africari  hotel  to  be 
included  in  the  Luxury  Coilec'i  .• ; 
by  Starwood  Hotels  and  Restr'?  " 
which  acqu^f-d  the  Sheraton  ch? 
in  1998. 

Owned  by  .'•IO-.:X  Ethiopia,  the 
hotel  prides  itself  on  th*?  '-<gh  stan- 
dard of  its  fat 
2002,  it  won  tl 
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Guests  enjoy  luxury  accommodations  at  the  Sheraton  Addis  hotel. 


Award,  the  only  global  award  that 
recognizes  and  rewards  good  service 
'n  the  hotel  industry. 

"What  differentiates 
^is  :s  the  quality  of  ser- 
.  nd  the  quality  of 
)ducts, "  says 
'  e.~!.-r;^i  Manager  Jean- 
:^e:--:  ,V\anigoff.  Busi- 
^p  ■:.  -'.iests  must  be 
-unt  on  the 
•seded  to  con- 


duct their  business  efficiently. 

"Ensuring  that  business  executives 
can  communicate  with 
their  offices,  stay  in  a 
secure  environment 
and  can  count  on 
hygienic  water  and 
food  is  an  essential 
part  of  the  service  we 
guarantee." 

The  Sheraton  Addis 
IS  the  only  hotel  in  the 


country  that  has  its  own  water 
treatment  plant  and  that  is  fuU'  * 
sustained  by  a  generator  in  the  *'^ 
event  of  a  power  shortage 

Conveniently  located  near  tH  '•*' 
capital's  main  attractions,  the  '  *•* 
hotel  has  295  rooms,  including 
suites.  It  boasts  one  of  the  larg'  *" 
banquet  and  conference  facilit  ^ 
in  Ethiopia,  v/ith  a  capacity  of 
1,500  persons. 

With  a  permanent  staff  of  6/j 
the  hotel  invests  significantly  ii 
training.  There  is  a  full-time 
training  department  run  by  thr 
managers,  and  great  emphasis 
placed  on  staff  development. 

"Investment  in  training  is  a 
key  component  in  the  success  ( 
any  hotel  or  business,"  says  Mr. 
Manigoff .  "We  provide  theoreti 
as  well  as  practical,  on-the-job 
training,  and  we  offer  opportui 
ties  to  certain  employees  to  tn 
abroad." 

Extension  plans  include  buiU 
a  fully  equipped  gymnasium  an 
fitness  center,  and  a  complex  | 


SPECIAL    ADVERTISING    SECTION 


•^DUSTRY 


INEXPENSIVE  AND  ACCESSIBLE  BASIC  MEDICINES  WILL  HELP  TO  SAVE  THOUSANDS  OF  LIVES  EVERY  YEAR 


ital  drugs  firm  is  expanding 


rhe  second  phase  of 
constaiction  at  what 
will  become  Africa's 
largest  pharmaceuti- 
cals manufacturing 
plant  is  ongoing  in 
eastern  outskirts  of  Addis 
a.  The  factory,  being  built  in 
of  Ethiopia's  new  industrial 
i,  will  cost  an  estimated  $130 
»n  and  is  due  for  completion 
n  the  next  two  years, 
e  first  phase  of  the  plant, 
I  currently  produces  400,000 
of  intravenous  fluids,  such  as 
ose,  water  and  saline  solutions 
month,  was  finished  last  year, 
'imed  by  Pharmacure  Ethiopia, 
ed  in  1998,  which  is  part  of  the 
3ia  group. 

irmacure's  facilities  are  world 
having  been  designed  and 
to  the  highest  architectural 
lanufacturing  standards,  with 
•of-the-art  equipment  from 
;n.  The  building  has  numerous 
jnmentally  controlled  com- 
lents  to  maintain  a  germ-free 
■phere. 

e  are  the  only  company  in  East 
producing  intravenous  fluids 


Pharmacure  expects  to  meet  60%  of  Ethiopia's  demand  for  essential  drugs. 


and  one  of  the  top  three  in  Africa, " 
says  General  Manager  Abennet 
Gebre-Meskel.  He  says  the  company's 
main  objectives  are  to  produce  high- 
quality  medicines  and  to  generate 
foreign  exchange  earnings.  "We  have 
mapped  out  a  plan  to  export  to  all 
our  neighboring  countries." 

Around  85%  of  Ethiopia's  huge 


:ater  to  business  visitors 
ing  for  extended  periods. 
)C  Ethiopia  is  also  planning 
uction  of  a  shopping  com- 
lA/ith  cinemas  and  other 
;ainment  facilities  opposite 
)tel. 

AAanigoff  believes  the 
n  sector  in  Ethiopia  has 


tremendous  potential,  given  the 
country's  wealth  of  natural  and 
historical  attractions. 

"Ethiopians  are  extremely 
friendly  and  hospitable  people, 
who  are  service  oriented,"  he 
says.  "Ethiopia  is  still  inexpensive 
and  an  ideal  place  for  those  look- 
ing for  a  real  adventure." 


population  lives  in 
poverty  on  less  than  $1 
a  day.  Inexpensive  and 
accessible  basic  medi- 
cines could  save  many 
thousands  of  lives  each 
year. 

According  to  Mr. 
Abennet,  "When  we 
began  building  the  plant, 
we  were  conscious  of 
the  huge  shortage  of  intravenous  flu- 
ids in  Ethiopia,  the  consequence  of 
which  has  so  often  led  to  deaths. 
We  decided  to  make  the  production 
of  intravenous  fluids  a  primary  objec- 
tive for  the  completion  of  Phase  I. 

'This  phase  is  operational,  and 
we  are  producing  approximately 


5  million  bags  of  intravenous  fluids 
a  year.  The  target  for  next  year  is 
to  increase  production  to  between 
7  million  and  10  million  bags  a  year. " 
The  second  phase  of  the  Pharma- 
cure program  is  even  more  ambi- 
tious. It  is  being  led  by  the  U.K.'s 
GlaxoSmithKline  and  Bovis  Lend  Lease 
Pharmaceutical,  who  signed  a  deal 
with  Pharmacure  in  October  2000. 

Pharmacure 's  consultancy  agree- 
ment with  GlaxoSmithKline,  one  of 
the  world's  leading  pharmaceutical 
companies,  will  enable  the  Ethiopian 
firm  to  draw  from  its  partner's  global 
technology,  distribute  some  of 
its  products  and  eventually  manu- 
facture them  under  license. 

The  second  phase  will  increase 
the  number  of  people  employed  by 
the  company  to  up  to  1,000.  It  is 
expected  that  when  it  comes  into  full 
production,  Pharmacure 
will  be  able  to  meet  60% 
of  the  country's  demand 
for  essential  dnjgs,  includ- 
ing penicillin. 

With  a  strong  regional 
network,  Pharmacure 
could  become  the  gate- 
way for  U.S.  aid  to  Sub- 
Saharan  Africa. 

President  Bush  has 
announced  a  $15  billion  HIV/AIDS 
relief  program  for  Africa.  Pharma- 
cure is  in  the  unique  position  of 
being  able  to  take  an  active  part  in 
this  initiative  by  providing  its  facil- 
ities as  a  platform  for  mutual  coop- 
eration in  both  research  and 
manufacturing. 
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Eihropia's  premier 
computerized  bank 


lur  partner  In  deveiopment 

iagenBankS.C  Earail:  We9agen@telec0m.net. et 

Box  t018./^/ttaba.€ttiiopia.  Tel:  '251  1  52 :»  00  Fax; +251 1  52.35  2C 


ETHIOPIAN  TELECOMMUNICATIONS  CORPORATION 


Connecting  Ethiopia 


o  the  future 


P.O.  Box  1047 
Addis  Ababa,  Ethiopia 
:  -t-251 1  50  56  78 
.:  +251  1  51  57  77 
\,  etc-hq@teleconi.net.et 
site:  www.telecom.net.et 
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AGRICULTURE 
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OPPORTUNITIES  IN  AGRO-PROCESSING  TO  EXTEND  EXPORTS  BEYOND  TRADITIONAL  COFFEE  SALES 


enty  of  potential  for  growth 


*  ore  than  eight  out  of 
ten  Ethiopians  work 
on  the  land,  and 
agricultural  produce 
contributes  more 
than  half  of  the 
country's  GDP  and  80%  of  Its  exports. 
In  order  to  transform  agriculture 
from  mostly  subsistence  farming, 
however,  Ethiopia  needs  to  develop 
value-added  agro-processing,  and, 
as  in  other  sectors  of  the  economy, 
that  will  require  investment. 

"Agriculture  is  the  cornerstone  of 
the  economy, "  says  Belay  Ejigu,  Vice 
Minister  of  Agriculture.  'The  gov- 
ernment's strategy  is  to  promote 
industrialization  through  agricul- 
tural development." 

An  ideal  example  of  a  business 
with  the  potential  to  grow  with 
investment  is  Ethio  Leather  Industry 
Private  Limited  Company  (ELICO), 
part  of  the  MIDROC  Ethiopia  group. 
ELICO  acquired  two  tanneries  and  a 
leather  goods  and  garments  factory 
from  the  government,  and  has 
invested  over  $3  million  in  upgrad- 
ing to  manufacture  finished  leather 
products. 

The  company  now  has  the  capac- 
ity to  produce  more  than  500,000 
square  feet  of  gloving  leather  a 
month.  More  than  80%  of  its  products 
are  exported  to  markets  in  North 
America,  Europe,  Japan,  China  and 
Southeast  Asia. 

"We  could  produce  more,  but  we 
need  to  invest  in  more  machinery 


Production  is  rising  at  the  Metahara  Sugar  factory  to  meet  demand. 


and  equipment, "  says  General  Man- 
ager Asnake  Sahlu. 

Mr  Asnake  says  the  company  could 
supply  substantial  quantities  of  glov- 
ing leather  to  major  American  sports 
and  dress  glove  manufacturers,  and 
is  looking  for  partners  to  work  with. 

Another  MIDROC  Ethiopia  firm 
that  has  seen  rapid  expansion  is 
Ethio-Coffee  and  Tea  Plantation  and 
Marketing  (ECTPM).  Between  1998, 
when  the  company  was  established, 
and  2001 ,  ECTPM  planted  more  than 
1,000  hectares  of  land. 

The  coffee  is  grown  in  Gemadro 
in  the  Kaffa-Shaka  Zone  of  south- 
ern Ethiopia,  where  the  soil  is  rich. 
Total  investment  in  Gemadro  is 
around  $3.6  million,  and  the  project 
employs  250  regular  and  650  sea- 
sonal workers. 

ECTPM  also  has  two  tea  planta- 
tions, totaling  more  than  2,100 
hectares  that  yield  some  5,000  tons 


annually— and  a  tea  processing  and 
packing  plant  in  Addis  Ababa. 

Another  important  export  for 
Ethiopia  is  sugar.  The  Metahara  Sugar 
factory,  set  up  by  a  Dutch  company 
33  years  ago,  has  so  far  enjoyed  a 
monopoly  in  the  domestic  market. 
Metahara  produces  120,000  tons  of 
sugar  a  year.  General  Manager  Sufian 
Ibrahim  says  the  firm  aims  to 
increase  this  to  170,000  tons. 

"Apart  from  producing  sugar  for 
local  consumption,  we  also  sell  it  to 
neighboring  countries,  especially  in 
the  Horn  of  Africa  and  Arab  states 
such  as  Yemen,"  he  says.  "We  have 
developed  the  export  market  from 
20%  to  50%  of  annual  production. 

"We  are  planning  to  expand  the 
factory  to  cope  with  this  growing 
international  market,"  Mr  Sufian 
adds.  "However,  even  to  cope  with 
local  consumption,  we  need  to 
expand  our  capacity  tenfold.  Invest- 


ment in  sugar  production  would 
good  for  any  foreigner. " 

One  of  the  newest  and  faste 
growing  enterprises  is  floricultuil 
Golden  Rose  Agrofarm,  establishj 
by  a  U.K.  investment  company,  \^  V 
the  first  rose  farm  in  the  Ethiop' 
highlands  and  exported  its  first  flo 
ers  three  years  ago. 

Ryaz  Shamji,  Managing  Director! 
Golden  Rose,  says,  'Today  the  rest] 
are  outperforming  our  expectations 

The  government  is  encouragi 
floriculture,  Mr.  Ryaz  says,  alloc- 
ing  land  and  providing  infrastri 
ture.  "It  has  also  arranged  for  t 
Development  Bank  of  Ethiopia 
provide  up  to  70%  of  the  finance 

Golden  Rose,  which  employs  2 
people,  currently  has  15  hectar 
and  will  add  another  ten  next  ye 
when  It  will  grow  more  than  16  rrj 
lion  roses.  The  company's  key  exp(! 
market  is  Europe,  but  it  is  activi 
seeking  strategic  U.S.  partners 
penetrate  the  American  market. 

It 


^ 


Golden  Rose's  business  is  bloomir 


Partner  needed  to  provide  investment  and  know-now 


As  part  of  its  ongoing  privatiza- 
tion program,  the  government  is 
seeking  a  strategic  partner  to 
take  over  30%  of  the  Ethiopian 
Telecommunications  Corporation 
(ETC). 

According  to  the  ETC's  Man&%- 
ing  Director,  Tesfaye  Bir-j.  thp 
government  is  determine-*  to 
make  the  sector  compe; : 
strategic  partner  would  be 
expected  to  inject  major  invest 
ment,  technology  and  know  ■ 

"You  don't  privatize  for  i 
sake  of  privatization,"  Mr.  T^v 
faye  says.  'The  main  purp'.  -     s 
to  introduce  a  competitive 
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ment  that  helps  meet  the  needs 
of  customers." 

Mr.  Tesfaye  emphasizes  that  his 
mission  is  not  simply  to 
maintain  the  status 
quo,  and  that  ETC  is 
working  to  make  itself 
a  more  attractive  and 
proactive  business 
■peration. 

"Our  position  is  not 
to  sit  down  and  wait  for 

oartner.  We  are 

riomenting  major 
iTis  so  that  we  can  meet 
idt.c  ns  in  terms  of  develop- 
I  rec,.    I-. moms  and  be  a  com 


petitive  business  institution." 

Customer  care  and  quality  ser- 
vice management  are  being  given 
top  priority.  "All  our 
services  and  perfor- 
mances should  be 
judged  by  the  cus- 
tomer, and  the  cus- 
tomer only.  We 
understand  that  unless 
we  work  to  satisfy 
customers,  big  or 
small,  we  will  not  be 
making  any  progress. " 
ETC  is  expected  to  play  a  major 
role  in  information  and  communica- 
tion technology  infrastructure 


development  at  the  national  leve 
"We  realize  that  ICT  is  the  way  tc 
bring  about  more  development,  a 
ETC  has  the  capacity  and  position 
to  lead  in  this, "  says  Mr.  Tesfaye. 

"We  have  no  choice  but  to 
provide  better  state  of  the  art, 
cutting-edge  communication  te( 
nology  and  service.  We  are  mori 
than  ready  to  facilitate  whatevt 
request  investors  have. " 

In  a  recent  development,  ETC 
signed  a  $30  million  deal  with  tt" 
ZTE  Corporation  of  China  that  w 
give  mobile  phone  access  to 
200,000  subscribers  in  Addis  Aba 
and  1 2  major  regional  towns. 
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GROWTH  AND  INVESTMENT  CONTINUE  TO  RISE 
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}     Staying  competitive 
I       I      and  extending  the 
fcfa^4     life  of  nuclear  fuel 
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Boom  time  for 
breweries  as  beer 
consumption  rises 


A  time  for  optimism 

►  Recognized  as  a  market  economy  by  the  United  States, 
Russia  has  achieved  a  remarkable  transformation  under 


IKING 

itive  view  of  market 
itial  as  sector  impro/es 
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President 
Putin.  Entry 
into  the 
World  Trade 
Organization 
will  position 
the  country 
as  a 

prominent 
global  player. 


President  Vladimir  Putin 
recently  called  for  further 
changes  in  the  structure 
of  the  Russian  economy 
to  guarantee  sustainable 
rates  of  growth  and  raise 
the  prosperity  of  the  country's  citizens. 
In  a  clear  signal  that  he  remains  com- 
mitted to  the  reform  agenda  that  has 
transformed  Russia  since  he  came  to 
power,  the  President  has  said  he  wants 
to  see  a  strengthening  of  the  effec- 
tiveness of  the  administrative,  judicial 
and  economic  systems,  and  movement 
towards  a  high-technology  economy. 

Recent  economic  data  has  earned 
positive  forecasts  for  Russia's  eco- 
nomic expansion.  Manufacturing  has 
been  enjoying  a  continued  upturn  with 


a  marked  increase  in  new  orders,  and 
stronger  output.  Healthy  domestic 
demand,  soaring  exports  and  rising 
investment  indicate  that  2003  will 
mark  a  third  year  of  robust  economic 
growth,  with  gross  domestic  product 
predicted  to  increase  by  4.5%.  This 
compares  with  recent  forecasts  by  the 
IMF  for  the  United  States  and  EU  of 
2.2%  and  1%  respectively. 

Investment  in  fixed  assets  is 
reported  to  have  risen  by  almost  10% 
in  the  first  two  months  of  this  year,  and 
investment  growth  for  2003  is  being 
forecast  at  8.5%. 

In  June  2002,  the  United  States  gov- 
ernment recognized  Russia  as  a  full- 
fledged  market  economy,  acknov^edging 
Continued  on  page  2 
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NUCLEAR  FUEL  SUPPLIER  TVEL  HAS  KEPT  ITS  COMPETITIVE  EDGE  DESPITE  GLOBAL  COMPETITION 


Power  leader 
expands 


ompetition  between 
nuclear  fuel  producers 
has  been  increasing  since 
the  late  1980s,  when 
several  European  coun- 
"''''•'  tries  decided  to  scrap 
plans  for  nuclear  power  development 
because  of  public  unease.  As  a  result, 
producers  have  been  paying  a  great 
deal  of  attention  to  improving  quality 
and  to  pioneering  technology  that 
reduces  costs  and  risks  to 
the  environment. 

It  is  a  measure  of  the 
efficiency  and  growth  of 
TVEL,  a  company  wholly 
owned  by  the  Russian 
state,  that  it  has  become 
one  of  the  world's  leading 
suppliers  of  nuclear  fuels. 
At  the  same  time,  the  firm 
has  been  spending  millions 
of  dollars  on  environmental  protection 
at  every  phase  of  the  production  cycle. 
"We  have  maintained  our  com- 
petitive edge  despite  global  compe- 
tition, including  the  United  States 
and  France, "  says  Alexander  Nyago, 


TVEL's  President.  "Interna- 
tionally, we  had  a  difficult 
challenge  at  first,  because 
we  were  associated  with  the 
Soviet  era  and  the  CIS  coun- 
tries wanted  to  express  their 
freedom  by  turning  against 
us.  However,  we've  proved  that  we 
can  offer  the  highest  standards  of 
quality,  very  competitive  prices,  and 
also  equal  if  not  better  services  and 
know-how  than  most  com- 
petitors, and  the  percep- 
tion of  us  has  changed." 
TVEL  was  created  as  a 
stock  company  in  1996  by 
the  Decree  of  the  Presi- 
dent of  the  Russian  Fed- 
eration. Since  then  the 
company  has  evolved  from 
a  domestic  nuclear  fuel 
supplier  into  a  powerful 
international  player.  Today  TVEL  com- 
prises 1 1  enterprises,  with  seven  main 
factories  producing  nuclear  fuel.  The 
company  develops,  produces  and  sup- 
plies nuclear  fuel  to  12  countries 
worldv^de.  Every  sixth  nuclear  power 


TVEL  has  invested  millions  of  dollars  in  environmental  protection 


and  research  reactor  in  the  world 
is  supplied  by  the  company,  which 
also  remains  the  main  supplier  to 
Russia's  nuclear  power  plants 
(NPPs). 

TVEL  meets  the  increased 
demand  for  high  quality  nuclear 
fuel.  The  company's  nuclear  fuel 
surpasses  that  of  other  interna- 
tional producers  due  to  a  number 
of  characteristics,  including  leak 
resistance  and  operating  reliability. 
TVEL  supplies  45  NPPs  outside  Rus- 
sia, including  37  Soviet-built  reac- 
tors in  Armenia,  Bulgaria,  the  Czech 
Republic,  Finland,  Hungary,  Slova- 
kia and  Ukraine,  and  eight  reac- 
tors in  Germany,  Sweden  and 
Switzerland  as  part  of  cooperation 
with  Siemens  of  Germany 

According  to  Mr.  Nyago,  "We 
have  always  upheld  the  highest 
international  standards  of  quality 
and  security. 

"We  have  operations  in  Western 
Europe  now  because  we  are  among 
the  best  with  regards  to  security, 
and  also  remain  very  competitive 
with  our  prices. 


ilC 

"TVEL's  main  target  has  been  te 
improve  the  safety  of  fuel  1  iy 
extended  service  life.  The  compa  jcap 
is  currently  developing  fuel  to  la  i 
up  to  six  years  in  a  reactor  witho 
replacement,  instead  of  three  i  mai 
four  years, "  says  TVEL's  Presider  mbi 

Given  a  favorable  market  ai(>8o/ 
the  implementation  of  the  RussiJ  lirea 
government's  atomic  energy  dew*  f  fesi 
opment  strategy,  TVEL  estimat  tag 
that  its  capital  expenditure  budgt  rain 
will  reach  up  to  $600  million  *tp[ 
2010,  most  of  which  will  be  seiintsa 
funded.  Injrii 

Mr.  Nyago  says,  "We  are  ve'WI 
positive  about  the  growth  prospe<-  seal; 
of  both  the  company  and  the  m?i  tein 
ket,  and  we  look  forward  to  ma;  s  Tin 
more  joint  ventures  with  forei.^  lis 
companies  in  the  future. "  ioro 

TVEL  has  signed  long-term  cdsijn 
tracts  for  nuclear  power  plariidesii 
which  are  under  construction  '  jional 
Iran  and  China.  A  deal  has  at  IniJi 
been  made  with  India  to  supply  Wli 
new  NPP  to  be  built  there.  "For  i i  ubais 
it  is  always  important  to  look  1  ve.l 
new  markets,"  says  Mr.  Nyago.    ejovf 


Continued  from  page  i 
the  remarkable  economic 
transition  achieved  over 
the  previous  decade.  Now 
Russia  is  eager  to  gain 
membership  in  the  World 
Trade  Organization. 

President  Putin  has 
made  entry  into  the  trade 
body  a  key  part  of  his 
campaign  to  bring  the 
country  into  the  mainstream  of  the 
global  economy  and  to  diversify  the 
economy  away  from  the  volatile  oil 
and  gas  sector.  Legislation  needed 
to  ensure  compliance  v^th  the  WTO 
has  been  sent  to  the  state  Duma  and 
is  expected  to  be  on  the  statute 


books  within  montfi*fomi 

"Theoreticalliefjyii 

accession  can  happ'ieta 

at  the  end  of  200;i|ssia 

says  Maxim  Medve 

kov.  Deputy  Minister 

Economic    Develc 

ment  and  Trade.  "\ 

believe  that  would 

a  good  time  both  1 

our  partners  and  1 

us.  We  will  be  prepared  by  then 

become  a  member. 

'The  sooner  Russia  joins  the  W 
the  better,"  Mr.  Medvedkov  adi 
"We  know  the  price,  and  we  S 
ready  to  pay  it.  We  need  about  t 
years  to  complete  the  structural 


w 
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ier§ei 
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iiant  electricity  utility  is 
eading  for  privatization 


•  long  process  of  privatizing 
fied  Energy  System  (UES),  one 
he  world's  largest  electricity 
ities,  and  one  of  the  last  of 
former  Soviet  Union's  socialist 
nomy  enterprises,  is  under 
^  In  order  to  meet  future 
iand,  the  Russian  power  sector 
I  urgent  need  of  moderniza- 
,  which  in  turn  requires  huge 
ngn  investment. 
lES  produces  70% 
ussia's  power.  The 
ty  has  a  general- 
capacity  of 
OOOMW-almost 
jrge  as  that  of 
nnany  and  Britain 
bined.  The  Russ- 
jovernment  plans 
reak  it  up  and  sell 
restructured  components, 
ough  the  transmission  grid  will 
ain  in  state  hands. 
t  present,  38  federal  power 
ts  and  the  national  transmis- 
grid  fall  under  the  UES 
rella.  The  state-owned  enter- 
?  also  has  an  average  49% 
e  in  73  regional  power  utili- 
The  government  has  a  52% 
ing  in  UES,  while  foreign  port- 
investors  hold  around  20%. 
ian  comp)anies  have  also 
e  strategic  investments  in  UES 
)nal  utilities. 

n  the  past  four  years,  we  have 
?d  UES  round,"  says  Anatoly 
lais.  Chairman  and  Chief  Exec- 
'.  "We  have  introduced  corpo- 
govemance  in  the  company. 


"We  used  to  receive  80%  of  our 
payments  through  barter,  now  we 
are  properly  paid  100%.  We  had 
huge  wage  problems,  but  these  no 
longer  exist.  We  are  paying  our 
wages  and  taxes,  and  we  have  no 
unregulated  debt  to  Gazprom  (the 
Russian  gas  company)  or  nuclear 
power  plants  at  all." 
Mr.  Chubais  adds,  "We  want  to 
create  competition 
within  the  generating 
sector  of  the  market, 
because  as  long  as  you 
keep  a  monopoly,  the 
only  way  to  set  prices  is 
jn  a  cost-plus  basis." 

He  says  it  is  inevitable 
'hat  price  rises  will 
occur  over  the  next  few 
years.  "We  will  use  this 
time  to  prepare  the  whole  system 
for  real  restructuring  and  liberal- 
ization, which  Yn[[  not  happen 
before  2005." 

Once  there  is  competition  in 
the  market,  prices  will  drop,  he 
believes.  "Unfortunately,  it  is  very 
difficult  to  convince  people  that 
prices  will  fall  in  2006,  when  they 
are  paying  more  now. " 

Mr.  Chubais  has  been  in  talks 
with  his  energy  counterparts  in 
the  United  States.  "It  has  been 
agreed  that  U.S. -Russian  coopera- 
tion in  energy,  particularly  irt  the 
electricity  sector,  ought  to 
become  one  of  the  chief  factors 
contributing  to  the  strengthening 
of  cooperation  between  the  two 
countries,"  he  points  out. 


brms,  although  reform  of  the 
gy  sector  could  require  more 
than  other  sectors.  We  believe 
a  will  be  able  to  survive  ais  a 
market  economy  by  that  time. " 
rgei  Mironov,  Chairman  of  the 
ral  Council,  the  upper  house  of 
ussian  Federation's  parliament, 
Russia  is  ready  to  act  in  accor- 
;  wflth  all  the  major  norms  of  the 
AAr.  Mironov  believes  Russia  has 
jed  significantly  for  the  better 
President  Putin  came  to  power, 
ussia  today  is  a  very  different 
try,  even  compared  to  1999. 
?  is  nothing  to  stop  it  from  being 
■at  country  and  actively  inte- 
ig  into  the  world  community." 


Businesses  that  have  invested  in 
the  country  are  doing  the  right  thing, 
he  adds.  "Despite  some  remaining 
challenges,  they  realize  that  Russia 
is  a  land  of  opportunities  and  has 
become  a  reliable  partner. " 

This  is  a  view  shared  by  Andrew 
Somers,  President  of  the  American 
Chamber  of  Commerce  in  Russia.  He 
confirms  the  willingness  and  openness 
of  the  Russian  government  to  discuss 
issues  related  to  Russia's  competi- 
tiveness and  that  U.S.  businesses  are 
actively  participating  in  the  process. 

"Americans  working  in  Russia  are 
very  positive  about  the  current 
business  climate  and  future  poten- 
tial of  Russia." 
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STATE  OWNERSHIP  HAS  CONTRIBUTED  TO  ZARUBEZHNEFT'S  ENVIABLE  REPUTATION  FOR  RELIABILITY 


Profits  from  foreign  fields 


!K1 


Fussian  expertise  in  oil 
and  gas  exploration 
and  production  has 
been  instrumental  in 
establishing  industries 
around  the  world  for 
more  than  30  years.  The  State  Enter- 
prise Russian  Foreign  Economic 

Association,  Zarubezhneft,  was 
established  in  1 967  to  create  oil  and 
gas  industry  projects  abroad,  and 
has  helped  to  develop  industries  in 
countries  ranging  from  Algeria,  Iraq, 
Yemen,  Libya  and  Syria  to  Cuba, 
India  and  Vietnam. 

Zarubezhneft  continues  to  be  a 
powerful  player  in  some  of  the 
world's  most  important  oil  and  gas 
fields  and,  although  a  state  enter- 
prise, it  is  self-financing.  General 
Director  Nikolay  Tokarev  points  out 
that  its  input  into  the  Russian  bud- 
get accounts  for  more  than  half  a 
billion  us  dollars. 

Being  a  state  enterprise  has  its 
advantages,  according  to  AAr.  Tokarev. 
'The  state  determines  our  activity 
very  clearly  and  strictly,  but  our  sta- 
tus helps  us  significantly,"  he  says. 
"Our  partners  like  to  deal  with  a  sta- 
ble enterprise,  which  will  not  disap- 
pear tomorrow.  Taking  into  account 
the  scale  and  geography  of  our  activ- 
ities, our  high  ratings  and  our  repu- 
tation in  the  global  oil  community, 
foreign  companies  as  well  as  state 
organizations  see  us  as  reliable. " 

The  main  focus  of  Zarubezhneft's 
activities  is  currently  Vietnam.  "We 
started  working  there  in  the  1980s 
and,  although  many  companies  had 
been  workinc  there  before  us,  it 
was  only  Zarubezhneft  which  man- 


Zarubezhneft  is  a  powerful  player  in  sonfie  of  the  v/orld's  most  infiportant  oil  and  gas  fields. 


aged  to  find  really  big  oil  fields," 
says  Mr.  Tokarev. 

Together  with  PetroVietnam,  the 
country's  general  oil  and  gas  com- 
pany, Zarubezhneft  created  a  joint 
enterprise  called  Vietsovpetro,  now 
22  years  old,  to  conduct  oil  and  gas 
exploration  and  production  on  Viet- 
nam's continental  shelf  in  the  China 
Sea.  Seven  oil  fields 
were  discovered,  and 
today  Vietsovpetro's 
revenues  are  a  major 
contributor  to  Russian 
finances  among  all  the 
international  projects 
with  Russian  participa- 
tion. 

"Overall,  more  than 
116  million  tons  of  oil 
have  so  far  been  pumped.  There  are 
around  7,000  people  working  on  the 
Vietnamese  project,  with  some  700 
specialists  from  Russia,"  says  Mr. 
Tokarev. 

"In  terms  of  its  economic  effec- 
tiveness, this  enterprise  ranks  as 
one  of  the  best  oil  companies  in  the 


world.  Vietsovpetro  is  one  of  the 
most  successful  Russian-Vietnamese 
joint  projects.  It  is  also  a  truly 
unique  project,  since  the  oil  was 
found  at  a  depth  of  6,000  meters 
(20,000  feet)." 

More  locations  in  the  South 
China  Sea  are  being  explored.  Last 
year,  Zarubezhneft,  PetroVietnam 
and  Japanese  company 
Idemitsu  signed  a  con- 
tract for  further  oil  and 
gas  exploitation. 

In  the  past  three 
years,  Zarubezhneft  has 
renewed  activities  in  sev- 
eral countries.  It  won  a 
tender  to  develop  two 
big  oil  fields  in  Syria.  A 
service  contract  has  been 
signed  with  the  Indian  state  oil  com- 
pany ONGC  and  new  contracts  are 
under  consideration. 

The  Russian  enterprise  is  also 
stepping  up  its  operations  in  the 
CIS  countries,  especially  in  the 
Caspian  Basin  states  of  Kazakhstan 
and  Turkmenistan. 


Before  the  military  actions  begj  fi 
Zarubezhneft  was  a  participant  |  lui 
the  United  Nations  "Oil  for  Foo-fela! 
humanitarian  program  in  Iraq. 
1972,  the  enterprise  was  key  to  tl 
development  of  the  Rumaila  fie^ 
the  richest  oil  field  in  Iraq. 

"After  1991  that  work  was  S' 
nificantly     reduced,     althou)  pi 
Zarubezhneft  did  not  leave  tt  Isai 
country  and  until  March,  2002  ccl  - 
tinued  to  fulfill  our  service  and  sl| 
ply  contracts  within  the  f  ramewcl 
of  the  UN  'Oil  for  Food  programj 
says  Mr.  Tokarev. 

Besides,  in  1997  Zarubezhnel 
in  compliance  with  OJSC  Lukoil  a| 
State  Enterprise  VO  Machinimpcj 
signed  an  agreement  with  the  Ircl 
Ministry  of  Oil  on  exploration  af 
oil  production  at  the  second  cout| 
of  the  West  Curna  oil  field. 

Mr.  Tokarev  says  Zarubezhneft,! 
an  alliance  with  Rosneft  and  TotI 
FinaElf,  had  some  plans  to  devell 
the  Ben  Umr  field  in  Iraq,  one  of  tl 
biggest  in  the  country  with  an  esl 
mated  3.5  billon  tons  of  oil  reservJ 


Mergers  and  pipeline  plans  in  fast-moving  sector 


Russia  is  the  only  country  in  the 
world  that  significantly  increased 
oil  production  last  year,  accounting 
for  an  annual  ■OO  million  tons- 
more  than  8  million  barreh  a  day 
Recently,  the  sector  has  been 
transformed  by  two  meaa-iTierBer.v 
In  April,  rival  oil  firms  Yukos  and 
Sibneft  signed  what  is  believe-j  lo 
be  the  largest  corporate  deai  ir, 
Russia's  history.  The  new  u,   i 
pany,  YukosSibneft,  is  Rus^  as 
biggest  oil  enterprise  and  th«. 
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world's  fourth  largest,  with 
rsser/es  of  19.4  billion  barrels  of 
oil  and  gas  equivalent,  and  oil 
production  of  over  2.3  million 
barrel;  a  day. 

Tnc  deal  follows  close  on  the 
heeli  o;  ;  ■  •;  ?cquisition  of  control 
of  RuisiT'i  .hj,d  largest  producer, 
TNK,  to  fo,-m  TNK  BP-calculated 
to  be  the  biggest  foreign  invest- 
ment in  the  post-Soviet  era. 

Aonp  with  Lukoil,  Russia's 
v.her  c     ient,  Yukos,  Sibneft  and 


TNK  have  given  their  joint  backing 
to  construction  of  a  Siberia  to 
Murmansk  pipeline,  due  to  start  in 
2004.  The  pipeline,  planned  to 
become  operational  in  2007,  is 
expected  to  carry  up  to  80  million 
tons  a  year,  with  most  of  the 
crude  going  to  western  Europe 
and  North  America. 

Once  problems  of  transport 
infrastructure  are  solved,  it  is 
believed  Russia's  oil  industry  is 
capable  of  providing  for  up  to  1 5% 


of  U.S.  oil  needs  and  30%  of 
China's. 

Analysts  argue  that  the  U.S. 
government  should  support  the 
pipeline  project,  in  line  with  its  I 
desire  to  diversify  its  sources  of 
oil  away  from  politically  unstabi  I 
regions.  Leonid  Fedun,  Vice  Pre:| 
dent  of  Lukoil  says,  "For  years, 
the  Russian  energy  sector  has 
been  developing  on  its  own.  Wit| 
U.S.  support,  we  would  be  able 
do  much  more." 
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orging  a  reputation  for  quality  in  world  markets 


ed  in  the  Chelyabinsk  region, 
I  Forge  (Uralskaya  Kuznitsa)  is 
sia's  largest  manufacturer  of 
vquality  steel  and  titanium 
ducts.  The  company's  output 
ndely  used  in  a  variety  of 
jstries  from  agriculture,  con- 
ction,  road  building  and  min- 
to  the  making  of  aircraft  and 
:ecraft. 

ormerly  Chebarkul  Metallur- 
il  Plant,  the  company  origi- 
?d  during  World  War  II,  when 
reduced  forgings  used  in  the 
lufacture  of  all  Soviet 
les. 

ince  the  mid-1960s,  it  has 
n  Russia's  leading  supplier  of 
ed  steel  used  for  the  manu- 
ure  of  chassis,  engines  and 
lages  of  all  types  of  planes, 
n  1969,  it  began  to  produce 
iped  and  forged  products 

>  titanium  alloys  for  the  air 
space  industries. 

the  1970s,  the  company 
in  manufacturing  compressor 

>  and  turbines  of  turbo-jet 


engines  from  heat-resTstIng  alloys. 
By  the  end  of  the  decade,  the  vol- 
ume of  industrial  output  was  more 
than  130,000  tons  of  forged  bil- 
lets, and  more  than  5,000 
employees  worked  for  the  firm. 


The  present  joint  stock  com- 
pany, Ural  Forge,  dates  from 
1993.  During  the  1990s,  the  com- 
pany began  producing  forged 
products  for  oil  field  equipment, 
turbines  and  railway  transport.  It 


Ural  Forge  products  are  used  in  a  wide  variety  of  industries. 


also  began  to  supply  foreign  mar- 
kets, including  the  United  States, 
the  U.K.,  Germany,  Italy,  India, 
China,  Slovakia,  Yugoslavia,  Bul- 
garia and  other  countries.  Ural 
Forge's  experience  of  working 
with  American  companies  is  pri- 
marily in  the  oil  and  gas  sector. 
The  company  also  supplies  prod- 
ucts to  General  Electric. 

Today,  Ural  Forge  constantly 
manufactures  new  kinds  of  forg- 
ings and  is  interested  in  expanding 
its  volume  of  sales,  establishing 
new  industrial  connections  and 
widening  the  market  for  its 
products. 

The  company's  competitive 
prices  are  matched  by  the  high 
quality  of  its  work;  it  has  been 
ISO-certified  since  1994,  and  the 
volume  of  production  is  con- 
trolled to  ensure  that  quality  is 
maintained. 

Ural  Forge  is  interested  in 
entering  new  sectors  and  is  also 
open  to  investments  in  technol- 
ogy, facilities  and  buildings. 


We  have  enough  energy  to  fuel  a  stable  future. 
Alexander  Nyago,  President  of  TVEL. 


For  auali 


I'pjjifHf^ 


ar  fuel...  rely  on  TVEL. 


TVEL  is  the  leader  of  the  Russian 
nuciear  industry.  Formed  in  1996, 
TVEL  develops,  produces  and 
supplies  nuclear  fuel  for  power  and 
research  reactors.  One  in  six  power 
reactors  in  the  world  uses  fuel 
manufactured  by  TVEL.  Exporting 
to  12  countries  worldwide,  TVEL 
supplies  fuel  to  75  power  and  30 
research  reactors. 

TVEL's  eleven  subsidiaries  produce 
ttie  tiigtiest  quaiity  nuclear  fuel. 

Increasing  demand  continues  to 
raise  profits,  revenues  and  output. 

1         ]      .    .    I 
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24'26  Bolshaya  Ordynka  Street 
Moscow  11  §01 7  Russian  Federation 
Tel:  +  7  093  239  49  22 
Fax:  +  7  095  239  44  04 
E-mail:  root@tvel.ru 


TVEL  continually  invests  in  upgrading 
its  own  facilities.  Its  capital  expenditure 
is  budgeted  at  up  to  $600  million  by 
2010,  about  90%  of  which  will  be 
self-funded.  Environmental  and 
radioactive  safety  is  a  TVEL  priority. 

The  company  has  never  experienced 
a  single  accident  rateable  under  the 
International  Nuclear  Event  Scale  (INES). 

Nuclear  fuel  is  a  critical  part  of  the 
Russian  economy.  TVEL,  with  its  quality 
and  reliability,  sets  the  standards  for 
others  to  follow. 


TVEL 

CORPOftA-'ION 


www  tvel.ni 
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BATTLE  OF  THE  BRANDS  AS  BEER  BECOMES  MORE  POPULAR  THAN  VODKA  WITH  RUSSIAN  CONSUMERS 


Business  is 

boomin 

breweries 


Vodka  is  seen  as  Rus- 
sia's most  popular 
alcoholic  drink,  but  in 
recent  years,  sales  of 
beer  have  taken  off, 
creating  a  boom  time 
for  Russian  brewers.  Beer  con- 
sumption in  Russia  has  doubled  over 
the  last  five  years,  and  brewing  has 
been  growing  faster  than  any  other 
economic  sector. 

The  industry  has  become  one  of 
Russia's  brightest  foreign  invest- 
ment success  stories,  as  is  illus- 
trated by  two  very  different 
companies-the  Turkish  Efes  Bever- 
age Group  (EBG),  a  successful  recent 
entrant  in  the  Russian  market,  and 
SUN  Interbrew,  Russia's  second- 
largest  brewer. 

Efes  opened  the  Moscow  Efes 
Brewery  in  1999,  and  has  quickly 
established  itself  as  one  of  the  top 
brewers  in  the  highly  competitive 
Moscow  region.  Its  partners  are  the 
European  Bank  for  Reconstruction 
and  Development  and  Moscow's 
municipal  administration. 

"We  had  been  exporting  to  Russia 
for  some  time  and  saw  potential  in 
this  country, "  says  General  Manager 
Semih  AAavis.  "It  was  a  wise  move  to 


invest  here,  particularly  in 
the  beer  industry,  because 
Russia  is  the  second -fastest 
developing  market  world- 
wide after  China." 

Efes  produces  the  pop- 
ular brand  Stary  Melnik 
(Old  Miller),  which  it  has 
successfully  promoted  as 
a  purely  Russian  beer.  "We 
built  the  brand  from 
scratch,  and  now  it  is  one 
of  the  most  popular  brands 
in  Russia,"  says  Mr.  Mavis. 

"One  of  the  most  signif- 
icant of  our  achievements 
last  year  was  the  sponsor- 
ship of  the  national  football 
team,  and  we  did  a  lot  of  promotion 
and  advertising  for  the  World  Cup  in 
Japan.  We  have  now  reached  such 
good  brand  recognition  that  even 
Russian  emigrants  living  abroad 
know  the  brand." 

EBG  still  sees  room  for  growth. 
The  company  recently  built  a  sec- 
ond Russian  brewery  in  Rostov  and 
is  planning  a  third  in  Central  Russia. 
It  is  the  market  leader  in  Kaza- 
khstan, where  it  has  also  built  a 
second  plant.  Total  capacity  is 
expected  to  reach  10.5  million  gal- 
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Moscow-based  EBG  sees  room  for  further  growth 


Ions  in  Russia  this  year  and  2.6  mil- 
lion gallons  in  Kazakhstan. 

"We  want  to  be  one  of  the  top 
players, "  Mr.  Mavis  says.  "Efes  is  not 
a  regional  brewery  but  the  national 
one,  and  we  want  our  products  to  be 
available  all  over  the  country.  There- 
fore, we  intend  to  keep  our  capac- 
ity ahead  of  demand." 

SUN  Interbrew  affords  equally 
high  priority  to  brand  awareness. 
The  company  is  the  result  of  a 
strategic  partnership  between  Inter- 
brew, one  of  the  largest  brewers  in 


the  world,  and  SUN  Bre 
ing,  which  had  been  op( 
ating  in  the  region  sir 
1992.  Its  shares  are  trac 
on  the  Luxembourg,  Frat 
furt  and  Berlin  stc| 
exchanges. 

In  addition  to  being  R< 
sia's  second-largest  brew 
SUN  Interbrew  is  the  larg^ 
in  Ukraine.  Its  main  brar 
are  Stella  Artois,  Klinsko^ 
Sibirskaya  Korona,  Tolst 
and  Volzhanin  in  Russia  o; 
Chernigivske,  Monastyr;: 
and  Yantar  in  Ukraine,  i 
"In  Russia,  our  marli 
share  is  around  12.5%,"s' 
the  company's  Gene' 
Manager,  Joseph  Strella' 
U.S.  citizen  who  took 
the  position  in  October  I 
year  after  overseeing  si 
stantial  growth  in  the  co 
pany's  operations  in  Ukra, 
from  1998.  "In  Ukraine,  d  k 
market  share  began  at  1 ;;  % 
and  by  the  end  of  2002,  i  j( 
had  36.2%.  |  k 

"Stella  Artois  is  ci  u! 
strongest  import.  In  t,  _ 
past,  it  grew  by  30%  abc 
what  we  expected,  and  by  the  € 
of  2003,  we  hope  it  will  becoi 
the  leading  import  beer." 

In  the  last  three  years,  the  co 
pany  has  implemented  a  capi 
investment  program  of  more  th 
$300  million.  Investment  has  gc 
into  brewery  renovations  and  op 
ational  and  quality-control  syster 
"We  are  proud  of  being  able 
build  a  good  quality  product,  and 
will  continue  to  invest  in  keep 
ahead  v^th  regards  to  technolog 
Mr.  Strella  says. 
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USING  HIGH  QUALITY  EQUIPMENT  HELPS  LEADING  TEXTILE  GROUP  TO  EXPAND  AND  STAY  AHEAD 


n vestment  in 
echnology 
)rings  success 


1^^   ales  of  Russian  textiles 
to  the  United  States 

>have  been  increasing 
rapidly,  but  the  industry 
is  still  recovering  from 
the  collapse  of  the 
?t  regime  and  is  in  need  of 
topment. 

aying  a  leading  role  is  Alliance 
an  Textiles,  the  largest  textile 
ng  enterprise  in  the  country. 
'  production  volumes  of  our 
)any  are  constantly  growing. " 
Chairman  Zein  Akhabaev.  "In 
?  areas  of  the  business,  we 
50*  marl<et  share." 


The  foundation  of  Alliance  Russ- 
ian Textiles  was  the  logical  out- 
come of  close  cooperation  between 
separate  firms  operating  within  the 
textile  market.  The  alliance  com- 
prises a  network  of  80  businesses 
spread  across  Russia  and  the  CIS, 
employing  14,000  people  in  the 
production,  import,  supply  and  dis- 
tribution of  cotton  and  textiles. 

Its  products  are  sold  in  most  regions 
of  Russia  and  exported  to  countries 
in  the  CIS  and  western  Europe.  It 
boasts  an  estimated  turnover  of  $200 
million  and  an  annual  growth  rate  of 
more  than  25%. 


The  alliance  manufactures  more 
than  165  million  yards  of  fabric  a 
year,  while  its  annual  sales  vol- 
ume of  cotton  totals  more  than 
55,000  tons.  It  accounts  for  around 
20%  of  Russia's  domestic  supply 
and  is  responsible  for  the  import 
of  25%  of  cotton  into  Russia  from 
Asia. 

"Potentially,  the  textile  industry 
could  process  about  800,000  tons  of 
cotton  per  year, "  says  Mr.  Akhabaev. 
"But  according  to  our 
estimates,  market  capac- 
ity   only    amounts    to 
between  250,000  and 
300,000  tons." 

The  alliance's  involve- 
ment in  the  full  cycle 
from  the  growing  of  the 
cotton  to  the  selling  of 
fabrics  and  finished  arti- 
cles gives  it  significant 
competitive  advantages,  and 
enables  it  to  substantially  increase 
its  volume  of  business  and  expand 
its  range  of  products. 

Investment  in  advanced  tech- 
nology is  another  important  factor 
in  its  success.  'The  textile  indus- 


try is  a  technology-consuming 
industry.  Nobody  can  produce  the 
same  quality  as  us,  since  the  qual- 
ity of  our  equipment  is  extremely 
high,"  says  Mr.  Akhabaev. 

'This  year  we  are  investing  $12 
million,  targeting  only  the  best 
equipment  producers.  Once  good 
equipment  is  acquired,  the  cost  of 
production  gets  lower  and  the  qual- 
ity increases." 
The  alliance  aims  to  further 
develop  its  production 
facilities  and  market- 
ing network  to  allow  it 
to  expand  its  activity 
both  in  Russia  and 
abroad. 

One  of  the  major 
problems  facing  the 
industry  is  the  difficulty 
of  finding  additional 
financial  resources. 
"We  are  interested  in  long-term 
investment,"  says  Mr.  Akhabaev. 
Offers  of  joint  ventures  from  for- 
eign companies  "would  definitely 
be  of  great  interest, "  he  adds.  The 
company  has  plans  to  launch  an 
IPO  in  the  future. 


The  Russian  Foreign  Economic 
Association  "Zarubezhneft"  is  one 
of  the  Russian  state's  leading  com- 
panies in  fulfilling  economic  and 
production  functions  in  the  area  of 
goods  and  services  export,  equip- 
ment and  material  supplies  and 
technical  assistance  to  the  oil  and 
gas  industry.  We  have  cooperated 
substantially  in  economic,  scientific 
and  technical  matters  with  Angola, 
Vietnam,  Iran,  Iraq,  Libya,  Syria 
India  and  Yemen  and  also  partici- 
pated in  oil-and-gos  field  explora- 
tion in  Russia.  mmmrnkSSIS 

We  ore  committed  to  devoting 
ill  our  energy  to  achieving  our 
future  objectives. 


Zarubezhneft  is  increasing  its 
activity  in  the  CIS  countries, 
especially  in  the  Caspian  states- 
Kazakhstan  and  Turkmenistan. 
In  2001  the  Government  of  the 
Russian  Federation  assigned 
"Zarubezhneft"  as  on  authorized 
organization  for  rendering  assis- 
tance In  ensuring  the  interests  of 
Russia  in  the  preparation  and 
implementation  of  production 
sharing  agreements. 


We're  making  our  presence  felt 

ZarubezhneK 


The  State  Enterprise  RFEA  Zarubezhneft 

Building  1,  9/1/1  Armiansky  pereulpk 

Moscow  101  990,  Russian  Federation 

Tel:  (095)  748  6500,  748  6446  •  Fax:  (095)  748  6505,  956  1491 

E-mail:  nestro@nestro.ru  •  Web:  www.zarubezhneft.ru;  www.nestro.ru 

Telex:  113303  STEK  RU 
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STABILITY  ENHANCES  DEVELOPMENT  OPPORTUNITIES  FOR  RAIFFEISENBANK  AUSTRIA 


Growing  with  the  economy 


The  government  is  seek- 
ing to  reform  and 
develop  the  Russian 
banking  sector  Encour- 
agingly, it  has  been 
able  to  announce  that 
bank  capitalization  has  returned  to 
the  levels  recorded  before  Russia's 
financial  crisis  of  1998. 

Total  bank  assets  rose  by  20%  in 
2002,  and  both  loans  to  individuals 
and  bank  deposits  are  showing  sig- 
nificant increases. 

Along  v/ith  the  largest  Russian 
banks,  like  Sberbank,  Alpha  Bank 
and  Citibank,  Raiffeisenbank  Austria 
sees  the  Russian  market  as  offering 
huge  potential. 

Michel  Perhirin,  the  bank's  Chair- 
man expects  the  sector  to  develop 
along  with  the  economy.  "Everything 


depends  on  how  the  coun- 
try is  moving  and  what  the 
investment  climate  and 
business  environment  are 
like,"  he  says. 

"The  present  situation  ^ 

is  favorable  to  us,  and  we 
have  a  good  base  for 
developing  our  opera- 
tions. This  is  thanks  to  the 
stable  political-economic 
position  of  Russia,  as  well  as  to  our 
own  efforts. " 

Present  in  Russia  since  1996, 
Raiffeisenbank  Austria  not  only 
weathered  the  1998  crisis,  but  also 
accumulated  valuable  new  clients  by 
proving  itself  a  stable  partner  with 
a  positive  background  and  experi- 
ence in  western  financial  markets. 

"At  the  end  of  1999,  we  were 


handling  close  to  1 5%  of 
.J.  all  oil  export-related 
operations  from  Russia, 
leaving  us  today  han- 
dling 5%  of  all  export 
business  from  the  coun- 
try," says  Mr.  Perhirin. 
A  100%  subsidiary  of 
the  Austrian  Raiffeisen 
Banking  Group,  Raif- 
feisenbank Austria 
boasts  total  assets  of  $1 .3  billion  and 
more  than  40,000  clients.  It  has 
almost  2,000  corporate  clients,  rang- 
ing from  mid-  to  large-sized  com- 
panies, both  Russian  and  foreign, 
with  a  loan  book  approaching  $850 
million. 

"We  have  established  ourselves  as 
a  strong  organization  with  a  good 
profitability  track  record,"  says  Mr. 


Perhirin.  "We  have  constantly  m< 
aged  to  improve  and  keep  our  rai 
ing  against  all  our  competitors, 
they  Russian  or  foreign.  It  is  f 
also  to  say  that  our  progress  I 
been  in  parallel  with  that  of  t 
banking  system  as  a  whole. " 

Mr.  Perhirin  says  the  Raiffeis 
Banking  Group  has  a  very  clear  a 
stable  approach  to  its  developme 
strategy  in  central  and  easte 
Europe,  including  Russia.  'This 
rarely  found  within  large  multir 
tional  financial  groups,  particula. 
regarding  Russia,  and  is  a  mark 
advantage  in  our  favor. " 

The  bank  has  played  a  pioneer 
role  in  retail  banking.  "Ourconsum 
banking  innovations  have  very  mt 
added  to  structuring  the  lending  pre 
ucts  on  the  market,"  he  explainsi 


Auto  firm  plans  to  open  car  centers  in  major  cities 


Car  ownership  in  Russia  has  dou- 
bled over  the  past  decade.  Sales  of 
foreign  automobiles  are  rising  fast 
and  are  forecast  to  reach  half  a 
million  annually  within  two  years. 

The  holding  company  Atlant-M, 
one  of  the  largest  automobile 
firms  in  the  CIS,  imports  vehicles 
into  the  Russian,  Beiarussian  and 
Ukrainian  markets. 

Its  subsidiaries  are  the  official 
dealers  for  brands  ranging  from 
Volkswagen,  Mazda,  Opel,  Saab, 
Chevrolet,  Cadillac,  Audi  and 
Skoda,  to  Russian  vehicles  pro- 
duced by  VAZ,  the  largest  Russian 


carmaker,  GAZ,  UAZ  and  AAAZ. 

Director  Oleg  Husaenov  says, 
"We  prefer  to  deal  with  foreign 
brands  because  there  are  very 
clear  relations  with  the  supplier, 
and  the  possibility  to  earn  not 
only  on  sales  but  also  on  after- 
sales  services." 

Atlant-M  has  won  numerous 
awards  for  its  management  meth- 
ods and  brand  strategies.  Its  com- 
petitive advantages  include  12 
years  of  experience,  well-designed 
business  processes,  high  assets 
and  know-how.  The  company  plans 
further  expansion  in  automotive 


and  related  businesses,  and  is 
open  to  foreign  investment. 

"We  are  interested  in  collabo- 
ration with  a  factory-producer 
that  would  provide  us  with  the 
right  of  the  importer,  because  we 
are  very  experienced  in  this 
field, "says Mr.  Husaenov. 

The  company  aims  to  expand  its 
presence  in  Moscow,  Minsk  and 
Kiev,  and  to  extend  its  activities  to 
the  potentially  attractive  areas  of 
St.  Petersburg,  Nizhny  Novgorod, 
Orel,  Novosibirsk,  Rostov-on-Don, 
Kazan  and  other  provincial  centers 
in  the  Russian  Federation. 


There  are  plans  to  build  a 
major  automobile  center  on  the' 
Moscow  ring  road  at  a  cost  of 
$5  million,  and  the  company 
hopes  to  import  vehicles  from  tl 
Minsk  Tractor  plant  into  Russia. 

Atlant-M  plans  to  set  up  a  chc 
of  auto  centers  in  major  cities. 
"We  intend  to  test  the  project 
this  year, "  Mr.  Husaenov  says. 
'The  results  will  show  whether  '#-- 
is  worth  conquering  the  market 
quickly,  or  to  move  more  gradu- 
ally. If  there  is  a  need  to  act  ver 
quickly,  we  will  look  for  partner 
including  from  the  United  State; 


URAL  FORGII 


With  sixty  years  experience 
_^  JSC  Ural  Forge  is  Rifssia'i 
manufacturer  of  fogging', 
aiity  steel,  tieat-reiistan 
and  titanium  hlloys 


URAL  FORGE 

Dzerzhlnsky  str.  7  Chebarcul,  Chelhbinsk  Region 
456440  Russia 

Tel:  007  35168  226  45/ 923  50  ^ 

fax.007  35168  249  64/922  20 
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asound 

idheld  device 
sits  onto  the  sl<in 
ipy  gel  and 
tes  it  with 
requency  sound 
s.  The  gel 
les  break  up 
kin  structure, 
ing  up  temporary 
ipores  that  allow 
ch  to  deliver 
-molecule  drugs. 


Microneedles 

The  patch  is  studded 
with  tiny  spikes  the 
length  of  four  widths 
of  a  human  hair  that 
go  deep  enough  to 
deposit  drugs 
into  capillaries 
but  avoid  touching 
nerve  endings. 

Iontophoresis 

The  patch  has  two 
liquid  reservoirs, 
one  filled  with  a 
drug,  the  other  with 
saline.  Each  carries 
an  opposite 
electrical  charge. 
A  handheld  device 
adds  a  weak  current, 
discharging  the 
molecules  through 
the  skin  and  into 
the  bloodstream. 


Meallh 


Patchwork 

Forget  your  pills  a  lot?  Help  is  on  the  way  with  new  techniques 
to  deliver  drugs  through  the  skin  |  by  mary  ellen  egan 


FOR  THE  ABSENTMINDED,  A  DRUG-DELIVERY  PATCH  IS  A  GODSEND.  PATCH 
prospects  include  not  only  the  25%  of  people  who  forget  to  pop  their  pills,  but 
also  the  impatient:  Patch  drugs  kick  in  faster  by  avoiding  a  lengthy  detour  through 
the  digestive  system.  Why  are  patch  sales,  at  $1.2  billion,  limited  to  a  teensy  0.5% 
of  all  prescription  drug  sales?  One  reason  is  that  most  drug  molecules  are  too  big 
or  fragile  to  make  their  way  through  the  skin.  So  far  only  a  handful  of  small-mol- 
ecule drugs,  like  nicotine  and  nitroglycerin,  fit  the  bill.  And  current  patches,  which 
passively  seep  their  drugs  through  the  skin,  can  deliver  at  most  20mg  of  a  drug, 
useless  when  an  antibiotic  regimen  calls  for  three  pills  a  day  at  250mg  each. 

A  new  generation  of  patches  is  working  its  way  through  cHnical  labs  and 
promises  to  end  these  limitations.  These  patches  use  microscopic  needles,  electric- 
ity and  ultrasound  to  breech  the  skin's  protective  barrier  quickly  and  more  effec- 
tively Drug  firms  are  cheering  them  on  because  many  of  the  drugs  being  approved 
by  the  Food  &  Drug  Administration  have  very  large  molecules  and  have  to  be 
injected.  "People  are  naturally  averse  to  self-impalement,"  says  Vincent  De  Caprio, 
chief  executive  of  Vyteris,  a  small,  privately  held  patchmaker  in  Fair  Lawn,  N.J. 

Scientists  at  Alza  Corp.,  a  subsidiary  of  Johnson  &  Johnson,  have  developed  a 
patch  with  thousands  of  drug-drenched  microneedles  that  penetrate  the  top  layer 
of  the  skin,  known  as  the  stratum  corneum.  The  quarter-size  patch  is  still  in  the 
preclinical  phase,  but  an  early  test  on  animals  shows  that  a  growth  hormone  drug 
reaches  its  full  therapeutic  level  in  the  bloodstream  within  30  minutes.  The  com- 
pany plans  to  test  the  patch  with  osteoporosis  and  diabetes  medications  but 
declines  to  speculate  when  a  product  could  be  available. 

Alza.  and  rival  Vyteris  are  each  working  separately  on  a  patch  that  uses  painless 

pulses  of  electricity  to  open  up  the  skin.  The  patch  has  two  reservoirs:  one  with  a  drug 

carrying  a  positive  or  negative  charge,  the  other  holding  a  saline  solution  carrying 

the  opposite  charge.  The  patient  pushes  a  button  on  a  handheld  controller  to  send 

a  weak  current  through  the  reservoirs,  forcing  the  drug  and  saline  molecules  to  seek 

the  path  of  least  resistance — in  this  instance,  through  the  skin,  where  the  drug 

is  absorbed  into  the  blood.  Vyteris  has  completed  late-stage  trials  with  lidocaine 

showing  it  can  numb  the  skin  in  ten  minutes;  conventional  topical  anesthesia 

takes  an  hour.  He  anticipates  the  patch  will  be  available  the  first  quarter  of 

2004.  Alza  is  in  late-stage  trials  with  fentanyl,  a  powerfijJ  narcotic  to  treat  acute 

pain.  The  company  plans  to  submit  data  to  the  FDA  later  this  year. 

Sontra  Medical  Corp.  has  a  device  called  the  SonoPrep,  which  uses 
low-frequency  sound  waves  to  open  up  the  skin  for  large-molecule 
drugs.  The  device,  the  size  of  a  telephone  handset,  is  placed  on  the  skin 
and  dispenses  a  goopy  gel.  Sound  waves  oscillating  at  55,000  cycles  per  sec- 
ond agitate  the  gel,  which  opens  a  network  of  temporary  pores  that  allow 
drugs  to  seep  easily  into  the  bloodstream.  Sontra's  instrument  will  cost 
$1,500  to  $2,000.  The  firm  hopes  to  have  the  device  on  the  market  in  2004. 
While  these  techniques  show  promise,  it  will  take  years  before  the  most 
popular  drugs  are  ready  for  patches.  Transcutaneous  delivery  caUs  for  new  clin- 
ical trials,  since  drugs  must  be  slightly  reformulated  for  patches.  It's  still  pUls  and 
shots  for  now.  p 
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Someday  you'll  probably  shop 
for  any  old  $360,000  car  this 
way.  Now,  only  for  the  Maybach. 

BY  JOANN  MULLER 


W 


ANT  TO  GET  THE 
feel  of  a  new  Jaguar, 
BMW  or  Mercedes? 
You  go  to  the  deal- 
ership, hop  in  the 
car,  slam  the  doors,  smell  the  leather  and 
take  a  test  drive.  None  of  this  applies, 
though,  if  you're  shopping  for  a  May- 
bach,  DaimlerChrysler's  new  superluxury 
nameplate.  With  the  Maybach  there's  no 
leather  to  smell  or  door  to  make  a  thud — 
no  car,  in  fact,  at  least  for  now. 

Instead  of  heading  down  to  Honest 
Al's  Maybach  Acres,  prospective  buyers 
go  to  a  "commissioning  studio,"  where, 
with  ihe  help  of  virtual  reality  technol- 
ogy and  a  Maybach  "relationship  man- 
ager," they  commission  a  custom  vehicle 
to  be  built  in  Germany.  They  select  paint 
colors,  leather  tones,  wood  finishes,  in- 
terior-lighting packages  and  other 
amenities.  Different  combinations  can  be 
simulated  on  a  screen.  Don't  care  for  the 
way  the  walnut  dashboard  reflects  the 
moonlight?  Then  summon  up  a  dash 
done  in  amboyna,  imported  from  In- 
donesia. For  exterior  paint  color,  black  is 
always  safe.  But  here  in  the  virtual  world 
you  can  be  mor.-  '  •  •  l^y'Ayers  Rock 
Red  with  Cas|>:  .  r  an  elegant 

two-tone  effco  -c-  Wayne 

Killen  says  1  r  .  rs  wj^',.  bave 

spent  two  hou.  .Ji.sekx.  !•     s. 

"The  studio,"  Ik  ,.uf  the  i 


p 
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lering  a  Maybach." 

DaimlerChrysler  is  building  80  of  these  studios  in  the  U.S., 
jr  near  Mercedes-Benz  dealerships,  with  the  aim  of  selling 
I  Maybachs  a  year.  Because  Maybach's  target  buyer  is  a  busi- 
s  mogul,  commissioning  sessions  typically  take  place  after 
iness  hours,  by  appointment.  The  prospective  owner  enters  a 
■kly  elegant  500-square-foot  room  whose  black-glass  walls 
ure  privacy.  Instead  of  drinking  stale  coffee  from  a  Styrofoam 
I  while  leaning  over  a  salesman's  desk,  the  Maybach  customer 
xes  in  a  rich  leather  chair  and  sips  from  a  china  cup  as  his 
ual  car  comes  to  life  on  a  50-mch  flat  plasma  screen. 
Though  the 
ybach  doesn't 
dally  go  on  sale 


Taking  a  spin  in  cyberspace:  Executive 
and  sometime  cosmonaut  Dennis  Tito. 


until  late  this  month.  Lino  Cascardi,  the  Maybach  relationship 
manager  at  Benzel-Busch  Motor  Car  Corp.  in  Englewood,  N.J., 
says  he's  already  taken  1 1  orders.  He  begins  a  sales  pitch  the  way 
most  car  salesmen  do,  with  friendly  chitchat.  But  instead  of  ask- 
ing about  the  clunker  the  customer  will  be  trading  in,  Cascardi 
says,  "We  talk  about  his  portfolio — what  other  cars  he  has." 

To  set  the  mood  Cascardi  shows  a  five-minute  Maybach 
video  with  an  original  score  by  Hans  Zimmer,  composer  of 
the  music  for  Gladiator  and  The  Lion  King.  Soothing  music 
fills  the  room  as  images  of  the  original  Maybachs,  which  were 
sold  from  1921  until  1941,  are  interspersed  with  shots  of 
today's  craftsmen  stitching  the  supple  Grand 
Nappa  leather  upholstery  of  the  new  successor, 
or  sanding  and  polishing  some  of  the  100  pieces  of 
wood  used  for  its  interior. 

Then,  says  Cascardi,  the  fun  begins.  He  lays  out 
17  paint  colors,  along  with  swatches  of  six  different 
leather  choices  and  three  wood  samples.  He  invites 
the  customer  to  mix  and  match.  Using  a  wireless- 
pen  tablet,  Cascardi  brings  the  choices  to  life  on  the 
screen.  With  a  few  taps  of  his  pen  he  rotates  the 
image  so  the  customer  can  see  how  the  car  will  look 
from  any  angle. 

The  technology  represents  a  major  leap  from 
the  configurators  found  on  auto-buying  Web  sites,  which  let  a 
customer  pick  colors  and  price  certain  options.  Cascardi  can 
invite  the  buyer  inside  the  car,  letting  him  virtually  sit  in  any  seat 
and  view  the  interior  from  any  perspective.  Rear-seat  passengers 
can  watch  high-resolution  TV  monitors  set  into  the  seatbacks 
facing  them,  as  they  relax  in  airline-style  recliner  seats.  Anima- 
tion illustrates  the  workings  of  the  car's  various  appointments, 
from  the  velvet-lined  jewelry  tray  to  the  rear-console  refrigerator 
or  the  optional  sterling-silver  champagne  flutes. 

DaimlerChrysler  is  making  a  virtue  of  necessity.  Right  now 
there  are  only  three  or  four  Maybachs  in  the  entire  U.S.,  and 
these  are  dedicated  to  promotional  activities.  Even  by  October, 
the  80  studios  will  be  sharing  only  about  40  demos. 

Most  of  Maybach's  luxuries  come  as  standard  equipment,  but 
the  ones  that  don't  have  price  tags  to  fit  the  occasion.  The  cus- 
tomer first  chooses  between  the  standard  Maybach  57,  with  a 
base  price  of  $308,000,  or  the  20-foot-long,  chauffeur-driven 
Maybach  62,  which  starts  at  $360,000.  The  $29,500  retractable 
barrier  (with  drapes)  between  passenger  and  driver  is  available 
only  in  the  Maybach  62.  So  is  an  electrotransparent  glass  roof  that 
allows  passengers  to  control  the  amount  of  sunlight  entering  the 
cabin  during  the  day,  or,  at  night,  to  adjust  the  ambient  lighting. 
That  costs  $14,500  and  includes  a  solar  panel  that  cools  the  car 
when  the  engine's  off.  (The  solar  panel  alone  costs  $2,000.) 

Customer  Dennis  Tito,  president  of  Wilshire  Associates  in 
Los  Angeles,  is  the  guy  who,  two  years  ago,  paid  the  Russians 
$20  million  for  a  jaunt  on  dieir  Soyuz  space  capsule  up  to  the 
international  space  station.  Not  surprisingly,  he  opted  for  every 
feature  for  his  chauffeur-driven  Maybach,  including  the 
retractable  barrier  with  drapes.  "It's  a  car,"  says  the  62-year-old, 
"I  would  like  to  step  out  of  with  my  date."  F 
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Make  more  money  faster,  with  a  lot  less  risk, 
using  the  professional's  stock-ranking  system! 


Dr  71  years,  Value  Line  has  been  the  trusted  standard 
nbiased,  accurate  and  meaningful  stock  evaluations, 
ving  the  realistic  value  of  a  stock  has  saved  many 
e  Line  subscribers  from  big  losses  in  the  current 
ile  market  while  at  the  same  time  providing  the 
ige  to  profit  by  going  against  the  crowd. 

0  matter  what  kind  of  investor  you  may  be,  Value 
makes  it  easier  than  ever  to  put  our  trusted  research 
)rk  with  3  distinctly  different  model  portfolios. 


ilue  Line  Portfolios 


5  Years  through 
12/31/02 


Since  Inception* 
12/31/02 


gpessive  (portfolio  I)  +6.7%      +12.6% 

nservative  (portfofio  II)         +4.3%      +12.4% 
ig  Term  Growdi  (portfolio  III)  +  6.4%      +  1 2.6% 


w  Jones  hdustrials             +1.1% 
9  500                               -  0.6% 
SDAQ  Composite                   -  3.2% 

Results  based  on  annualized  returns. 
•Inception  date:  4/28/95 

+  9.0% 
+  9.3% 
+  6.2% 

ir  the  last  five  years,  each  of  our  three  model 
)lios  have  out-performed  the  DJIA  by  at  least  290%, 
annualized  returns  of  4.3%  or  more  compared  with 
JIA's  1.1% 

ich  of  these  portfolios  follows  different  principles 
on  the  Value  Line  stock  ranking  system.  Each  of 
are  culled  from  our  list  of  about  1,700  stocks  covered 
le  Value  Line  Investment  Survey  based  on  our 
ietary  Timeliness  Rank  (6-12  month  relative 
•mance),  Safety  Rank  (relative  risk  measurement), 
ical  (0-6  month  relative  performance) ,  Financial 
jth  and  Earnings  Projections. 

Aggressive  -  20  of  our  top  stocks  selected  for  year- 
head  appreciation  based  on  a  Timeliness  Rank  of 
and  a  Financial  Strength  Rating  of  B-i-. 


•  Conservative  -  20  stocks  selected  based  on 

a  combination  of  Timeliness  Rank,  Safety  Rank 
and  relatively  high  yield 

•  Long  Term  Growth  -  20  stocks  with  unique 
characteristics  of  Timeliness  Rank,  Safety  Rank 
and  3-to-5  year  appreciation. 

You'll  also  receive  in-depth  research  on  approximately 
1,700  stocks;  a  full-page  report  once  every  13  weeks, 
including  our  proprietary  Timeliness,  Safety,  Technical 
Ranks,  and  our  assessment  of  the  company's  financial 
strength,  our  3-to-5  year  price  appreciation  projections 
and  our  analyst's  opinion  on  the  future  of  the  company. 
Value  Line  is  completely  objective  and  beholden  to  no 
one  but  our  subscribers. 

Save  60%  and  put  Value  Line  to  worl( 
on  your  portfolio  with  a  no-risk  trial! 

Call  the  toll-free  number  below,  and  receive  - 

•  16  weekly  issues  of  The  Value  Line 
Investment  Survey 

•  Value  Line  Reference  Library  online  version- 
complete  coverage  on  approximately  1700  stocks 
in  over  90  industries. 

•  Subscriber  only  access  to  The  Value  Line 
Investment  Survey  website. 

•  How  to  Invest  In  Common  Stocks  -  the  guide  for 

investing  using  the  Value  Line  Investment  Survey. 

*  At  just   $99  for  16  weeks,  you  can't  lose!  So  don't 
delay.  If  you  are  not  delighted,  return  all  materials 
within  30  days  for  a  full  and  prompt  refund  or  credit. 
Foreign  rates  upon  request.  Call  toll  free: 

1-800-276-5855  NOW! 

Bonus  Code  816NKZB09 

www.valuelineinc.com/forbes 

NOTE:  If  you  prefer,  choose  Value  Line  for  Windows®,  our  easy  to 
use  software.  Everything  you'll  find  in  our  famous  printed  edition 
PLUS  daily  updates  and  20  minute  delayed  pricing  via  the  Internet, 
powerful  stock  screening  filters,  technical  analysis  charting,  portfolio 
management,  Value  Line  rank  change  alerts  and  more. 


EXTRAORDINARY 
GOLF  OPPORTUNITY 

5yr-$2M  R&D  completed.  Business 

partners  and/or  investment  positions 

available  for  innovative  nationwide 

tournament.  Bus.  option:  S40K  =  100%+ 

annual  ROI  potential.  Investment  option: 

(Accredited  investors  only)  up  to  $10M 

1-800-455-8633  Access#  12 
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The  current  SLOW 

economy  is  making 

BIG  MONEY  for  loan 

and  leasing  brokersl 


OFFSHORE 


Business  Loans  •  Equipment  Lease 

OWH  YOUft  OWN 

aUSINESS  LOAN  COMPANY 

No  experience  needed. ..We  support  youl 

RECEIVE  A  F/?H£ 

45  MtNUTE  VIDEOTAPE  SEMINAR  MMBM 

FULL  COLOR  INFO  PACKET  &  BROCHURE  S,^ 


CALL  TODAY  i 

800-336-3933 
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♦Companies 

♦Banking 

♦Credit  Cards    /^      -^  1    A 

♦Privacy  ^ital  Asset 

(800)710-0002        Free  Brochure 

Visa/MC/Amex     wwwasserpnXeclioacom 


H  «  w.vie»  llc.com 
'Vbe   Loan   Coasultants 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Connplete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


e-incorporate.com 


•  Incorporate  in  Delaware 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


IS  THIS  THE  PERFECT 
WHITE  COLLAR  BUSINESS? 


FREE  VIDEO  reveals  why  prominent  attorney  left 
practice  for  goldmine  business  providing  low-cost 
lawsuit  protection,  privacy,  lax  reduction-now 
needs  Associates  nationwide.  You  can  enjoy 
exceptional  income,  ideal  lifestyle  and  prestige 
representing  these  important  services  to  business 
owners,  professionals  and  families  in  your  area. 
Local  appointments  available.  You  earn  large 
initial  fees  plus  renewals.  As  few  as  10  clients 
yields  as  much  as  $64,000.00  income.  Work  from 
home,  no  overhead,  flexible  hours  you  control.  No 
franchise  fee.  Fast  start.  Full  training  and  support. 
Proven  business  system.  No  special  education, 
financial  background  or  sales  experience  required. 
24-hour  free  recorded  message:  (800)  653-4497 


Business  Financing 


$250,000  Profit 

First  year  in  business 

if  you  are  a  serious  person  who  wants 

to  make  serious  money. 

We  have  the  program  for  you. 

Investment  only  $14,900 

Call  1-800-675-6144 
You  Will  Make  Money 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

l(  Interested  In  Buying  Or 
Selling  A  Business  Call 


1.800-999-SAL|f 

or  visrt  www.gwbs.com 


BANK  SAYS  "NO"? 

We'll  pay  you  cash  for  your 
company's  receivables  within  24 
hours.  Approvals  by  phone. 
Personalized  service.  No  upfront 
fees.  l\lo  collateral  requirei]. 
Call  today  to  CASH  $50,000 
mininnum  to  $2,500,000. 
It's  more  affordable  than 
you  think. 

Mr.  Weil  800  -499-6179 
or  888-505-7332  for 
recorded  information. 


RARE  DALI  PRINTS 

If  you  own.  or  are  coimdering  the  purchase 
of  a  Salvador  Dali  prim.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Lien  print  is  fully 
docutnented  by  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvaaor  Dali:  A 
Retrospective  of  .Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collectors 
Newsletter".  ($15  per  issue) 


l-(800)  275-3254 

ask  for  Dept.  FM 

hlip://www.daligallcry  torn  •  FAX  310-454-2090 
Bi-diia  Rtie  Art •  1.5.B2  Aauiich  St.,  #  H)K,  Pacilfc  Palisades,  CA  90272 


Consumer  Product 


Legal  Services 


KILL  LAKE  WEEDSl 

Proven  AQUACIDE  PELLETS  destroy  unwanted  underwater  weeds 
Spread  marl)le  seed 


Certified  and  approved  for  use  by  state  agencies  101b. 
can  treats  up  to  4,000  sq.ft.  o(  lake  bottom,  S66,95 
501b.  carton  treats  up  to  20.000  sq.ft.  of  lalte  tcttom, 
$260,00.  Prices  include  delivery  ctiarges.  Delivery  F.O.B. 
White  Bear  Lake,  MN,  Stale  permit  may  be  required 

AmiA^rmp' rn  CALL  TOLi  free  80(M2W350 

Ourisfhye^r  Call 651-429-6742  ■  Fax 65M29-05S3 

1627  -  9lh  Street,  OEPT.  647.  Bo.  10748,  {„<^|B      IffiSPl 

While  Bear  Lake,  MN  55110^748  imi»l[^     li  "^  I 

www.killlakeweeds.com  •  info@killlakeweeds.com 


seed.  Effectively  kills 
weeds  at  any  depth 

EPA  Reg.  «508O-2 


Steven  Sears,  CPA  •  Attorney  at  L 
949-262-1100  •www.searsatty.com  i 


Art  Work 


Aut^tk  CoffectiUe  Art 

The  Vniqm  Gifts 

yvyvw.uniqueQift&mticom 

— * — p' 


Health/Back  Pain 


i.fir^:4'jji.^i 


Advertise  &  Make  Money... 
asii'tlhpt  the  whole  idea? 

f  ^,  product,  service,  or  money-making  idea  that 

.Hc^u  .^i„  VI 1  n  rbe.s  Business  Classified  has  to  be  your  choice  for 

reiuni'A)!!  iiiv  Forbes  classified  advertising  offers: 

^      *  ^^  ^  ^  ^  ^  readers  per  issue 

';^iv  re  high  income  decision  makers 

mive  advertising  rates 
' '  W.v;  Call  Media  Options  1-800-442-6441 
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There 
an  answct 

Send  for  FREE  informal 

on  NEW,  guaranti 

seat  and  back  supp( 

designed  by  a  lead 

back  pain  special 

Posture  Education 

609  Sleepy  Hollow  Rood 
BriordiffMonor,  NY1051 
www.postureeducation.co 


CALL  TOLL-FREE  1-800-392-03 
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Forbes 

Subscriber  Service 

To  order,  change  address 

or  other  customer  service 

call  1-800-888-9896 


Forbes  OisplayClassifiec^^  "^ 


Futures    «': 


Learn  How  Easily  You  Can  Trade 
Commodit}'  Futures  and  Oprions 


yet  J^iVlS       ^  ith  Dailv  Signals  From 

'^^  CQA\A\ODB# 


FREE 
TRIAL 


0O\ 


THE  SCIENCE  OF  MAKING  MONEYS: 


Is  [he  U.S.  Dollar  dead '  Will  Gold  soar?  How  low  will  interest  rates 
go '  If  you  want  to  see  how  you  can  participate  in  the  next 
e.xtraordinary  profit  opportunities,  sign  up  now  for  your  FREE 
COMMODEX®  System  trial.  Catch  profit-packed  trends  in  financial, 
energy,  commodity,  and  currency  hitures  now.  Test  the  oldest  and 
most  consistently  profitable  daily  hitures  trading  system  published  in 
the  world  without  obligation..  Special  offer  includes  ^ 5  consecutive 
issues  with  full  literature"^  Up  to  50  commodities  and  100  contract 
months  ^  Sample  portfohos'>>  and  more! 

CALL  NOW  800-336-1818  (Non-U.S.  dial  201-784-1235) 
SIGN  UPON  THE  UTB  .AT  WWW.C0MM0DEX.COM 
ACT  NOW!  LEARN  HOW  YOU  CAN  TRADE 
COMMODITIES  EFFECTIVELY  WITHOUT  OBLIGATION 

PC  BOX  566,  CLOSTER,  NJ  07624-0566 


Advertisement 


Luxury  Real  E 


Osterville,  Cape  Cod  $6,990,000 

Acre  plus,  deep  water  dock  on  river  to  Cape  Cod  Bay,  view  of  river  and 
bay.  Young  Cape  Cod  style  house,  with  cathedral  ceilings,  3  bedrooms 
first  floor,  4th  bedroom  over  3  car  garage,  off  family  room,  could  be 
apartment,  or  dormitory.  Loaded  with  luxury  items,  custom  windows, 
3  fireplaces,  6  baths,  sauna,  lots  of  closets,  walk  out  sliders  in  basement, 
large  entertainment  deck,  wonderful  kitchen,  more. 
508-881-1600  Fafard  R.E.  Cell  Phone:  508-294-4206 


business  For  Sale 


isstui  retail  Pressure  Washing 
i  business  for  sale  in  N  Florida 
iished  5  years  +  sales  and  service 
y  Includes  retail  inventory,  tools, 
equipment  and  profitable  website 
rs  willing  to  assist  In  transition 
aining 

EPS  Consulting  (904)  349-2653 
nail  kalhrynfsmith@msn.com 


Mailing  Lists 


s  Leads  &  Mailing  Lists 


1  Businesses  -  Select  tiy  gmgraphy.  sales  volume. 
type,  contact  name,  credt  latng.  and  more 

an  Consumeis  -  Select  by  age,  income,  home  value, 
tonof.  geo^aiiliy.  an)  more. 

fAlHlweftPmsceclBuildef  -  Analyze  fa  cunenl 
s  t  find  prosoecte  mat  malcti  Frgs  analysis  4  25  Free 
Jl  infoOSA.am 

\  1-800-555-5335  „,„„ 


Newsletter 


F()rl)es 


5TMENT  Guru  NEwsjjmn 


Wfiich  stocks  are  tlie  top-rated 
stmerrt  experts  buying  and  selling? 
ME  DEPOT  a  bargain  and  AMAZON 
(rpriced?  Is  it  time  to  buy  GOLD? 
;  FREE  Imestment  Guru  Weekly 
gives  you  the  lowdown  on  the  advice 
tiy  being  featured  in  such  successful 
'ENDENT  investment  newsletters  as 
I  Weiss'  Safe  Money  Report,  Kevin 
jy's  Cooicat  Explosive  Small  Cap 
h  Stock  Report,  and  Janet  Brown's 
ad  Fund  X. 

up  today  at  www.lorbes.com/guru 


Timeshare 


TIMESHARES 


save  up  to... 
% 

off  retail! 


70 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

«  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 

C4U.  (800)  704-0307 


HOLIDAYGROUP.com 


Education 


FREE  EVALUATION. 

Accredited  universities  otter  full  credit 
for  life  and  work  experience.  Bachelor's. 
Master's,  and  PhD,  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans, 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Investments  ^ 


Real  Estate  Secured  Investments 
Potential  Returns  Up  to  18.9% 

InvestForClosures  Financial  has  created 
the  Investor  Disclosure  Process, 

(Pat  Pen)  Investors  monitor  the  use  of 

their  funds  live  over  the  internet. 

It's  JnvestorTainment®  We  use  investor 

funds  to  purchase  distressed  property 

nationwide.  The  properties  are 

rehabilitated  and  sold  for  a  profit-Simple! 

Rated  lowest  Risk  by  Dun  &  Bradstreet 

Toil  Free  (877)610-5982 

Office  847-289-0269 

CEO  847-341-4325 

Website  www,investforclosures.corn 

Email  info@investforclosures.com 


Franchise  Opportunityu    Business  Consulting 


Express  Success^      i^^^SSSSSSr 


We're  the  #1  staffing  franchise: 

•  Office  services,  protessional  &  temporary 
staffing  &  executne  search  -  one  franchise 

■  400+  affices/96%  kanchisee  success  rale 

•  100%  funding  of  client  receivables 

■  Leading  staffing  industrv  sa\es(2uaMiamt 
'  People  business/sales  &  marketing  focus 


franchlslng@expresspersonnel.com 

Prime  lerritones  avallalile  ttirougliniit  N.  America 


^tCS      toil  fRlF  24/71 

!^  1-877-652-6400 


Do  you  want  to  improve  your 

company's  internal  operations 

for  the  long  term? 

Visit 

www.operationsmgmt.com 
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THOUBHTS 

On  the  Business  of  Life 


nn 

■  he  son  of  Charles  Merrill  of  Merrill  Lynch  renown  decided  in  high  school  that  he  was 

■  a  poet.  Later,  while  at  Amherst  College,  he  said  his  father  "wrote  to  my  professors  and 
J^      askedthem  if  I  should  be  allowed  to  make  a  career  of  poetry.  When  they  said  that  I  should 

be  encouraged  to  do  so,  he  accepted  the  idea,  suggesting  that  I  go  about  it  in  the  most  serious  way 
possible."  That,  James  said,  meant  "I  should  rent  an  office  in  Manhattan  and  go  there  every  morning 
like  a  businessman."  — ^MALCOLM  S.  FORBES  (1989) 


Poetry  is  not  an  expression  of  the  party 
line.  It's  that  time  of  night,  lying  in  bed, 
thinking  what  you  really  think,  making 
the  private  world  public,  that's  what  the 
poet  does. 

—ALLEN  GINSBERG 


Poetry  is  adolescence  fermented, 
and  thus  preserved. 

—JOSE  ORTEGA  Y  GASSET 


We  make  out  of  the  quarrel  with 
others,  rhetoric,  but  of  the  quarrel 
with  ourselves,  poetry. 

—WILLIAM  BUTLER  YEATS 


Poetry,  that  is  to  say  the  poetic, 
is  a  primal  necessity. 

—MARIANNE  MOORE 


Poetry  is  what  Milton  saw  when  he 
went  blind. 

—DON  MARQUIS 


The  vmting  of  a  poem  it  like  a  child 
throwing  stones  into  a  mincskaft. 
You  compose  first,  then  you  listen  for 
the  reverberation. 

—JAMES  FENIOK 


Writing  free  verse  is  like  playing  tennis 
with  the  net  down. 

—ROBERT  FROST 


Poetry  is  a  sword  of  lightning, 
ever  unsheathed,  which  consumes 
the  scabbard  that  would  contain  it 

—PERCY  BYSSHE  SHELLEY 


Immature  poets  imitate; 
mature  poets  steal. 


— T.S.  ELIOT 


Poetry  is  truth  in  its  Sunday  clothes. 

—JOSEPH  ROUX 


/  can't  understand  these  chaps  who  go 
round  American  universities  explaining 
how  they  write  poems.  It's  like  going  row 
explaining  how  you  sleep  with  your  wife. 
—PHILIP  LARK 


Poetry  is  the  deification  of  reality. 

—EDITH  SITWEjl 


Old  myths,  old  gods,  old  heroes  have 
never  died.  They  are  only  sleeping  at  the 
bottom  of  our  mind,  waiting  for  our  call 
They  represent  the  wisdom  of  our  race. 
—STANLEY  KUNI' 


A  Text... 

Wisdom  strengtheneth  the 
wise  more  than  ten  mighty 
men  which  are  in  the  city. 

— ECCLESIASTES  7: 

Sent  in  by  Gerald  Riseley,  Punta  Gorda,  i  k  j 
What's  your  favorite  text?  The  Forbes  Book  1 1 
Quotations:  Thoughts  on  the  Business  ofLifii 
given  to  senders  of  Bible  texts  that  are  used.  [ 


More  than  1 4,000  "Thoughts,"  arranged  alphabeticall) 
subject,   are   available   in   a   900-page,   one-volu  j 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  on  | 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping!  I 
$1  per  item  for  handling  (add  applicable  sales  ti 
To  order,  please  call  toll-free,  1-800-876-6556. 
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You're  cruising  quite  comfortably  down  a 
scenic  highway  in  your  Lexus  LS  when 
you  near  a  vehicle  driving  ahead 
of  you.  The  available  Dynamic 
Laser  Cruise  Control*  sends 
out  a  signal  from  your  front 
bumper  to  detecv  the  car  traveling 
ahead.    And    then    helps    to    automatically 
reduce  >     ir  speed  iv       ,  i        ur,  a  set  following 


A  CAR  SO 


EVOLVE  a 

EVEN  WHEN  IT  FOLLOWS 

.   IT  LEADS.  . 


distance.  You  continue  your  drive  with  youi  s 
enjoyment  of  the  day  uninterrupted 
Brilliant,  no?  Dynamic  Lase 
Cruise  Control  is  but  one  o 
the  multitude  of  advancec 
features  that  distinguish  the  LJ 
as  a  premier  luxury  sedan.  And  ye 
it  effectively  demonstrates  the  philosophy  o 
this  vehicle  —  that  your  drive  should  posses  fjj, 


'Dynamic  Ijiser  Cruise  Control  was  dcsiKned  hi  auisl  the  uiivei  and  is  not  a  substitute  for  safe  and  attentive  driving  practices.  Please  see  vour  Owners  Manual  for  important  cautions  and  i 


much  pleasure,  and  as  little  distraction  or 
convenience  as  humanly  possible. 

Should  the  vehicle  in  front  of  you  turn  off 
e  road  or  change  lanes,  the  system  will 
sume  your  pre-set  speed.  Leaving  you 
th  no  choice  but  to  relax  in  the  spacious, 
ither-rich  cabin,  listening  to,  say,  a  tight 


jazz  combo  on  your  stunning  11-speaker, 
240-watt  Mark  Levinson®  Premium  Audio 
System*  (created  by  the  very  same  engineers 
who  develop  home  entertainment  systems 
priced  in  the  hundreds  of  thousands).  Life 
has  a  way  of  behaving  quite  wonderfully  in 
the  Lexus  LS.  Chalk  one  up  for  evolution. 


in  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
ke  Iexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


®^ 


-.exus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  traffic  laws  and  drive  responsibly  For  more  information,  call  800-USA-LEXlIS  (800-872-5398).  ©2002  Lexus 
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SETTER  MANAGEMENT  DOES 

e  secret  to  a  secure  enterprise  lies  in  not  just  monitoring  the  parts,  but  managing  it  as  a 
lole.  That's  exactly  what  eTrust'^liets^you  do.  In  fact,  t3ur  eTrust"  Security  Command  Ceiiter 
the  perfect  solution  to  security  infornfiation  overioad.  It  gives  you  the  big  picture  from  a  single 
itage  point,  with  all  your  everrtinforfTiation  prioritized.  So  you  can  identify  actu;al^iiitef:n9lj 
d  external  threats  before  they;can\wreak  havoc.Anything  less  would  be,  \N&\l^l'mtr)t^g\^ 

•  rri/etrust/manaf 


ACCESS    •    THREAT,*  IDENTITY 

'Vr:  AS^i  A  fSMt^J^r  SOFTWARE 


Computer  Associates® 
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It  all  starts  here: 
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Advertisement 


To  succeed  codav,  vour  enterprise  has  to  undereo  a 
id  transformation  from  a  series  of  functionally  driven 
s  connected  by  a  common  mailroom  to  a  w  hole  whose 
1  is  greater,  and  more  profitable,  than  its  parts. 

It's  called  integration.  .■\nd  it's  more  than  just  the 
St  trend;  it's  the  key  to  survival  in  an  increasingly 
)redictable  economic  climate. 

The  payoff:  increased  revenue,  less  cost,  greater  efficiency, 
more-satisfied  customers. 

M,  SAY  HELLO  TO  SCM. 

The  idea  of  integrating  SCM  and  CRM  is,  quite  simply, 
o  brainer."  It  quickly  results  in  maximum  value  across 
r  entire  supply-demand  chain.  In  fact,  only  when  the 
solutions  are  integrated  is  either  being  used  to  us  fullest 
ley-making  potential. 

VC'ith  integration,  your  back  office  can  quickh  deliver 
ront-end  promises,  satisfying  even  your  most  difficult- 
lease  customers. 

You'll  gain  the  ability  to  accurately  prioritize.  Valuable 
urces  will  no  longer  be  spent  on  unprofitable  customers 
roducts. 

Timely  customer  information  flowing  across  y^ur 
)ly  chain  will  enable  you  to  optimize  product  and 
ice  development. 

You'll  be  able  to  more  accurately  forecast  demand, 
iqing  costly  stock-outs  and  overstocks. 
Your  sales  reps,  armed  with  inventory  data,  deliver) 
dules,  and  product  insight,  will  become  considerably 
e  productive. 

And  that's  just  the  tip  of  a  very  profitable  iceberg. 
Of  course,  the  concept  of  integration  is  one  thing, 
jmplishing  it  is  quite  another. 


TECHNOLOGY  HAS  FINALLY  CAUGHT  UP  TO  VISION. 

For  over  a  decade,  integration  has  been  the  Holy  Grail. 
Unfortunately,  companies  had  to  spend  prohibitive 
amounts  of  money  and  time  building  custom  interfaces 
that  might  make  SCM  and  CRM  work  together. 

But  now  there's  a  new  technology  platform  that  lets 
you  get  it  done  more  easily  than  ever  before. 

It's  called  SAP  NetWeaver." 

SAP  NetWeaver  is  a  comprehensive,  open  technology 
platform  that  seamlessly  connects  your  people,  information, 
and  business  processes.  This  unique  "process  approach" 
allows  all  your  departments  to  share  information  in  real 
time.  Delays,  miscommunication  and  waste  are  minimized. 
Profitability  is  increased  -  often  dramatically. 

And  since  you  can  quickly  snap  a  large  variety  of 
your  current  applications,  both  SAP  and  non-SAP,  onto 
SAP  NetWeaver,  time  to  ROI  is  significantly  reduced. 

READ  THE  EYE- OPENING  STORY 
GET  YOUR  FREE  WHITE  PAPER. 

In  short,  integrating  SCM  and  CRM  allows  you 
to  precisely  identify  the  demand  trends  of  your  most 
profitable  customers  and  respond  with  the  product  that 
best  meets  their  needs  using  the  most  efficient  mix  of 
materials,  services  and  suppliers. 

Get  all  the  details  -  the  benefits,  the  insights,  the 
results  -  in  a  special  new  white  paper,  "Supply  Chain 
and  Demand  Chain  Integration:  The  Pathway  to  Profit  and 
Competitive  Advantage'.' 

It's  an  in-depth  exploration  of  how  integration  can  pro- 
vide your  business  with  a  competitive  advantage  in  product 
leadership,  operational  efficiency,  and  customer  intimacy. 
Get  your  free  copy  at  sap.com/integration 
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Austin,  Tex.:  For  singles,  it  is  America's  capital  city. 

Austin  bumps  out  Boston  as  the  best  "singles"  city  in 
Forbes.com's  third  annual  ranking  of  the  40  largest  met- 
ropolitan regions  in  the  U.S.  But  Pittsburgh  is  still  the 
pits,  at  least  when  it  comes  to  single  living.  Our  ranking 
is  based  on  the  cost  of  single  living,  employment  oppor- 
tunities, nightlife,  culture  and  that  certain  something 
found  in  all  great  cities.  Our  thanks  to  all  who  voted  last 
month  in  our  online  poll.  The  tallies  have  been  taken 
into  account  in  arriving  at  the  final  rankings.  To  see  the 
full  list,  and  which  cities  were  FORBES  readers'  favorites, 
go  online  to  www.forbes.com/singles.  New  this  year:  an 
interactive  map  that  lets  you  drill  down  to  additional 
information  for  each  city,  such  as  our  pick  of  the  best 
singles  bar. 
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He  IS  well  known  for  his  days  at  Apple  Computer  and 
his  Macintosh  evangelism.  Kawasaki  will  be  hosting  our 
new  Art  of  the  Start  Forum,  where  he  will  answer  read- 
ers' questions  about  starting  a  business. 
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ERYWHERE  IN  BETWEEN.  I  ALWAYS  KNOW  WHO  IS  ON  THE 
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I  IT  I  SNIFF  OUT  THREATS  SO  YOU  CAN  STAY  PRODUCTIVE. 
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Ralph's  Used  Car  Analysts  imagine,  for  ^ 

moment,  that  the  federal  government  runs  out  of  things  to  dc 
and  decides  to  police  car  dealers.  Soon  there's  a  Warranties  fi 
Exchange  Commission,  followed  by  a  Financing  of  Automobile 
Standards  Board,"  which  -5  _ 

issues  Generally  Accepted 
Odometer  Principles. 

All  pretty  harmless,  if 
the  main  purpose  is  to 
prevent  fraud.  But  maybe 
an  angry  car-buying 
public  wants  more 
vengeance  against  the 
people  who  sold  lemons. 
And  so  the  government 
goes  after  what  is  porten- 
tously called  the  Conflict 
of  Interest.  Under  this 
economic  theory  it 
would  be  wrong  for  the 
car  salesman  to  say  the  Tahoe  is  a  terrific  car,  if  he  wrote  in  a  pri= 
vate  e-mail  that  he  would  rather  drive  an  Expedition.  If  General 
Motors  sent  him  a  case  of  wine,  they  would  both  be  prosecuted^ 

Sure,  we  could  treat  car  salesmen  like  securities  analysts  anf 
have  them  attend  mandatory  ethics  courses  whenever  they  step 
out  of  line.  But  would  this  give  car  buyers  better  deals?  The  maiii 
thing  keeping  the  GM  dealer  honest  is  that  across  the  street  is  i 
Ford  dealer.  All  car  dealers  have  a  conflict:  They  get  commission! 
from  what  they  seU,  and  they  don't  get  commissions  from  the 
competitor's  products.  So  what?  If  you  don't  trust  what  the  sales- 
man has  to  say,  you  can  always  go  to  Consumer  Reports. 

The  ruckus  over  stock  analysts  has  created  a  marketing 
opportunity  for  Charles  Schwab  &  Co.,  which  doesn't  get  under 
writing  commissions  for  stocks  (see  Neil  Weinberg's  story,  p.  71) 
Acting  as  a  Consumer  Reports  for  stocks,  Schwab  has  a  great  ser 
vice  to  offer;  over  the  past  year  its  "strong  buys"  have  beaten  the 
market,  while  the  "strong  sells"  have  underperformed. 

Schwab's  enemies  aren't  going  to  let  this  upstart  have  an  eas; 
time  of  it.  They  can  point  to  the  discount  broker's  own  ulterio 
motives,  which  include  making  a  profit.  Hey,  Schwab  broker 
promote  Schwab  index  funds,  when  they  could  send  you  t< 
cheaper  alternatives  from  Vanguard.  Conflict! 

But  wait  a  minute.  Do  we  reaUy  expect  a  Schwab  salesman  t< 
say  his  product  stinks  and  you  ought  to  shop  across  the  street 
You  go  to  Schwab  to  get  an  impartial  opinion  on  whether  GM  o 
Ford  shares  are  a  better  buy.  You  don't  go  there  to  get  an  opinioi 
on  whether  Schwab  or  Vanguard  is  a  better  money  manager. 

Cure  for  the  Wall  Street  scandal:  Treat  analysts  like  car  sales 
men.  Then  we  won't  have  to  waste  money  prosecuting  them. 
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Bully  Pulpit? 

"Sex,  God  and  Greed"  (June  9,  p.  66)  illustrates  the 
dangers  posed  when  a  business  magazine  ventures 
from  its  expertise.  Would  FORBES  Have  preferred 
that  the  truth  about  the  appalling  cover-up  of 
Catholic  bishops  and  the  carnage  inflicted  upon 
Catholic  children  by  known  predators  never  be  dis- 
closed? The  only  reason  these  horrifying  events 
came  out  was  because  of  the  dogged  work  of 
lawyers  like  Jeff  Anderson  and  my  colleagues  at 
Greenberg  Traurig.  We  now  have  files  on  more 
than  135  Boston  priests  accused  of  molestation.  As 
a  result  of  this  lawyering,  important  legislative  reforms  are  sweeping  the  country. 
Children  are  far  safer  today  than  they  were  when  the  scandal  first  broke  last  year. 
Mainstream  psychiatry  does  recognize  the  concept  that  sexual  abuse  can 
lead  to  traumatic  amnesia.  Courts  around  the  country  have  accepted  testimony 
from  witnesses  with  repressed  memory,  particularly  from  children  who  were 
molested  at  a  very  young  age.  If  my  clients  somehow  ganged  up  to  profit  from 
false  allegations,  then  they  have  managed  to  fool  some  very  experienced  attor- 
neys, the  best  clinicians  in  the  world,  the  police,  the  best  DA's  office  in  the  coun- 
try and  the  grand  jury  that  found  probable  cause  to  indict  Paul  Shanley.  It's 
always  nice  when  a  national  magazine  puts  you  on  the  cover  and  recognizes  the 
success  of  your  legal  work.  But  it  is  possible  that  there  are  trial  lawyers  who  are 
also  human  beings,  who  care  about  their  clients  and  find  satisfaction  in  assisting 
otherwise  powerless  victims  in  bringing  out  positive  changes  in  important  cases. 
Money  is  not  the  great  motivator  for  all. 

RODERICK  MACLEISH  JR. 
Boston,  Mass. 

I  sent  copies  of  "Sex,  God  &  Greed"  to  all  the  Cardinals  and  many  Bishops  throughout 
the  nation.  It  is  the  most  informative  piece  to  date  on  the  milking  of  the  Catholic  Church. 
Though  it  is  true  that  the  sexual  abuse  scandal  is  the  Church's  own  doing,  it  is  also  true 
that  some  of  the  litigators  are  motivated  more  by  money  than  by  justice.  That  so  many 
of  the  lawsuits  filed  in  the  past  year  involve  alleged  incidents  of  abuse  that  date  back 
two,  three  and  four  decades  is  enough  to  make  anyone  skeptical.  Throw  in  such  trash- 
can  concepts  as  "repressed  memory"  and  the  stage  is  set  for  the  witch  hunters. 

WILLIAM  A.  DONOHUE 
President,  Catholic  League  for  Religious  &  Civil  Rights 

New  York,  N.Y. 


Tropical  Heat 

The  table  entided  "Costa  Rica:  Welcome  to  the  New  Nigeria"  {Apr.  28,  p.  60)  misleads 
readers  in  assuming  thai  Costa  Rica  is  a  haven  for  financial  and  odier  criminals,  when 
the  reality  is  quite  die  opposite.  There  is  no  welcome  mat  for  criminals  in  Costa  Rica. 
The  current  plight  of  these  individuals  indicates  our  resolve  to  make  them  as  unwel- 
come as  possible.  Most  of  them  are  currendy  in  jail,  waiting  to  be  extradited.  Their 
Costa  Rican  bank  accounts  were  frozen  whether  they  entered  the  country  or  not.  The 
table  creates  a  false  impression  of  our  country  and  misrepresents  our  efforts  to  coop- 
erate witii  U.S.  and  Canadian  authorities  to  apprehend  these  felons. 

JAIME  DAREMBLUMI 
Ambassador,  Embassy  of  Costa  Rica 
Washington,  D.C. 
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viola  can't  see  the  trombone 
trombone  can't  see  the  viola. 
They're  on  opposite  sides  of 

the  orchestra,  j 


But  they  play 
together  beautifully.  ; 


:he  leader  of  a  multi-national  organization  is  like  being  an  orchestra  conductor.  With  its  exceptional  flexibility^' 
nnpatibility,  Business  IP  -  BT's  Global  IP  Network  -  can  help  your  people  and  business  perform  ,       .^ -^ 

er  beautifully.  For  more  information  on  how  BT  can  help  bring  harmony  to  your  ,-  ' 

nation  contact  us  on  1-800-331  4568  orwww.bt.com  .; 


Creating  Complete  Business  Communications 

.  equipment  and  products  described  are  provided  subject  tia  availability,  prior  saje  and  cfiange  without  notice  and  no  part  of  this  publication 
irt  of  any  contract.  The  general  terms  and  conditiorK.  of  BT  Americas,  Inc.  Shall  apply.  A»  trademarks  and  brand  names  used  are  registered. 
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its  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 

To  create  a  more  robust  and  richer 
marketplace  experience  for  its  community 
and  drive  growth,  eBay  wanted  to  attract 
large  sellers  by  enabling  them  to  move 
high  volumes  of  excess  merchandise  with 
'  minimal  upfront  investments. 
I  am  eBay's  idea,  delivered.  Accenture  built,  owns  and  operates 
Connection  to  eBay,  a  turnkey  service  that  allows  retailers, 
rrianufacturers  and  liquidators  to  create  and  scale  a  successful 
new  sales  channel  on  eBay.  Accessing  eBay's  dynamic  market  of 
61  million  users  and  generating  returns  of  up  to  80  to  150% 
greater  than  standard  liquidation,  Connection  to  eBay  offers  a 
compelling  suite  of  services  to  merchants  as  well  as  a  new 
marketplace  offering  for  eBay.        ^.^-- — 
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In  a  race  to  be  the  first  to  offer  the 
world's  central  banks,  corporate  treasurefs,- 
k      fund  managers  and  other  institutional 
^  b    clients  an  automated  electronic  marketplace 
p    for  currency  trading,  FXall  needed  to  go  live 


•^^    with  a  massive,  multi-dealer,  automated 
electronic  trading  system  in  a  matter  of  months. 
I  am  FXall's  idea,  delivered.  Accenture  worked  alongside  the 
FXall  team,  choosing  and  coordinating  the  work  of  seven 
technology  vendors  and  seventeen  alliance  partners,  and  in 
just  ten  months,  delivered  the  multi-bank  portal  that's  won 
major  industry  awards  from  Euromoney,  Forbes  and  FX  Week,   ^ 
among  others.' ••  , 
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Cookin.theUK.Themul 
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risk.  Thomas  Cook  w^tSjabN 
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^Qne  of  the  UK's  leading  travel  companies, 
Thomas  Cook,  has  a  1 62-year  brand    .  ~ 
vhistpry  and  a  strong  commitment  to  ^:. 
;^^ing- exceptional  service.  Over  th^ 
%  months,  the  company  has  been 
^1  ha rcl,  to. lower  its  cost  base 
w^f}royihp  Its  operating  efficiency. 
-^tle#ve^d  Thomas  Cook  and- 
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I  AM  YOUR  QUARTERLY 
REVENUE  UPDATE 

I  AM  YOUR 
2  RM.  CONFERENCE  CALL 
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I  AM  YOUR  8:15  RM. 
FLIGHT  TO  CHICAGO 
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I  AM  YOUR  IDEA 


';^i;^?*^s^v 


<.  a 


.  .^-'  --«*>«!e^p5e-|f .' 


^•-rif-r^ 


ot  how  many  ideas  you  have.  It's  how  many  ydu  make 
len.  So  whether  it's  your  idea  or  Accenture's,  we'll 
you  turn  innovation  into  results.  And  we  hold  ourselves 
untable  for  that.  See  more  at  accenture.corn 

Lilting  •  Technology  •  Outsourcing  •  Alliances 


igaccenture 


Innovation  delivered 
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"If  my  supply  chain  can't  change  and  grow  along 

withthecompany,  what  could  chaRge 

is  the  guy  who  sits  at  my  desk." 


Unanticipated  demand  for  your  products  and 

rapid  expansion  to  new  marl<ets  can  stretch 

your  supply  chain  beyond  its  capability.  And 

threaten  your  success.  Brown" can  help  you 

safely  navigate  change.  With  our  expertise  in 

transportation  and  worldwide  distribution,  as 

well  as  customs  and  cross-border  services,  we 

can  help  make  your  business  more  flexible 

and  more  scalable.  So  you  can  prosper  while 

your  company  grows.  To  learn  more  about 

UPS  Supply  Chain  Solutions,"  visit  UPS-SCS.com. 

YOUR  SUPPLY  CHAIN.  SYNCHRONIZED. 
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WHAT  CAN  BRtJWN  D, 


ACT  AND  COMMENT 

'■  Steve  Forbes,  editor-in-Chief 

Vith  all  thy  getting  get  understanding" 


Must  Our  Forests  Suffer  a  Hellish  Fate? 


E  SENATE  SHOULD  IMMEDIATELY  PASS  THE  HEALTHY  FORESTS 
storation  Act  that  recently  cleared  the  House  of  Representatives 
th  bipartisan  support.  The  summer  season  is  upon  us,  and  unless 
ick  action  is  taken  we'll  once  again  face  another  round  of  unnec- 
ary,  devastating  forest  fires.  These  catastrophic  conflagrations 
rt  lives — 23  firefighters  last  year — degrade  air 
d  water  quality,  jeopardize  federally  protected 
Idlife  species  and  endanger  local  communi- 
5.  One  forest  fire  near  Denver  last  summer 
mped  tons  of  mud  and  soot  into  the  city's 
gest  reservoir  for  drinking  water  and  created 
■  worst  air  pollution  in  the  area's  history. 

Wildfires  ravaged  7  million  acres  of  forest 
t  year.  The  summers  of  2000  and  2002  were 
:  most  destructive  in  half  a  century.  Of  the 
es  managed  by  the  feds,  190  million  are  at 
inatural  risk"  and  more  than  70  million  of 
se  are  at  "extreme  risk"  of  becoming  infernos. 

Incredibly,  some  environmentalists  are 
posed  to  doing  anything  to  prevent  these  dis- 
ers,  believing  that  this  is  interfering  with 
iture."  That  idea  is  as  misbegotten  as  the  old 
licy  of  suppressing  any  and  all  wildfires.  The 
lilt  of  these  extremes  is  that  many  of  our  woodlands  are  ready  to 
)lode,  thanks  to  the  buildup  of  dense  imderbrush.  Tree  density 

acre  in  some  areas  has  increased  tenfold.  The  canopy  created  can 


The  explosion  of  forest  infernos  is 
not  inevitable.  They're  preventable— 
with  responsible  stewardship. 


block  the  sun  and  stimt  or  kill  many  of  the  younger  trees,  adding  to 
the  fire  hazard.  Many  of  our  forests  have  also  been  hit  by  disease  and 
insect  infestation  that  pose  a  mortal  threat  to  their  fiature. 

The  legislation  will  streamline  previously  excessive  bureau- 
cratic procedures  so  that  federal  land  managers  can  begin  thin- 
ning up  to  20  million  acres  in  high-risk  areas. 
It  is  ridiculous  to  tie  up  sensible  wildfire  pre- 
vention measures  in  endless  litigation,  which 
has  been  our  habit.  The  bill  preserves  public 
participation  but  doesn't  let  it — or  delaying 
litigation — run  on  forever.  And  forest  man- 
agement projects  will  still  be  subject  to  sound 
environmental  analyses. 

The  bill  also  encourages  using  the  worth- 
less wood,  brush  and  slash  removed  from  the 
forests  for  biomass  energy;  authorizes  federal 
programs  to  support  community-based  water- 
shed forestry  partnerships  at  the  state  and  local 
levels;  and  provides  for  additional  research  on 
detecting  and  containing  insect  and  disease 
infestations.  And  the  legislation  makes  fiscal 
sense:  $1  spent  on  wildfire  prevention  saves 
up  to  $6  on  firefighting  down  the  road. 
Though  the  bill  doesn't  address  the  hot-button  subject  of 
commercial  logging  in  public  forests,  it  goes  a  long  way  toward 
bringing  good-sense  management  to  our  national  forests. 


Tax  Idiocy  101 


TRAL  STATES  AND  CITIFY  ARE  ABOUT  TO  REDISCOVER  THE  RULE 
liminishing  returns  when  it  comes  to  taxes,  especially  levies  on  cig- 
ttts.  In  New  York  City  a  pack  of  cigarettes  now  costs  more  than  $7, 
nks  to  the  state  and  the  city  governments'  each  increasing  their 
?s  to  $1.50.  Results  have  been  predictable:  Smuggling  is  soaring, 
1  people  are  lining  up  to  buy  cartons  at  Indian  reservations,  as 
1  as  ordering  in  droves  over  the  Internet.  Criminals  rub  their 
ids  in  glee  as  tax  collectors  crack  down  on  Web  site  sales,  because 
reTl  be  more  customers  for  their  black  market  activities.  Moreover, 
timate  retailers,  particularly  those  who  primarily  sell  newspapers 
1  magazines,  are  reeling.  They  make  most  of  their  money  on  cig- 
ttes  and  now  face  ruin  as  steady  customers  seek  out  other  vendors. 
Tax-loving  pols  are  ignoring  Canada's  experience.  Our  north- 
neighbor  laid  on  draconian  tax  increases  in  th'e  late  1980s  and 
ly  1990s.  Cigarette-related  criminal  activities,  such  as  truck 
ickings  and  warehouse  robberies,  shot  up.  Billions  of  antici- 
ed  tax  receipts  went  up  in  smoke.  In  1994  Canada  cut  those 
irette  exactions — crime  went  down  and  tax  receipts  stabilized. 


Some  states  are  mulling  over  hikes  in  a  variety  of  other  levies, 
including  income  taxes  on  "the  rich,"  as  politicos  in  New  York,  Cal- 
ifornia, New  Jersey  and  elsewhere  piously  declare  that  these  nefari- 
ous people  "can  easily  afford  it."  They'll  eventually  learn  that 
Americans  are  mobile  and,  thanks  to  high  tech,  can  more  and  more 
easily  conduct  business  from  anywhere.  Retirees,  especially,  will 
move  and  establish  residences  in  no-income-tax,  no-stand-alone- 
death- tax  states,  such  as  Texas,  Florida,  Nevada  and  Wyoming.  And 
higher  sales  taxes?  That'll  be  a  boon  for  the  beleaguered  Internet 

It's  not  as  though  America's  local  governments  are  the  vic- 
tims of  a  catastrophic  emergency.  State  spending  mushroomed 
by  $175  billion  during  the  ebullient  1990s,  far  in  excess  of  infla- 
tion. Hardly  any  of  the  states  followed  the  example  set  by  Col- 
orado. In  1992  sensible  voters  there  passed  a  referendum  limit- 
ing state  spending  increases  to  inflation  plus  population  growth. 
Governor  Bill  Owens  wisely  blocked  attempts  to  circumvent 
these  parameters  with  budgetary  gimmicks.  Today  Colorado's 
finances  are  about  the  soimdest  of  any  in  the  Union. 
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FACT  AND  COMMENT 

A  Bit  of  Justice  for  Mugged  Argentineans 


A  BIT  OF  GOOD  NEWS  FROM  ARGENTINA.  NOT  THE  ELECTION  OF 
a  new  president — the  country's  sixth  since  the  economic  crisis 
exploded  there  18  months  ago — but  rather  an  act  by  Argentina's 
Supreme  Court.  In  March  it  ruled  that  the  government's  bank 
robbery  of  its  citizens  more  than  a  year  ago  was  unconstitutional. 

In  early  2002  a  desperate  regime  decreed 
that  all  dollar  deposits  be  forcibly  converted  into 
fast-declining  pesos.  The  peso  had  been  pegged 
to  the  dollar  at  a  one-to-one  ratio,  and  Argen- 
tinean citizens  had  been  able  to  use  dollars  as 
legal  tender  and  set  up  dollar- denominated 
bank  accounts.  But  the  government,  after  dam- 
aging the  economy  (in  part  because  of  IMF 
pressure  to  raise  taxes),  seized  those  dollars.  Not 
surprisingly,  the  peso  fell  almost  70%  against 
the  greenback.  Millions  of  Argentineans  found 
themselves  impoverished.  The  economy  tanked. 


Memo  to  Kirchner:  Bombast  is  no 
substitute  for  free-enterprise  reforms. 


Despite  the  court's  ruling,  the  government  won't  restorel 
those  dollars  to  depositors.  It's  offering  80  cents  on  the  doUar — D 
cash  and  government  bonds.  Argentina's  cynical  rulers  figure 
people  will  grab  the  deal  because  they  won't  have  the  resources| 
to  fight  for  full  restitution  in  the  courts. 

Alas,  the  U.S.  has  largely  turned  a  blind  ey^ 
to  this  governmental  piracy.  In  fact,  early  thisl 
year  the  Bush  Administration  shortsightedly 
urged  the  IMF  to  roll  over  some  $6  billion  inl 
Argentinean  debt  Argentina  desperately  needs! 
to  take  credible  steps  toward  restoring  property! 
rights.  Otherwise,  its  economic  performance]! 
will  continue  to  fall  far  behind  its  potential. 

So  far,  the  latest  president,  Nestor  Kirch-1 
ner,  shows  few  signs  of  becoming  such  aj 
reformer.  Then  again,  he's  getting  no  con-j 
structive  advice  or  help  from  us  or  the  IMF. 


IMF  Idiocy  101 


THE  PESO  COLLAPSE  IN  ARGENTINA  UNDERSCORES  THE  FOLLY 
of  IMF  dogma  that  devaluation  is  a  wonderful  thing.  The  peso's 
fall  destroyed  the  wealth  of  millions  of  Argentineans.  Unem- 
ployment is  over  20%.  The  IMF  is  happy  because  Argentina  is 
running  a  trade  surplus:  The  peso's  coUapse  made  Argentina's 
agricultural  goods  temporarily  cheap,  so  exports  are  booming. 


But  this  underscores  why  devaluation  is  inherently  bad — it 
capriciously  hurts  many  and  gives  windfalls  to  a  few.  Thisj 
destroys  social  cohesion,  subverts  the  rule  of  law  and  encourages 
crime.  It  undermines  people's  faith  in  the  future:  People  will 
then  focus  on  short-term,  speculative  moves  instead  of  on  pro- 
ductive, long-term  investments. 


Much  Ado  About  Very  Little 


THE  FEDERAL  COMMUNICATIONS  COMMISSION  RAN  INTO  A 
firestorm  when  it  proposed  to  somewhat  ease  the  rules  governing 
media  ownership.  The  restrictions  were  put  in  place  decades  ago, 
when  easily  available  sources  of  information  were  a  nanofraction 
of  those  accessible  today  Back  then,  control  of  newspapers  and 
radio  and  television  stations  in  a  single  market  could  indeed 
restrict  what  news  was  seen,  heard  or  read.  No  longer.  The  explo- 
sion of  channels  via  cable  alone  has  obliterated  traditional  notions 
of  "information  monopolies."  And  the  rise  of  the  Internet  has 
multiplied  information  sources  geometrically.  WTien  we  get  gen- 
uine broadband — i.e.,  the  abUity  to  move  along  millions  and  bil- 


lions of  bits  of  information  per  second  instead  of  the  50,000  to 
400,000  common  today — we'll  have  more  media/information 
outiets  and  news/information  sources  than  we  have  people. 

In  fact,  the  reason  the  FCC  and  Congress  don't  do  away  with, 
media-ownership  regulations  altogether — not  to  mention  having, 
to  approve  any  sale  of  a  radio  or  TV  station  because  of  the  broad- 
cast license  transfer  involved — is  because  of  the  power  and  polit- 
ical contributions  they  garner.  It  must  give  regulators  and  pols  a 
perverse  sense  of  pleasure  to  see  the  high  and  mighty  from  televi- 
sion, newspapers,  radio  and  cable  come  before  them  on  bended 
knee  whenever  they  want  to  buy,  sell  or  merge  a  media  property. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Dos  Caminos-373  Park  Avenue  South,  between  26th  and 
27th  streets  (Tel.:  212-294-1000).  Sophisticated  and  innovative 
Mexican/ TexMex.  Try  the  watercress  and  jicama  salad  or  the 
Mexican  chopped  salad— both  zingily  delicious.  The  tacos 
asada  are  mouthwatering  confections  of  sliced  skirt  steak, 
caramelized  '-^nv  chile  and  guacamole  rolled  in  a  soft  shell. 
The  chiles  rei-  no  disaj  pear  in  a  .sn.ip.  Desserts:  wonderfiil. 

Aix-2398  Broad w.iy,  neai  8Rth  St.  (leL:  212-874-7400).  A  classic 
tale  of  hype.  Seating  is  <  -i  i  three  levels;  if  you  are  put  in  the  center, 


the  feeling  is  of  a  claustrophobic  passageway.  (At  $100  a  head,  no 
one  should  feel  this.)  The  food  is  decent,  but  not  exceptional.  The 
chicken  "cured  and  baked  crispy  with  star  anise  and  honey"  is  dry, 
the  rack  of  lamb  and  roasted  bass  are  somewhat  more  satisfying. 
•  Acqua  Pazza-36  West  52nd  St.  (Tel.:  212-582-6900).  New 
cheery,  stylish  contemporary  Italian  eatery  specializing  in 
seafood.  "Acqua  Pazza"  translates  as  "crazy  water"  and  describes 
a  technique  of  baking  fish  in  fresh  seawater.  The  results  are  spec- 
tacular. The  seafood  risotto  and  the  leg  of  lamb  are  perfection.  F 
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OTHER  COMMENTS 
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Spring  is  here, — and  I  could  be  very  happyy  except  that  I  am  broke. 


—EDNA  ST.  VINCENT  MILLAY 


I 


Remove  Your  Blinders  [Your  newspaper  s  edito 
rial,]  "A  Flawed  Fire  Bill,"  contends  that  my  Healthy  Forests  leg- 
islation, which  has  passed  the  House,  "attempts  to  fix  a  problem 
that  does  not  exist."  Really?  Last  year,  7.1  million  acres  of  forests 
were  ravaged  by  wildfires  that  destroyed  old-growth  forests. 

It  typically  takes  a  scientifically  valid  forest  treatment  project 
years  to  work  its  way  through  the  bureaucratic  gantlet  of  analy- 
sis, appeals  and  lawsuits.  One  thinning  project  near  Denver  had 
to  endure  an  800-step  decision-making  process,  including  over 
three  years  of  analysis  and  appeals,  before  it  was  approved. 
Unfortunately,  the  largest  fire  in  Colorado's  history  came  sweep- 
ing through  before  treatments  could  begin.  More  than  100 
homes  were  lost,  Denver's  primary  water  source  was  contami- 
nated and  eight  sensitive  wildlife  species  were  devastated. 

Not  a  problem? 

—SCOTT  MCINNIS,  Member  of  Congress  (R-Colo.), 
letter  to  the  editor  in  New  York  Times 

Note  to  Newshounds  what  struck  me  was  the  [main- 
stream media's]  eagerness  to  report  operational  disaster  [during 
the  Iraq  war].  Just  after  we  obliterated  the  Baghdad  and  Medina 
Divisions  of  the  Republican  Guard,  I  kept  hearing  the  words,  "failed 
plan."  That's  when  we  got  the  leaks  fi-om  the  retired  generals:  "It's 
a  bad  plan;  it's  a  failed  plan;  Rumsfeld  didn't  give  the  military  what 
they  wanted;  we  had  to  pause;  we  don't  have  the  necessary  troops." 
We  only  destroyed  Iraq's  military.  We  merely  controlled 
their  country.  We  literally  produced  an  unprecedented  military 
victory  in  three  weeks.  To  put  this  in  perspective,  it  took  Janet 
Reno  and  the  Clinton  Administration  51  days  to  take  a  litde  reli- 
gious compound  down  in  Waco,  Texas. 

—RUSH  LIMBAUGH,  Limbaugh  Letter 


^CM/^^-v^.l'        ,  .  / 
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Facing  the  Foe  Responding  to  North  Korea  means  com 
mitting  to  two  new  actions  simultaneously  to  avoid  giving  Kim  Jonj 
II  options.  Stop  his  flow  of  cash  and  aid  by  ending  his  ability  tc 
blackmail  neighbors,  and  cut  oflf  export  routes  for  his  weapons.  Re 
garding  the  former,  let  Kim  know  cruise  missiles  are  aimed  at  hi 
artillery  and  missile  sites.  As  for  the  latter,  one  senior  administratior 
official  tells  us  that  no  one  buying  the  North's  "weapons  should  sleq 
soundly  thinking  his  shipment  will  arrive  safely  or  automatically." 
Unlike  Iraq,  the  North  Korean  threat  won't  end  by  a  plan  tc 
directly  remove  its  leader — the  calculus  is  far  more  complex.  Ye 
there  can  be  no  standing  idle.  Instead,  if  an  even  greater  degret  i 
of  isolation — a  stalking,  hostile  peace  to  corner  Kim — wen 
forced  on  Pyongyang  to  end  its  ability  to  make  threats  or  arn 
other  rogues,  this  would  serve  Asia's  security  interest.  That  thi; 
would  also  mean  the  end  of  Kim  himself  is  a  collateral  benefit. 

— Far  Eastern  Economic  Revievi 

Turning  a  Blind  Eye  in  the  interest  of  promoting  it; 
often-neglected  strategic  engagement  with  Latin  America,  th( 
Bush  Administration  urged  the  IMF  to  bail  out  Argentina  in  Jan- 
uary 2003.  The  IMF  complied  by  rolling  over  $6  billion  in  Argen- 
tinean debt.  In  addition,  during  a  recent  meeting  wdth  Argentina'? 
new  ambassador  to  the  U.S.,  President  Bush  pointedly  heapec 
praise  on  the  good  works  [of  former  President  Eduardo  Duhalde's 
government]  and  reaffirmed  the  U.S.  commitment  to  Argentina.| 
By  turning  a  blind  eye  toward  the  Duhalde  government's  twcl 
great  bank  robberies — ^which  amounted  to  a  whopping  $30.4  bil- 
lion— and  the  utter  collapse  of  the  Argentine  economy,  which  hail 
sent  millions  into  abject  poverty,  the  Bush  Administration  jettisonedl 
the  principle  of  property  rights  and  took  leave  of  common  sense! 
itself.  Sadly  Argentina  is  yet  another  example  of  the  Bush  Adminis- 
tration's incoherent  approach  to  international  economic  relations. 
—STEVE  H.  HANKE,  Cato  Institute,  Wall  Street  Joumail 

Money  Misspent  since  1991  New  York  state  has  coUectedl 
at  least  $200  million  from  a  surcharge  added  to  every  New  Yorker's  f 
cell  phone  bill.  The  money  is  earmarked  for  installing  an  "E91 1' 
service,  which  uses  GPS  technology  to  quickly  trace  the  location  of  j 
9 1 1  callers  on  their  cell  phones.  After  1 2  years,  the  system  still  isn't  in  j 
place.  Where  has  the  money  gone?  According  to  an  audit  conducted 
by  the  New  York  state  comptroller's  office,  state  police  have  used  j 
it  to  pay  for  departmental  dry  cleaning  bills,  baUpoint  pens,  travel, 
car  leases,  grounds  maintenance  for  precincts  and  winter  boots. 

—CHARLES  OLIVER,  Reason  Online\ 

Perpetually  Painful  Payment  of  aii  debts,  men| 

are  least  willing  to  pay  the  taxes. 

—RALPH  WALDO  EMERSON     F I 
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al  commerce  requires  strong  partners.  XL  Capital's  fundamental  strength  -  our  financial  security 
jxpertise  -  is  trusted  by  many  of  the  world's  leading  companies  to  help  them  achieve  their  business 
:tivefe.  Specializing  in  large  risks  and  financial  solutions  for  commerce,  we  are  strong  partners. 
JRANCE  I  REINSURANCE  I  FINANCIALExperienceourstrength.Visitwww.xlcapital.com 

The  XL  Capital  group  is  rated  -4+  by  AM  Best. 
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The  designers  of  OP0OfF\QB 

an  arts  +  architecture'collaborative. 

j:  WITH  THE  NEW 

IBM-^HINKCENTRE  DESKTOP 


They  think  about: 

incorporating  outside 
oiiltDral  and  design 
influences  to  create 
new  architecture. 


We  thought  about: 


■  :~i 'fi mm n p  ,^n ^ .  • 


V,  i'h  an  Intel 


^=r  =  "=:         ThinkCentr^*' Where  the  world's  most  innovative  people  choose  to  tl 

,-.  I 

ibin.com 'pc  think  .r 


M 


lES 


l>1^^ 


\ 


s=S 


P^an  YWARE"     Once  you  started,  nothing  could  stop  you.  And,  as  usual,  nothing  did.  Yes,  your  "can  do"  spirit  led  yo 

to  an  alternative  to  those  single-function,  network  color  printers:  multifunction  color  printing 

solutions  from  Canon,  the  leader  in  color  imaging  in  the  office."  Color  imageRUNNER®  is  fully  connected  and  expands  your  capabilitie 

across  your  network.  That  means  along  with  superior  image  quality,  you'll  have  lower  operaring  costs.  The  result:  a  faster,  better 

alternative  to  ouLsourn.. ..  plus  increased  productivity.  All  of  which  leads  to  bottom  line  savings  and  a  competitive  advantage  for  your  compa 

So,  now  you're  gou  j         ■    -       'ri„ks  to  Canon  know-how,  it's  smooth  sailing  all  the  way.  I -800-OK-CANON  www.usa.canon.com 


t'aron  is  .1  i.-ii-,uk>!  '<Jilr"!   ri 
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iiir.  IMAGEKUNNER  h  a  winltrird  itadcmark  of  Caiuin  Int.  m  llit  U.S.  .ind  Canada.  IMAatANYWARf:  n  a  sctvicc  marl  of  (."anon  IJ.S.A..  Iii' 
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CURRENT  EVENTS 


5y  Ernesto  Zedillo,  forxMer  president  of  Mexico 
)iRECTOR,  Yale  Center  for  the  Study  of  Globalization 


Mend  the  Crack  and  Put  Doha  Back  on  Track 

T  was  not  by  mere  accident  that  the  second  half  of  market-access  preferences  not  being  extended  to  the  other  develop- 

he  20di  century  proved  to  be  much  better  than  the  first.  It  hap-  ing  countries.  The  European  message  to  the  least-developed  coun- 

)ened  mainly  because  in  the  period  surrounding  the  end  of  tries  is  clear:  Protect  my  protection  because  it's  your  protection,  too. 

^brld  War  II  some  remarkable  world  leaders,  including  great  Essentially  the  agricultural  negotiations  are  not  only  polarized  but 

Americans,  worked  hard  to  create  institutions  in  which  different  paralyzed,  putting  die  whole  Doha  exercise  at  serious  risk  of  failure. 

lations  could  cooperate  for  the  common  good.  International  •  Equally  dire  are  the  talks  on  the  special  and  differential  treatment 

ooperation  is  not  a  useless  abstraction.  It  has  been  a  powerful  (S&D)  provisions  that  allow  developing  countries  to  receive  prefer- 

ind  tangible  force  driving  global  prosperity.  ential  treatment.  It  was  agreed  at  Doha  diat  S&D  provisions  would 

Today  the  international  system  and  its  institutions  are  under  be  reviewed  and  revised  to  make  them  more  usefiol.  The  third  dead- 


mprecedented  stress.  Deep  disagreements  have  emerged  over 
he  best  way  to  combat  new  threats  to  international  peace  and 
ecurity  and  over  how  best  to  preserve  and  extend  prosperity.  It 
>  time  to  stop  blaming  the  institutions  and  recognize  that  they 


line  for  these  negotiations  was  missed  Feb.  10;  there  is  now  little  to 
no  hope  of  any  significant  progress  before  die  next  ministerial  meet- 
ing takes  place  in  Canciin,  Mexico  in  September.  In  this  instance, 
the  main  responsibility  for  failure  lies  with  the  developing  countries. 


re  no  better  or  worse  than  what  the  major  powers  put  into      They  have  submitted  dozens  of  proposals  that  convey  a  question 


liem  in  terms  of  leadership,  the  will  and  the  ideas  for  reforming 
hem,  skillful  bilateral  diplomacy  and  resources.  A  healthy  mul- 
ilateral  system  depends  on  negotiations,  compromises  and 
greements.  None  of  these  can  flourish  in  the  sour  soil  of  acri- 
nony  that  has  been  plowed  up  lately. 

)eadiock  at  Doha 

"here  are  many  outstimding  issues  on  the  international  agenda. 
Jot  resolving  them  will  impose  a  severe  cost  on  all  countries, 
icluding  the  most  powerful.  However,  none  deserves  more  atten- 
on  than  the  WTO  Doha  Round  that  was  launched  in  November 
001.  This  round  was  supposed  to  be  the  one  in  which  negotiators 
^ould  seriously  address  the  issues  of  greatest  interest  to  develop- 
ig  countries.  At  Doha  the  developing  countries  were  skeptical 
f  the  sincerity  of  the  rich  countries  to  make  good  on  this.  Since 
len  suspicions  have  grown  sharply — for  several  reasons: 

A  compromise  carefully  crafted  over  several  months  on  how 
)  make  the  Agreement  on  Trade- Related  Aspects  of  Intellectual 
roperty  Rights  (TRIPS)  supportive  of  poor  countries'  gaining 
ccess  to  essential  medicines  was,  in  the  end,  rejected  by  the  U.S. 
ist  December.  Subsequent  attempts  to  break  the  deadlock  have 
tiled.  Considering  the  human  toU  in  poor  countries  fi-om  infec- 
ous  diseases,  such  as  HIV/ AIDS,  malaria  and  tuberculosis,  it's 
ot  surprising  this  has  become  a  very  emotional  issue. 

Agricultural  negotiations  are  proving  equally  fioistrating.  But  the 


able  conception  of  die  role  that  die  multilateral  trading  system  must 
play  in  supporting  their  development.  It's  one  thing  for  developing 
countries  to  take  longer  to  implement  trade  liberalization  agree- 
ments; it's  quite  anotiier  for  diese  countries  to  try  to  use  die  WTO  to 
shield  themselves  from  ever  having  to  reduce  trade  barriers. 

The  deadlock  in  the  Doha  Round  must  be  broken,  not  only 
because  its  goals  are  important  in  themselves  but  also  because 
failure  to  move  forward  will  throw  more  gasoline  on  the  already 
fierce  fire  of  trade  disputes  and  flagrant  abuse  of  trade  safeguards 
by  both  developed  and  developing  countries.  The  neoprotec- 
tionist  spiral  must  be  checked  now;  any  later  may  be  too  late. 

The  Irony  of  Geopolitics 

Given  present  geopolitics,  it's  ironic  that  the  responsibility  for 
breaking  die  Doha  gridlock  lies — not  solely,  but  significandy — 
with  the  U.S.  and  France.  President  Jacques  Chirac  opposed  the 
war  in  Iraq  by  extolling  the  virtues  of  multilateralism.  He  can  now 
give  sound  proof  of  his  government's  true  commitment  to  the 
multilateral  system  by  giving  up  his  opposition  to  effective  (and 
crucial)  European  agricultural  reform.  Needless  to  say,  an  Ameri- 
can effort  to  leave  behind  resentment  and  useless  recrimination 
toward  old  allies  and  partners  would  help  considerably  in  dealing 
with  trade  issues,  as  well  as  in  several  other  multilateral  endeavors. 
Acceptance  of  the  TRIPS  formula  that  was  blocked  a  few  months 
ago  would  heal  rifts  and  lend  strength  and  credibility  to  die  lead- 


lain  problem  here  is  witii  die  Europeans.  They've  locked  their  agri-  ing  role  the  U.S.  must  play  in  the  Doha  process, 
jltural  protectionism  into  die  EU's  Common  Agricultural  Policy  The  G-8  summit  at  Evian,  France  tiiis  montii  provided  the  U.S. 

id  into  the  agreements  to  enlarge  the  EU.  They  abo  bet  heavily  on  and  France  with  a  big  opportunity  to  kill  two  birds  with  one  stone: 

"divide-and-conquer"  tactic  widi  respect  to  die  developing  coun-  to  put  the  Doha  process  back  on  track  and  start  mending  the 

les.  They  are  offering  die  least-developed  countries  some  special  transatiantic  crack.  Sadly,  it  seems  diey  let  die  opportunity  pass.  F 


Forbes 


Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  senior  minister  of  Singapore; 
Paul  Johnson,  eminent  British  historian  and  author;  and  Forbes  Chairman  Caspar  W.  Weinberger  rotate  in  writing  this  column.  To  see 
past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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UP  UNTIL  NOW,  THIS  WAS  AS 


CREATIVE 

AS  THINGS 
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USINESS 


Let's  face  it,  the  term  "creative"  is  seldc 
used  to  describe  supply  chain  manageme 
companies.  But  if  creativity  means  findir 
innovative  solutions  to  familiar  problems,  i 
the  perfect  way  to  describe  IVIenIo  Worldwt 
By  combining  the  most  inventive  minds 
the  business  with  leading  technology,  glot 
reach  and  operational  excellence,  we' 
finding  more  intelligent  ways  for  compani 
to  source  supplies,  manage  inventories  a; 
distribute  products  around  the  world.  We  c 
it  perpetual  innovation:  continually  creati 
new  -  and  often  unique  -  opportunities 
generate  value  from  our  customers'  supi 
chains.  It  results  in  things  like  better  visibil 
decreased  cycle  times  and  lower  over; 
cost.  Find  out  what  a  creative  approa 
to  supply  chain  management  can  do  I 
your  business.  Visit  menloworldwide.ee 
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DIGITAL  RULES 

3y  Rich  Karlgaard,  publisher 


Upper-Middle-Class  Dropouts 


"HE  SMITH  FAMILY— YEP,  LIKE  JAYSON  BLAIR,  I'M  MAKING  THIS 
ip» — lives  in  Redwood  City,  20  miles  south  of  San  Francisco  and 
)n  the  northern  edge  of  what  is  known  as  Silicon  Valley.  The 
lead  of  the  household,  John,  works  as  a  software  coder  at  Sun 
Microsystems.  He's  a  good  coder  but  not  a  superstar  on  the  level 
»f  Sun's  cofounder,  the  legendary  Bill  Joy  John  Smith  makes 
195,000  a  year,  which  sounds  plentiful  to  most  Americans.  In 
ruth,  it  doesn't  go  too  far  in  Silicon  Valley,  where  the  cost  of  a 
nodest  1,900-square-foot  house  with  three  bedrooms  and  one 
nd  a  half  baths  crowded  onto  an  8,000-square-foot  lot  is — hold 
our  breath! — $786,000.  But  that's  the  house  where  John,  his 
dfe,  Rosa,  and  their  Uvo  children  live. 

Rosa  met  John  at  Sun,  back  in  the  early  1990s.  She  was  a 
lewly  minted  English  major  writing  brochure  copy  for  $38,000 

year;  John  was  making  $80,000.  After  marrying,  John  and 
Losa's  combined  income  was  $1 18,000,  plus  bonuses.  With  one 
hild  on  the  way,  that  was  a  pretty  good  sum. 

Even  better  financial  conditions  lay  ahead  for  the  Smiths.  After 
un's  stock  started  on  its  rocket  ride  during  the  late  1990s,  JoJin's 
ptions  were  worth  $360,000.  Wisely  in  1999  he  and  Rosa  decided 
3  exercise  and  sell  half  their  options,  using  the  aftertax  $142,000 
f  their  capital  gains  proceeds  as  a  down  payment  on  their  first 
ome  in  Redwood  City.  They  purchased  it  for  $420,000,  which  left 

mortgage  of  $278,000.  With  John's  $80,000  base  salary  (not 
ounting  bonuses  that  averaged  $40,000  a  year — an  amount 
quivalent  to  the  salary  of  Rosa,  who  had  quit  her  job  upon  learn- 
ig  she  was  pregnant  again),  monthly  payments  were  a  snap. 

Good  times  rolled  for  John  and  Rosa  Smith.  A  second  child 
rrived,  and  so  did  job  opportunities  for  John.  He  weighed 
ffers  from  software  giant  Oracle,  as  well  as  from  three  dot- 
oms — two  of  which  were  backed  by  brand-name  venture 
ipital  firms  and  looked  like  sure  bets  to  do  an  IPO  and  make 
leir  early  employees  rich.  This  was  a  heady  experience.  John 
ecided  to  stay  put  because  Sun  kicked  up  his  base  salary  to 
95,000.  John's  boss  at  Sun  also  granted  John  more  options,  a 
x-week  sabbatical  and  more  flex  time.  Now  that  was  a  package! 
John  felt  like  a  master  of  the  universe!  Every  employer  in 
ilicon  Valley  wanted  him.  He  was  calling  his  own  shots.  The 
loney  was  pouring  in.  The  Smiths  were  almost  millionaires — on 
aper,  anyway.  It  was  time  to  trade  up  to  an  executive-style  house, 
ime  to  apply  to  a  private  golf  club.  Time  to  think  about  private 
:hooling  for  their  oldest  daughter,  Kirstin,  now  5. 

lide  Down  the  Matterhorn 

an's  stock  peaked  at  $65  in  September  2000 — six  months  after 
le  Nasdaq  stock  composite  index  peaked  at  503 1 — and  the  Smith 
imily's  paper  worth  climbed  to  more  than  $1  million.  John  felt 


like  a  million  bucks.  When  Sun's  stock  sagged  to  $40  in  November, 
he  wasn't  too  worried.  The  Smiths  were  in  good  shape.  John's 
weighted  average  option  strike  price  at  Sun  was,  after  all,  $22.  The 
Smith  family's  paper  net  worth  might  not  have  been  $1  million 
anymore,  but  it  was  easily  three-quarters  of  that,  counting  their 
home.  Thus  buoyed,  John  flew  his  family  (business  class)  to  Italy, 
where  they  enjoyed  flieir  six-week  sabbatical,  and  spent  $45,000. 

But  Sun's  stock  kept  falling.  And  falling.  It  fell  so  fast  that 
John  and  Rosa  felt  paralyzed  and  missed  the  opportunity  to 
exercise  their  options  and  sell.  When  Sun's  stock  fell  below 
John's  weighted  average  strike  price  of  $22  in  early  2001,  John 
realized  that  his  Sun  paper  wealth  had  vanished.  Another  type  of 
compensation  also  vanished  later  that  year — John's  bonus.  Sun 
suspended  bonuses  in  2001,  and  again  in  2002.  By  then,  the 
company's  stock  price  was  hovering  around  $3. 

The  Smiths  were  lucky  in  two  respects.  They  had  their  home. 
And  John  still  had  his  job,  with  its  $95,000  income.  But  now  this 
income  had  to  support  the  entire  Smith  family  concern.  Out  of 
the  $95,000  had  to  come  the  money  for  taxes,  food,  clothing,  the 
monthly  mortgage,  insurance,  preschool  payments  and  vacations. 
Reluctanfly,  the  Smiths  put  Kirstin  in  public  school.  The  closest 
the  Smiths  came  to  Italy  in  2002 — and  again  in  2003 — was  a  wet 
slide  down  the  Matterhorn  ride  at  Disneyland.  The  Toyota  Sienna 
minivan  that  propelled  the  Smiths  to  Disneyland  was  paid  for, 
but  it  had  107,000  miles  on  it  and  smelled  like  sour  milk. 

At  work,  John  no  longer  feels  like  a  master  of  the  universe. 
He  feels  lucky  to  have  his  job.  He  suddenly  feels  like  a  commod- 
ity, and  he  doesn't  like  that  feeling  one  bit.  During  the  last  three 
years,  thousands  of  software  jobs  like  John's  have  migrated  to 
Bangalore,  India.  John  is  so  worried  about  his  job  that  he  doesn't 
take  the  flex  time  promised  to  him.  He  doesn't  sleep  well.  After 
two  hours  of  coding  at  work,  the  trapezius  muscles  connecting 
his  neck  to  his  shoulders  feel  as  hard  as  cast  iron.  He  would  like 
to  go  for  a  sauna  and  a  massage,  but  the  $95  that  costs  would 
blow  the  Smith's  weekly  budget. 

The  Smiths  have  dropped  out  of  the  upper  middle  class. 
Should  we  feel  sorry  for  them?  To  be  a  middle-middle-class 
American  in  the  early  21st  century  is  to  occupy  the  99.99  per- 
centile of  human  existence,  in  terms  of  nutrition,  weafth  and 
ease.  But  the  Smiths  don't  feel  that  way.  For  a  few  years  in  the 
late  1990s  the  Smiths  had  tasted  something  better.  They  were 
upper  middle  class,  or  at  least  close  enough  to  feel  like  it.  They 
miss  that.  They  are  frustrated.  They  want  back  in. 

Millions  of  American  families  are  just  like  the  Smiths.  Politi- 
cians, take  heed.  The  Smiths  will  decide  the  election  of  2004.    F 


\  PV)t*f)^S  I  ^'^'*  ^''^^  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
■  ~^^'-  "Jj-o^,  I  or  email  him  at  publisher@forbes.com. 
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MAKERS  &.  BREAKERS 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


The  Iraq  Play 

If  you  are  adventuresome,  throw 
some  money  at  Mideast  stocks 
standing  to  benefit  from  the 
rebuilding  of  Iraq.  We  admit  that 
these  are  quite  risky,  are  listed  in 
thinly  traded  markets,  and  lack 
the  transparency  of  mainstream 
global  issues  {seep.  156). 

Still,  the  local  exchanges  are 
rising  in  anticipation  of  a  re- 
building boom.  Kuwait's  market 
is  up  56%  this  year,  points  out 
Walid  Shihabi,  head  of  equity  re- 
search at  Shuaa  Capital,  a  $200 
million  (assets)  investment  bank 
in  Dubai. 

A  certain  historical  precedent    ^ 
fuels  this  interest.  After  the  first 
Persian  Gulf  war  stocks  in  the 
region   popped.   For   example,    ^ 
Kuwaiti  stocks  increased  an  aver-    m^ 
age  13%  annually  by  the  end  of 
1993  before  leveling  off. 

Some  markets  have  relaxed 
their  foreign  ownership  rules,  but 
individual  companies  continue  to  prohibit 
outsiders  from  taking  meaty  positions. 
(Most  lucrative  issues  are  still  majority- 
controlled  by  Mideast  governments.)  No 
major  U.S.  banks  have  a  tremendous  pres- 
ence in  the  Arab  capital  markets.  You  can 
open  an  account  with  a  local  brokerage 
like  Shuaa.  But  it  will  require  you  to  de- 
posit at  least  $10,000,  and  fees  will  start  at 
1%  and  escalate  quickly  (depending  on 
country  and  brokerage). 

Bechtcl,  he  construction  conglomer- 
ate overseeing  the  Iraq  project,  has  a  60- 
year  history  in  '  gion  and  in  the  past 
has  used  many  loca.  .ooipaiv  subcon- 
tractors (seep.  62).  Also,  ''i  .  .non  Iraqis 
will  be  a  lucrative  new  consumer  base. 
Mideast  watchers  say  there  arc  several 
companies  with  good  ;  lions  that 

could  be  worthy  of  your  invc.-i  .iv.       -and 
sport  bargain  earnings  multi('i 

Jordanian  companies  ha\  >  at 

stake,  since  the  country  lack  > 

port  its  economy.  Jordan  is  a  i 
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ing  partner  with  Iraq.  Abeer  Arafat,  a 
senior  investment  analyst  with  Amman- 
based  Export  &  Finance  Bank,  likes  Jor- 
dan's ARAB  PHARMACEUTICAL  MANUFACTUR- 
ING (6,  ARPM  JR) — a  generic  drug  maker 
with  25%  of  its  sales  in  Iraq,  where  med- 
ical needs  are  acute.  It  changes  hands  at  a 
price/earnings  multiple  of  18.  JORDAN 
STEEL  (3,  JRST  JR)  is  another  outfit,  with 
two-thirds  of  its  sales  in  Iraq.  Shares  of 
the  $21  million  (sales)  company  increas- 
ed 15%  recently  on  rumors  that  it  is  on 
the  shortlist  for  rebuilding  contracts.  Its 
P/E  is  a  mere  8. 

Shailesh  Dash,  analyst  at  Global  In- 
vestment House,  says  one  company  ex- 
pected to  do  major  rebuilding  business 
in  Iraq  is  Kuwait  Portland  Cement  (4.080, 
KPCC  KK),  which  sells  for  a  Berkshire 
Hathaway-like  price  but  at  a  a  decent  P/E 
of  14.  Likewise,  SAUDI  BASIC  INDUSTRIES 
(48,SICAB),  provider  of  steel  and  chemi- 
cals, and  also  a  14  P/E,  stands  to  do  well 
in  Iraq.  —Rob  Wherry 


Toy  Story 


One  car  brand  has  weathered  the  eco- 
nomic slump  without  0%  financing: 
Mattel's  strong-selling  Hot  Wheels,  now  cel- 
ebrating its  35th  anniversary.  MATTEL  (21,  MAT) 
is  taking  bows  for  a  successful  corporate 
turnaround.  Despite  divestitures,  the  world's 
largest  toy  company  increased  sales  last  year 
by  4%  to  $4.9  billion,  although,  because  of 
restructuring  costs,  it 
saw  net  income  drop 
23%  to  $230  million. 
This  year's  first  quar- 
ter showed  flat  sales  at 
$745  miUion  yet  a  nice 
$33  million  profit 
after  a  year-earlier  loss. 
Of  Mattel's  toys, 
dolls  and  games,  80%  cost  under  $20. 
Smith  Barney  analyst  Jill  Krutick  notes  that,j 
at  a  trailing  price/earnings  ratio  of  18,  Mat- 
tel is  cheaper  than  rivals  Hasbro  (P/E:  29) 
and  Leapfrog  (P/E:  35).  — Aliya  Stemstein 

Shorts  Nix  Net  Flix 

Every  month  a  million  customers  pay  Net- 
flix  $20  to  rent  as  many  DVDs  as  they  cani 
watch.  The  discs  come  by  mail  with  a 
postage-paid  envelope  for  returns.  In  2002 
NETTUX  (23,  NFLX)  doubled  sales  to  $  1 53  mil- 
lion and  cut  its  losses  by  43%  to  $22  mil- 
lion; 2003's  first  quarter  also  had  encour- 
aging numbers.  Since  last  fall  its  stock  has 
quintupled. 

Alas,  it  has  competition:  Blockbuster 
and  Wal-Mart  Stores,  now  rolling  out  their 
own  versions.  It  costs  Netflix  $32  to  attract 
a  customer.  Wal-Mart 
and  Blockbuster  can 
promote  their  ser- 
vices in  their  own 
stores,  largely  for  ft-ee. 

Shares  go  for  a 
too-generous  90  times 
the  consensus  fore- 
cast earnings  for 
2003.  This  is  a  heavily  shorted  stock,  and  a 
short  squeeze  is  a  risk.  If  you  have  the 
nerve,  short  what  shares  you  can  find; 
cover  at  $  1 5.  — Christopher  Helman 


META 

f/A. 


MEGA 


R 
O 
I 


e  t  u  r  n 


n 


ntelligence^" 


J> 


^^METAgROUP 


Where  is  it  written  that  the  race  belongs  to  the  large? 
At  META  Group  we  believe  the  race  belongs  to  the  IT 
advisory  firm  that  delivers  the  highest-value  research 
and  guidance.  Quite  simply,  research  and  guidance  that 
can  be  used  profitably  and  deliver  a  return  on  investment. 
We  are  told  by  clients  that  what  separates  us  is  that  we 
deliver  practical,  incisive  research  that  can  actually  be 
used:  high-value,  in-context  intelligence  backed  by  an 
increasingly  unique  strategy— human-to-human  contact. 
Experience  the  difference.  Call  us  at  800-945-META 
or  visit  metagroup.com. 


ON  MY  MIND 


By  James  D.  Zirin,  a  trial  lawyer,  is  a  partner  in  the  new  York  office  of  sidley  Austin  brown  &  wood  llp. 


A  Scalia  Double-Cross? 

A  great  conservative  justice  would  lend  a  hand  to  the  trial  lawyers.  Why? 


MORE  OFTEN  THAN  NOT,  SUPREME  COURT  JUSTICE  ANTONIN 
Scalia  can  be  found  on  the  side  of  business,  free  enterprise  and 
conservatism.  He  cast  one  of  the  deciding  votes  that  made 
George  W.  Bush  President.  He  would  like  to  curtail  the  unbri- 
dled expansion  of  federal  governmental  power.  He  exhibited 
that  stance  recently  when  he  dissented  from  a  ruling  that  state 
government  workers  can  sue 
their  employers  for  violating  the 
Family  Leave  Act.  In  that  case 
even  Chief  Justice  William  Rehn- 
quist  flipped  sides  to  break  ranks 
with  the  states'  rights  folks. 

So  give  Scalia  credit  for  con- 
sistency. Yet  his  vision  of  federal- 
ism led  him,  in  an  extremely 
important  ruling  that  came  down 
in  April,  to  side  with  trial  lawyers 
pursuing  an  outrageous  punitive 
damages  award.  Over  his  dissent, 
the  Court  threw  out  a  $145  mO- 
lion  punitive  damage  award 
against  State  Farm  Mutual  Auto- 
mobile Insurance  for  refusing  to 
settle  an  open-and-shut  accident 
case  within  the  $50,000  policy 
limit.  A  Utah  jury  had  set  com- 
pensatory damages  for  the  men- 
tal anguish  caused  by  State  Farm 
at  $1  million,  so  the  punitive/ 
compensatory  ratio  was  145  to 
I — a  ratio  the  Court  said  amounted  to  an  unconstitutional 
deprivation  of  property. 

What's  more,  plaintiff  lawyers  had  sought  to  use  the  case  to 
expose  the  "reprehensibility"  of  State  Farm  and  punish  miscon- 
duct occurring  not  just  in  Utah  but  everywhere.  To  prove  this, 
the  plaintiff  was  permitted  to  troll  through  20  years  of  records  of 
State  Farm  business  practices  in  numerous  states,  most  of  which 
were  irrelevant  to  this  case. 

The  Supreme  Court  totally  rejected  this  approach  to  "repre- 
hensibility" Normally  laws  have  no  force  beyond  the  borders  of 
the  state  that  enacts  them,  and  no  state  has  a  legitimate  interest 
in  punishing  a  defendant  ("or  extraterritorial  conduct. 

So  why  can't  Scalia  Iniv  m?  It's  all  a  matter  of  consistent 
application  of  his  judicial  phii!>sophy.  Seal';.!  is  an  originalist.  He 
argues  that  the  core  meaning  o.  ;  i  C  i-xistitution  is  to  be  found 
in  its  text,  not  in  what  jiidge.s  winild  like  it  to  mean.  Thus,  he 


"Give  Sccdia  credit  for  consistency.  Yet  his  vision 

offederdism  led  him  to  a  ruling  that  argued  in 

favor  of  an  outrageous  punitive  damages  award." 


argues,  a  state  trial  procedure  that  gives  the  jury  discretion  (sub 
ject  to  judicial  review  for  reasonableness)  to  fix  a  punitive  aware 
accords  all  the  process  that  is  "due."  If  this  leads  to  unfair  results 
it  is  for  state  courts  and  legislatures  to  correct  the  situation,  nO 
the  Supreme  Court.  The  Constitution,  he  believes,  does  no  I 
impose  a  federal  standard  of  "fairness"  on  the  states. 

The  Constitution  makes  nc; 
mention  of  punitive  damagesi 
Indeed,  at  the  time  of  enactmen  f 
of  the  due  process  clause,  puni 
lives  were  freely  awarded.  Thi 
14th  Amendment  simply  state 
that  no  state  may  deprive  am 
person  (which  in  this  case  woulci 
include  a  corporation)  of  prop 
erty  "without  due  process  o 
law."  Is  a  loony  damage  award  ; 
denial  of  due  process? 

In  the  famous  BMW  cast 
decided  in  1996  Scalia  would  havt 
approved  a  punitive  award  in 
Alabama  for  $2  million  where  thf 
compensatory  damages  awardec 
by  the  jury  were  a  mere  $4,000 — ; 
ratio  of  500  to  1.  BMW's  offens( 
was  to  perform  a  $600  repaint  tc 
erase  a  scratch  on  a  "new"  $40,00( 
black  sedan,  thus  supposedly  low 
ering  the  resale  value  by  10%.  Th< 
Court's  majority  saw  the  jackpo 
as  sufficiently  excessive  to  be  unconstitutional  and  sent  the  cast 
back  to  Alabama  for  a  more  principled  punitive  award. 

Punitive  damages,  as  opposed  to  the  compensatory  damage; 
that  make  the  plaintiff  whole,  are  aimed  at  "retribution  ant. 
deterrence."  They  are  the  darlings  of  the  plaintiff  lawyer's  nurs 
ery,  as  the  recovery  normally  goes  to  the  plaintiff  with  a  hand 
some  cut  for  the  lawyer. 

Punitive  damages  have  long  divided  and  bedeviled  judges 
as  they  are  designed  to  achieve  policy  objectives  beyond  tht 
boundaries  of  the  particular  case.  Scalia  believes  that  correctivt 
action  must  come  from  bodies  other  than  the  federal  courts 
He  is,  however,  plainly  wrong  on  this  one.  Within  the  frame 
work  of  his  own  constitutional  assumptions,  words  mean  wha 
they  say,  and  that  rule  would  apply  to  the  words  "due  proces: 
of  law."  When  deterrence  veers  off  into  whimsy  and  vengeance 
the  law's  intent  has  been  subverted.  r 
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rendLabs  4:26pm: 

iecause  of  what  just  happened  in  this  office, 

i  virus  won't  be  visiting  yours. 


SMARTER  DATA  SECURITY  DOES  WHAT  SOFTWARE  ALONE  CAN'T:  Wherever  viruses  attack,  Trend  Micro 
is  near  at  hand  with  a  global  force  of  content  security  experts  backed  by  the  only  integrated  approach  to 
address  the  entire  attack  lif  ecycle.  Only  Trend  Micro's  award-winning  Enterprise  Protection  Strategy  provides 
attack-specific  products  including  everything  from  Outbreak  Prevention  policies^o  Damage  Cleanup 
templates — all  delivered  while  the  attack  develops  so  you  can  better  manage  the  threat  and  minimize  cdsts! 
To  find  out  Jiow  Trend  Micro's  best-of -breed  products  and  services  backed  by  the  vigilance  of  TrendLabs 
engineers  can  help  you  manage  every  stage  of  a  virus  outbreak,  visit  www.trendmicro.com/products/eDs. 
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>  POINT-COUNTERPOINT  < 


Barbara  J.  Desoer 


UlNISYI 


David  Medeiros. 


ELECTRONIC  PAYMENT 

PROCESSING: 

Challenge  and  Opportunity 

Electronic  payment  technology  is  creating  a  seismic  shift  in  the  financial  services  industry  as  online  bill  payment, 
debit/credit  cards,  and  even  wireless-based  mobile  payments  explode  in  popularity.  How  does  a  bank  remain  com 
petitive  and  viable  in  this  marketplace,  and  is  technology  helping  or  hindering?  In  this  point-counterpoint  discus- 
sion, two  of  the  industry's  top  experts  compare  notes  on  this  critical  evolution  in  banking. 


Barbara  J.  Desoer  is  president  of  consumer  products  for  Bank  of 
America,  where  her  responsibilities  include  card  services,  ATMs, 
online  banking,  and  telephone-based  customer  service  and  support. 

David  Medeiros  is  director  of  global  payments  for  TowerGroup,  a 
leading  research  and  advison/  firm  for  the  financial  services  industn/. 
He  focuses  on  payments  processing,  integration  with  electronic  com- 
merce, emerging  payment  mechanisms  and  payment  system  risk. 

The  specific  rollout  path  for  these  services 
will  vary  in  each  market. 

—  David  Medeiros 


vative  new  products  and  convenience.  Once  they're  here,  we  wf 
to  retain  them  and  keep  them  over  the  life  cycle  of  their  needs.  We  c 
covered  that  we've  been  retaining  online  customers  at  significar 
higher  rates,  plus  their  average  balances  across  accounts  and  produ( 
are  higher  than  those  of  a  similar  control  group. 

DM:  Of  course,  you  have  to  support  all  this  with  infrastructure.  Bar 
don't  want  third-party  companies  coming  in  and  separating  the 
from  their  customers.  Some  institutions  are  working  with  the  th 
parties  and  creating  their  own  private  label  services.  Others  are  bui 
ing  their  own  electronic  payment  centers. 

BJD:  We  own  and  operate  the  front  end  of  our  online  banking  a 
partner  with  a  best-in-class  provider  for  the  bill  pay  capability.  Usi 
this  approach,  we  control  the  experience  customers  have  when  th 
come  to  our  site.  That's  worked  extremely  well  for  us.  And  c 
provider's  commitment  to  the  narrow  space  has  allowed  us  to  ace 


David  Medeiros:  The  retail  payments  industry  has  been  changing  for 
some  time,  and  now  it's  accelerating,  thanks  to  convenient  online 
banking  and  new-generation  instruments  such  as  mobile  payments      ^''^^  development  of  those  services, 
and  stored-value  "smart  cards."  These  are  already  beginning  to  lever- 
age their  potential  in  speed,  convenience  and  enhanced  security. 

Barbara  J.  Desoer:  I  agree,  David.  At  Bank  of  Amenca,  we're  poised 
to  capture  this  shift  because  we've  found  that  electronic  forms  of 
payment  not  only  help  us  serve  customers  more  efficiently,  but  also 
are  a  key  part  of  our  retention  strategy.  Attrition  decreases  by  almost 
half  among  customers  regularly  using  online  banking. 

DM:  Yet  the  banking  industn/  overall  has  been  one  of  the  slower  seg- 
ments to  exploit  the  value  of  open,  publicly  accessible  networks. 
Banks  need  to  have  bulletproof  security,  and  a  lot  of  them  still  see 
the  Internet  as  a  hacker-infested  system  with  the  potential  for  fraud. 
BJD:  Our  response  to  concerns  about  security  and  fraud  are  being  dri- 
ven by  the  customer  If  customers  demand  security  and  an  alternative 
way  for  payments,  then  we  have  to  figure  out  how  to  deliver  both. 
DM:  And  there  is  also  a  significant  revenue  play  here,  correct? 


The  biggest  strategic  challenge 
is  agreeing  on  the  forecast  model. 

—  Barbara  J.  Desoer 

DM:  Looking  ahead,  the  specific  rollout  path  for  these  services 
van/  in  each  market.  Because  of  that,  leading  financial  service  in; 
tutions,  payment  service  providers  and  mobile  network  servi 
providers  have  a  strong  incentive  to  investigate  today  how  best 
benefit  their  businesses  tomorrow. 


BJD:  You're  nght,  but  how  fast  will  the  customer,  the  consumer 
particular,  change  behavior  and  what  will  be  the  drivers?  The  biggc 
strategic  challenge  is  agreeing  on  the  forecast  model.  Once  you' 
got  that,  you  go  through  normal  processes  to  figure  out  how  you  al 
cate  resources.  Our  goal  is  to  offer  each  of  these  new  customers 


BJD:  Absolutely.  Ir  our  case,  customers  are  attracted  initially  by  inno-      suite  of  payments  products  and  services  to  fit  their  needs. 


IJNISYS 

Imagine  it.  Doi 


By  Michael  Roney 


For  the  full  debate,  go  to 
www.unisys.com/experts/dmvsbjd 
www.forbes.com/specialsections/unisys-electronic  payment 


How  secure  is  secure? 
yVe  help  uncover  th^  cyber 
'isks  so  AIG  can  fSrovide 
nore  cyber  insurance       "^ 


han  anyone  else. 


Systems  Integration, 


Outsourcing. 


Infrastructure. 


Server  Technology. 


Consulting. 


extortion.  How  do  you  provide  insurance  for  these 
new  and  devastating  threats?  You  understand  them 
first  -  and  work  with  a  partner  who  could  uncover  a 
broad  range  of  security  and  technology  gaps. 

Done: 

AIG's  eBusiness  Risk  Solutions  Group  partnered 
with  Unisys  and  leapt  together  into  cyber  protection. 
Today,  AIG  eBRS  provides  most  of  the  world's 
network  security  and  cyber  insurance.  And  Unisys 
integrates  planning  and  protection  for  a  broad 
range  of  needs  like  privacy.  Identity.  Collaboration. 
Business  Continuity.  Infrastructure.  Our  holistic 
approach  is  one  reason  why  Unisys  has  been 
awarded  IT  security  integration  for  U.S.  airports. 
Can  we  help  you  identify  security  gaps?  Call  us. 

Security  with  precision  thinking  and  relentless       :|f 
execution  to  drive  your  vision  forward. 

X|VISYS    -    . 

Imagine  it.  Done.     '  , 

www.unisys.com/security     800.874.8647  x372 

Insurance  underwritten  by  member  companies  of  American 
international  Group,  Inc.  (AIG).  ©  2003  Unisys  Corporation. 
Unisys  is  a  registered  trademark  of  Unisys  Corporation. 
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APRIL  I.  2002 


Out  of  the  Ballpark 


Donald  Watkins  just  can't  stand  stOl.  You  may  remember  the  Birming- 
ham, Ala.-based  lawyer  and  banker  from  his  attempts  to  buy  Major 
League  Baseball's  Minnesota  Twins  and  Anaheim  Angels,  which  would 
have  made  him  the  league's  first  minority  owner.  A  year  ago  we  determined 
that  Watkins  lacked  the  necessary  funds  to  buy  a  team.  Baseball  agreed, 
and  denied  his  attempts. 

But  Watkins  hasn't  strayed  too  far  from  the  spotlight.  In  April  he 
joined  the  legal  team  for  embattled  former  HealthSouth  chief  executive 
Richard  Scrushy  who  is  under  SEC  investigation  for  his  role  in  Health- 
South's  $1.4  billion  accounting  fraud.  Watkins  immediately  went  on  the 
offensive,  spinning  the  story  that  Scrushy  was  the  real  victim. 

Then  things  got  strange.  Last  month  Watkins  and  Birmingham  cable 
television  pioneer  Daryl  Harms  announced  that  they  were  lining  up  investors 
to  buy  HealthSouth  and  take  it  private.  In  the  meantime,  a  complaint  was  filed 
in  a  Delaware  Court  intended  to  force  HealthSouth  to  pay  Scrushy's  legal  ex- 
penses. So  he  wants  both  to  buy  the  company  that  his  client  is  accused  of  tak- 
ing down,  and  at  the  same  time  to  make  sure  that  the  company  is  paying  his 
expenses.  —Monte  Burke 

APRIL  I.  2002 


Crashing  Debate 


A  year  after  our  expose  on  shoddy  maintenance  at  U.S.  airlines,  hearings  into 
a  January  US  Airways  crash  have  confirmed  some  of  the  problems  we  iden- 
tified. In  May  a  two-day  session  held  by  the  National  Transportation  Safety 
Board  pointed  to  inexperienced  mechanics,  confusing  maintenance  instruc- 
tions and  weak  oversight  of  the  commuter  plane  tliat  went  down  in  Charlotte, 
N.C.,  killing  21  people.  There's  been  more  bad  news  that  supports  our  re- 
porting. Eight  -("-'hs  after  our  story  ran.  L  x-ral  regulators  proposed  fining 
United  for  pa..^  ,  on  wing  panels  of  three  Boeing  757s  with  alu- 

minum tape.  Incred.hic  as  it  may  seem,  the  planes  made  193  flights  before 


Flashbacks 

85  YEARS  AGO  IN  F0RBES/N0VEM8ER  18,  1919 

Corporate  Punishment  Large  em 

ployers,  whether  individuals  or  firms  or  corpora- 
tions, have  so  important  and  direct  a  responsibil- 
ity for  maintaining  healthy,  law-abiding,  friendly 
sentiment  among  the  voters  of  the  nation  that  any 
flagrant  offender  becomes  an  enemy  to  the  whole 
republic.  There  is  too  little  unbiased  criticism  of 
business  men  occupying  conspicuously  impor- 
tant positions.  The  head  of  Brooklyn's  transit, 
Timothy  S.  Williams,  has  proved  a  miserable  pub- 
lic figure.  His  arrogance,  his  defiance  of  the 
wishes  of  citizens,  his  whole  attitude  have  com- 
bined to  stir  up  ugly  feeling. 

25  YEARS  AGO  IN  FORBES/MAY  15,  1978 

Return  of  the  Almighty  Dollar 

Readers  with  reasonably  long  memories  will  recalli 
the  "dollar  shortage"  of  the  1950s  when  everyone 
wanted  to  buy  U.S.  goods  and  foreign  countries 
didn't  have  much  to  sell  us.  Those  were  the  days 
when  a  Swiss  franc  was  25  cents  and  when 
U.S.  tourists  were  living  it  up  in  London  and 

Paris  on  $25  a  day. 
Many  were  the  experts 
who  thought  the  dollar 
shortage  was  forever. 
So  much  for  immutable 
trends.  Instead  of  the 
Almighty  Dollar,  people 
now  speak  of  the  Ailing 
Dollar.  But  economic  trends  always  have  been  and 
always  will  be  self-adjusting. 

20  YEARS  AfiO  IN  FORBES/MARGH  14.  1983 

Capitalizing  on  Deflation  oe 

flation  means  bankruptcy  for  some  poorly  fi- 
nanced companies  and  default  for  some  poorly 
secured  bonds.  It  also  means  that  the  most  cred- 
itworthy borrowers  will  refinance  their  highest 
coupon  bonds  as  soon  as  they  have  the  legal  right 
to  do  so.  If  you  are  betting  on  deflation,  you  want 
the  longest-term  bonds  with  the  best  call  protec- 
tion you  can  find.  And  if  you  are  more  interested 
in  capital  gains  than  maximum  income,  you  also 
want  the  lowest-coupon  and  lowest-priced  bond 
you  can  find  because  they  will  appreciate  th 
most  before  they  hit  the  ceiling  that  is  imposed  b 
the  fact  that  sooner  or  later  they  will  be  paid  off. 
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>  In  A  word:  spellbinding  < 


>  It's  a  thrill  ride  for  the  senses  < 


>  An  astonishing  visual  masterpiece  <  " 
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LITY  (1280x768)  SLIM,  LIGHTWEIGHT  DESIGN  with  5.1  channel  DOLBY"  DIGITAL  SOUND  m  HDTV/PC  COMPATIBILITY 


www.samsung.com  /matrix 


na/rii  SefiBuda  i/2(M)3.Vi}i4ge  Ror3os!K)«;paHis  :3yj>  Limiieo  •  au 


TVl  .\  T  l^IX  ^^^ ^ 


RE  1:0  A  D  ED        SAMSUNG  DIGITa/l 

IN  THEATER  MAY  2003  everyone's  invited,. 


IS  ii'Jii:;  i-j:!  iung  Electronics  Co,  Ltd.  Screen  images-ace  sTmul^tec. 


Dell  PowerEdga'  Servers  use  Intel'  Xeon '  Processors. 


The  power  of  Dell  flexibility. 


Dell    Enterpri 


What  does  Dell  bring  to  your  enterprise?  Just  what  you'd  expect:  A  legendary  focus  on  you,  t 
customer,  that's  as  relentless  as  our  focus  on  driving  down  costs. 
With  Dell  you  get: 

«"  Enterprise  solutions  on  your  terms.  No  proprietary  systems,  no  endless  consulting  fe 
Just  powerful,  cost-effective,  industry-standard  technology  like  Dell  PowerEdge™  Servers  w 
Intel®  Xeon""  Processors. 
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*>  Simplified  systems  management.  From  SAN  and  server  consolidation  to  UNIX  migratirfi 
we  put  together  flexible  systems  that  are  easier  to  afford,  year  after  year. 

«"  Enterprise  services.  Dell  has  an  expanded  range  of  services  to  help  you  simplify  the  des 
and  management  of  your  IT  infrastructure. 
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For  nearly  20  years,  we've  revolutionized  the  way  the  world  buys  £ 

manages  technology.  Now  find  out  how  Dell's  direct  approach  c 

revolutionize  your  enterprise.  To  learn  more  about  the  Dell  ROI  test,  v 

www.dell.com/maxroi5  or  call  us  toll-free  at  1-800-454-DELL. 
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err.,    e  solutions  that  can  cut  costs  today  and  tomorrow.  Easy  as 
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Click  www.dell.com/maxroi5  Call  1-800-454-DEl 
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lemarks  of  the 


nited  fixed  the  holes.  Federal  regulators 
sert  they  are  already  tough  on  mainte- 
mce  and  inspections.  And  the  airhnes 
mtend  their  planes  are  safe. 

— Mark  Tatge 

IRCH  19.  2001 


llobal  Hoops 


vo  years  ago  we  described  how 
e  number  of  foreign-born  players  was 
creasing  on  teams  in  America's  Na- 
)nal  Basketball  Association.  Fast  break 
2003:  The  once-struggling  Dallas  Mav- 
icks'  12-man  roster  now  has  6  foreign 
lyers,  including  its  leading  scorer,  Ger- 


sre!  Dirk  Nowitzki. 

in  Dirk  Nowitzki;  starting  point  guard 
rve  Nash,  a  Canadian;  as  well  as  a  Mex- 
n  and  two  Frenchmen.  The  Mavericks 
t  to  the  San  Antonio  Spurs  (who  count 
Argentinean  and  a  Frenchman  among 
:ir  players)  in  the  championship  semi- 
als.  The  total  number  of  international 
lyers  in  the  NBA  has  grown  to  65  from 
during  the  2000-01  season,  or  19%  of 
I  348  roster  spots.  The  ranks  include 
-.  celebrated  giant  Yao  Ming  of  China, 
lose  Houston  Rockets  didn't  make  the 
yoffs.  — Daniel  Kniger 

NUARY  22.  2001 

ex  Over  Meditation 

len  New  Age  fails,  try  sex  and  booze, 
at  could  be  a  winning  strategy  for 
itlika  Chopra,  daughter  of  human  po- 
itial  guru  Deepak  Chopra.  After  our 
optical  article  her  multimedia  venture 
^Potential,  intended  to  churn  out  New 
e-themed  books,  TV  programming 
d  Internet  content,  failed.  In  May 
illika    and    two    partners    opened 


FOLLOW-THROUGH 

K-Space,  a  Manhattan  nightclub.  The 
"K"  is  for  Kama  Sutra,  the  ancient  In- 
dian sex  manual  that  inspired  the 
lounge,  where  waitresses  in  skimpy  saris 
deliver  "aphrodisiac"  cocktails  as  Indian- 
themed  rap  music  pulsates.  Partners  in 
the  club  include  Mallika,  brother 
Gotham  Chopra  and  Vikram  Chatwal, 
who  founded  5K  Media,  the  company 
that  owns  K-Space. 

— Dirk  Smillie 

MAY  28.  2000 


Hung  Up 


When  we  first  wrote  about  Allegiance  Tele- 
com three  years  ago,  shares  traded  at  a 
pricey  $77,  yet  the  Dallas-based  company 
looked  appealing.  Allegiance  was  compet- 
ing with  established  Bell  companies  on  local 
phone  service  for  small  businesses  and  was 
a  somewhat  unusual  competitive  local  ex- 
change carrier  (CLEC)  that  had  built  out  its 
own  infrastructure  without  becoming 
buried  in  debt.  We  recommended  the  stock 
again  last  year,  when  its  shares  were  at  $1, 
because  most  other  CLECs  were  already  in 
Chapter  1 1 .  Allegiance  appeared  a  survivor. 
Not  anymore.  Capital  outlays  contin- 
ued, and  Allegiance  ended  up  in  debt  to 
the  tune  of  $1.2  billion.  In  May  it  became 
the  last  of  the  CLECs  to  go  bankrupt.  Its 
creditors  had  offered  a  deal  that  would 
have  kept  y\llegiance  out  of  bankruptcy 
but  left  it  with  more  than  20%  of  the  old 
debt  on  its  books.  Other  CLECs  have 
emerged  from  bankruptcy  with  debt  cut 
to  as  little  as  5%.  — Phyllis  Berman 

DECEMBER  23.  2002 


Truck  Stop 


It  seemed  that  DaimlerChrysler  was  onto 
something  big:  an  innovative  business 
model  in  which  parts  suppliers  would  be- 
come equity  partners  in  a  new  flexible 
manufacturing  plant  in  Windsor,  Ont. 
Chrysler  had  in  mind  to  build  a  small, 
snazzy  pickup  truck  called  the  Dodge 
M-80.  Suppliers  would  provide  as  much  as 
60%  of  the  capital  to  build  the  factory.  But 
now  Chrysler  says  the  project  is  dead,  a  vic- 
tim of  the  economic  slowdown  and  price 
competition  in  the  auto  business. 

— Joann  Muller 
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From  the  desktop  to  the  data  center,  from  assessment 
to  support,  Dell  delivers  unprecedented  value  and 
an  unsurpassed  level  of  responsiveness.  It's  an 
absolute,  all-consuming  customer  focus  designed 
to  maximize  ROI  with  end-to-end  solutions  built  on: 

*>  Highly  flexible,  highly  scalable 
PowerEdge"'  servers. 

^  Systems  management  solutions  to 
maximize  the  value  of  your  infrastructure. 

«"   Comprehensive  SAN  solutions  for 
businesses  of  all  sizes. 

*■  A  complete  portfolio  of  enterprise  services. 

To  find  out  what  a  total  Dell  enterprise  solution  can  do 
for  your  organization,  visit  www.dell.com/maxroiS 
today  and  take  the  Dell  ROI  test.  Or  call  1-800-454-DELL 
and  ask  to  speak  with  a  Dell  representative. 


Easy  as 


M^L 


Click  www.dell.com/maxroiS 
Call  1-800-454-DELL 
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Dirty  Little  Secret 

Online  porn  racks  up  over  a  billion  in  sales.  A  few  (little-known)  banks  make  it  happen  |  by  seth  lubove}' 


PORN  BUYERS  SPEND  OVER  A 
billion  dollars  a  year  procuring 
dirty  pictures  on  the  Internet, 
browsing  the  offerings  of 
Housewife  Harlots,  Man  Lover, 
Porky  Babes  and  thousands  of 
other  naughty  or  depraved  Web  sites. 

Hidden  behind  all  that  forbidden  skin 
is  the  engine  making  Web  porn  possible: 
the  banks  that  handle  the  credit  card  pur- 
chases. They  are  a  secretive  lot,  mostly 
unknown  for  their  porn  patronage. 
Among  the  banks  currendy  or  previously 
facilitating  th:  irade:  Minotola 

National  Bank  >  .  :k;.  b^  J.;  Heart- 

land Bank  of  St.  L  •  :        W  ,  Bcvchmark 
Bank  of  Dallas;  Ai.  'ternational 

Bank  of  Atlanta;  anu  ;  ,    .;  ; 'ata's  I'ir  t 
Financial  Bank. 
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The  banks'  role  is  revealed  in  several 
lawsuits  that  have  roiled  the  online  porn 
biz.  The  main  driver  of  two  of  those  legal 
spats  is  a  firm  known  mainly  to  porn  ped- 
dlers: Paycom  Billing  Services  of  Marina 
del  Rey,  Calif  Last  month  the  firm,  one  of 
a  few  obscure  processors  of  credit  card 
purchases  outside  the  mainstream,  filed  a 
lawsuit  against  MasterCard  alleging  an- 
titrust violations  and  fraud.  The  suit  is 
pending  in  U.S.  District  Court  in  Los  An- 
geles. MasterCard  denies  the  charges. 

Before  that  Paycom  initiated  another 
battle  in  the  same  court,  suing  middle- 
man Payment  Resources  International, 
which  used  to  line  up  banks  for  porn 
companies,  alleging  it  schemed  to  rip  off 
tens  of  millions  of  dollars  in  porn  charges 
due  to  Paycom.  PRI,  of  Newport  Beach, 


Calif,  countersued,  claiming  $60  million 
in  lost  business.  Bizarrely,  the  suit  drags 
IBM  into  the  mess,  giving  new  meaning  to 
the  nickname  Big  Blue.  Paycom  accuses 
IBM's  Denmark  unit  of  taking  part  in  the. 
alleged  rip-off.  IBM  has  moved  to  dismiss 
itself  from  the  case. 

Paycom's  suit  also  targets  Minotola 
National  Bank,  accusing  it  of  "purpose- 
fully" bungling  the  billing  for  its  account 
Minotola,  with  $500  million  in  assets, 
characterizes  itself  as  "a  legend  in  home- 
town banking."  It  settled  the  Paycom 
complaint  by  returning  the  $1  million  in 
credit  card  funds  Paycom  claimed  Mino- 
tola was  withholding.  Beyond  the  $  1  mil- 
lion, says  Minotola's  attorney,  Thomas 
Robins,  in  Los  Angeles,  "Minotola  was  so  v 
clean  in  all  of  this  that  we  didn't  pari 
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with  any  money." 
Robins,  acting  on 
behalf  of  a  receiver,  has 
sued  a  bank  in  another  case 
related  to  porn  peddling:  Heart- 
land Bank  and  its  since  spun-off 

credit  card  processing  unit.  The  suit 
as  related  to  Heartland's  alleged  role  in 
notorious  porn  scandal  involving  the 
eft  of  800,000  credit  card  numbers 
)m  yet  another  former  porn  bank — 
larter  Pacific.  The  case  was  dismissed 
I  summary  judgment  last  year. 

"We  thought  we  understood  what  we 
rre  getting  into,  but  we  didn't,"  says 
ibert  Carr,  chief  executive  of  Heartland 
yment  Systems,  adding  that  the  proces- 
r  has  stopped  handling  porn  purchases 
ogether.  "You're  not  dealing  with  the 
jst  ethical  people  in  the  world." 

So  why  even  try  it?  Because  of  sexy 
urns.  Heartland  was  able  to  charge 
3re  than  the  fees  it  levied  on  other 
;rchants — a  3.5%  take  compared  with 
ly  as  much  as  2.25%  typically  Paycom 
turn  charges  its  porn  clients  up  to 
Vo.  One  porn  peddler  paid  $3.6  million 
Heartland  for  handling  $72  million  in 
rchases.  Paycom,  in  its  suit  against  IBM 
d  the  others,  says  IBM  and  the  banks 
)k  30  cents  per  transaction  plus  up  to  a 
%  slice. 

But  it's  an  ugly  business.  PRI  had  the 
enviable  task  of  trying  to  find  banks 
It'  would  handle  Paycom's  porn 
rntele.  No  sooner  did  PRI  find  a  bank 
ling  to  serve  than  it  claims  the  bank 
:  fed  up  with  the  high  incidence  of  dis- 
ted  charges  and  dropped  the  Paycom 
:ount.  These  "chargebacks"  are  the 
le  of  the  porn  trade:  Your  spouse  finds 
aspicious  charge  on  the  monthly  Visa 
,  and  you  deny  making  the  purchase 
her  than  fess  up  and  catch  hell. 

In  such  snags,  the  credit  card  com- 
ly  usually  just  wipes  off  the  charge 
1  zings  the  bank  (who  zings  the  mer- 
mt)  for  an  outsized  processing  fine. 
is  is  the  crux  of  Paycom's  suit  against 
isterCard,  which  Paycom  accuses  of 


abusing  its  power  to  unfairly  penalize 
Internet  merchants  for  chargebacks. 

PRI  says  it  first  lined  up  Benchmark 
Bank  of  Dallas  for  Paycom,  then  landed 
Amtrade  International  Bank  of  Atlanta, 
which  was  shut  down  last  fall  by  the  Fed- 
eral Deposit  Insurance  Corp.  for  other 
reasons.  After  that  deal  soured,  PRI 
placed  Paycom  with  Minotola  and 
Banco  Uno,  a  Costa  Rican  bank.  Those 
deals  flopped,  too.  Paycom,  "desperate  to 
find  a  replacement,"  then  hooked  up 
with  Global  Payment  Systems  Ltd.  of 
Britain,  PRI  says.  And  because  Global  did 
business  with  IBM,  IBM's  Danish  unit 
found  itself  holding  $17  million  of  Pay- 
com's porn  loot. 

Paycom  and  PRI  agree  that  IBM  held  ^  ■; 
Paycom's  money  hostage  because  of  a  t- 
"prior  unresolved  dispute"  with  Global, 
according  to  PRI.  PRI  in  turn  sued  Global 
Payments  and  settled  with  a  deal  to  jointly 
finance  a  separate  lawsuit  against  IBM.  An 
IBM  spokesman  declines  to  comment;  an 
outside  lawyer  for  the  computer  maker 
quips  that  he  will  "dive  for  cover"  when 
this  story  comes  out. 

Even  if  it  wins  its  various  lawsuits, 
Paycom  and  the  rest  of  the  Internet  porn 
industry  face  tough  times.  Chargebacks 
and  general  annoyance  with  the  less 
savory  aspects  of  the  business  have 
prompted  credit  card  companies  to  crack 
down  on  the  sex  trade.  They  now  force 
every  individual  merchant  to  register 
directly — and  lay  bare  intimate  business 
details.  Paycom's  latest  bank.  First  Data's 
First  Financial,  recently  received  notice 
fi-om  Visa  that  it  must  identify  and  report 
on  thousands  of  independent  merchants 
in  its  portfolio,  not  just  a  porn  aggre- 
gator such  as  Paycom. 

One  Paycom  rival,  Web 
siteBilling,  suddenly  shut 
down  in  May,  blaming  the 
Visa  crackdown.  Besides  First 
Data's  bank,  just  two  other  banks  are 
known  to  handle  porn  in  the  U.S.:  Red- 
wood Empire  Bancorp  of  Santa  Rosa, 
Calif,  and  Roseville,  Calif -based  Hum- 
boldt Bancorp's  Humboldt  Merchant 
Services  unit,  which  was  recently  sold 
to  a  privately  owned  bank.  The  rest 
of  the  pleasure  underwriters  operate 
overseas.  F 


AOL  Time  Over? 

After  years  of  relentlessly  defending  the  AOL 
Time  Warner  merger  ex-AOL  chairman  Stephen 
Case  now  apparently  wouldn't  mind  seeing  AOL 
split  off.  Already  the  company,  straining  under 
$26  billion  of  debt,  is  trying  to  pawn  off  its  book- 
publishing  division  (for  about  $350  million),  its 
CD  and  DVD  manufacturing  business  (about 
$1  billion)  and  its  Atlanta-based  pro  sports  teams. 
Should  everything  else  go  on  the  block,  too? 
Here's  how  it  could  all  unfold,  with  projected 
market  values  and  theoretical  potential  suitors. 
Then  again,  maybe  someone  like  GE,  Viacom  or 
Microsoft  could  buy  the  whole  thing,  at  a  likely 
price  tag  (including  that  debt)  of  $72  billion. 

-Allison  Fass 

America  Online 
$6biliioato$9Jiillion 

Spinoff  as  separate  company; 
or  purchase  by  Verizon,  AT&T, 
Earthlink,  SBC,  BellSouth, 
Microsoft  or  Yahoo. 
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Cable 

$Z4billiaal(L$28JiilliDn 

_^__jyj   Possible  stock  offerlng- 
,.fifljv5   if  Cox  Communications 
-■'   '     doesn't  buy  It.  Or  If  there  isn't 
'  a  merger  with  Cablevislon. 

Filmed  Entertainment 
$13  billion  to  SiSJMlliaii 

Sony,  MGM,  DreamWorks,  or 
oil  magnate  Marvin  Davis 
could  be  players. 

Networksdiiciudcs  cnn,  hbo,  wb) 
,      $341iMoxila^38iillliao 
,      Liberty  Media,  Viacom,  Ted 
^^ .  '''^'   Turner  or  Disney.  Tribune 
^fy       Broadcasting  could  go  after 
;!.„  ,,..,     the  78%  of  the  WB  It  doesn't 
already  own. 

Music 

\  $1.6  biflion  tn  $2  4  hilljnn 

I  Sony,  EMI,  Bertelsmann, 

Blackstone,  Kohlberg  Kravis 
Roberts  could  bid  for  separate 
pieces. 

'^  '  Publishing 

$10  billion  to  $12  billinn 

Potential  suitors  for  book 
D     publishing  unit:  Bertelsmann's 

Random  House,  Perseus  Books 
;,  Group.  Bid  for  magazine  group 
a     considered  highly  unlikely 


Total  business  value:  $72  biltion 
Enterprise  value:  $95  billion 


Market  valuations  from  Peter  Mirsky,  media  analyst  at  Fahnestock  &  Co., 
are  conservative,  based  on  comparisons  to  multiples  in  public  companies, 
known  multiples  in  private  transactions  involving  similar  assets,  and 
Mirsky's  hunches.  His  multiples  range  from  4  to  17  times  earnings  net 
before  interest,  taxes,  depreciation,  and  amortization.  Enterprise  value  is 
outstanding  stock  (at  $15  a  share)  plus  debt. 
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Jump  for  Java 


Sun  Microsystem's 
image  is  in  the 
shade.  Maybe  its 
software  can  add 
some  shine. 

BY  QUENTIN  HARDY 


THE  JAVA  BRAND  HAS  A  VALUE  IN  THE  Bil- 
lions," says  Scott  Kraft,  vice  president  for 
advertising  at  Sun  Microsystems.  Maybe, 
but  proving  that  will  cost  him  $50  million, 
or  one-half  of  Sun's  ad  budget. 
Java,  of  course,  is  the  omnipresent  Internet 
programming  language  that  Sun  engineers  created 
in  the  mid-1990s.  Because  it  allows  otherwise 
incompatible  machines  to  communicate, 
Java  has  worked  its  way  onto  an  esti- 
mated 100  million  cell  phones 
worldwide,  plus  countless  Web 
sites,  computers  and  handhelds. 
Sun,    a    hardware 
company,  never  made 
much  from  Java,  basi- 
cally giving  it  away 
and  spending  litde  on 
the  brand.  But  with  a 
new  logo  introduced  on 
June  10  and  a  big  print- 
ad  campaign  slated  for  Septem- 
ber, the  company  figures  Java  is 
the  ticket  to  win  back  badly 
needed  credibility. 
"This   is   fundamental,"   says 
Kraft.  "We're  balding  the  mispercep- 
tion  of  whether  we  build  technologies 
that  reach  people  all  day,  or  whether 
we're  a  niche  player.  We  are  not  a 
niche  player." 

The  "misperception"  may  have 

been  aggravated  by  Sun's  eight 

consecutive  quarters  of  de- 


clining revenue  (year-on-year).  Its  Sparc  com- 
puter chip  and  Solaris  operating  system  have 
been  made  less  relevant  by  Microsoft  WindowS; 
Intel  chips  and  the  open-source  Linux  operating 
system.  Sun  has  recently  yielded  to  this  jugger- 
naut, selling  cheaper  servers  running  Linux  soft- 
ware on  Intel  chips. 

It's  a  stretch  to  gamble  half  the  year's  ad  bud- 
get on  a  product  that  generates  no  revenue,  whil( 
both  IBM  and  Hewlett-Packard,  Sun's  bigges 
competitors,  will  each  spend  more  than  five  time 
that  amount  to  support  products  that  do  mak( 
money.  But  Sun  craves  respect.  The  Interbranc 
consultancy  in  New  York  figures  Sun  hac 
a  brand  value  of  just  $5  billion  in  2002,] 
one-third  that  of  HP's  brand  value  and 
tenth  of  IBM's. 

The  new  Java  push  has  another  goal:  t 
let  the  world  know  that  Sun  is  also  a  soft 
ware  company.  The  Java  awe  is  suppose^ 
to  reflect  on  Sun's  "Project  Orion,"  a  col 
lection  of  software  introduced  this  year  to  com 
pete  with  IBM  products.  Sun's  financial  team 
meanwhile,  is  racing  to  break  out  for  the  first  time 
revenue  from  software,  which  is  evidently  rising 
even  while  gear  sales  fall. 

Noting  Sun's  swing  toward  software,  the  Sil- 
icon Valley  rumor  mill  is  wondering  whether  Sun 
will  sustain  the  19-year-old  Sparc  chip  program. 
Mark  ToUiver,  Sun's  chief  strategist,  says  Sparc 
will  stay  alive  "as  long  as  we  can  use  it  as  an  inno- 
vative differentiator.  If  it's  a  science  fair  project, 
it  makes  no  sense."  Fair  enough.  Meantime,  fol- 
low the  ad  money.  F 
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Sun  Chief  Scott  McNealy  is  getting  in  touch  with  his  software  side. 


DON'T  READ  THIS  IF  YOU'RE  COLOR-BLIND 


In  this  headlong  world  of  multitasking  convergence,  it's  nice  to 
know  someone  is  prods  Jcing  devices  to  help  simplify  life  for  the 
truly  lazy.  Now,  instead  of  going  online,  reading  the  newspaper  or 
watching  TV,  you  can  get  ~;!  your  news  by  staring  into  a  sphere. 
Like  a  mood  ring  cum  magic  eight  ball.  Ambient  Devices'  Orb 
changes  color  io  alert  you  to  stock  market  shifts,  soaring  pollen 
counts,  traffic  jaiiiS  or  freak  snowstorms. "  ;  ou  iust  set  it  to  do  one 
thing  and  then  af    nciate  it, "  says  Ambient  President  David  Rose. 
The  wireless  obj        -t,  $150  at  --etail,  draws  its  data  feed  from 
a  slow-but  free-  vork.  For  $7  more  per  month  it  will 

pull  your  portfolio's  -gs  into  your  Orb.  But  that  might  be 

too  much  work.  _4//ya  Stemstein 
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WE'RE  NOT  HERE  TO  TELL  YOU 
THAT  ANTI-VIRUS  AND 
FIREWALLS  ARENT  ENOUGH. 

THAT'S  WHAT  WORMS  ARE  FOR. 


Dynamic  Threat  Protection.  The  most  complete  protection  available. 

Most  large-scale  Internet  attacks  completely  bypass  firewalls  and  anti-virus.  We  stop  ttiese 
threats  cold.  How?  Simple.  We  are  #1  in  ttie  world  for  security  intelligence  and  threat  protection 
technology.  We  deliver  the  fastest,  most  accurate  detection,  prevention  and  response  solution. 
We  call  it  Dynamic  Threat  Protection.  Visit  us  at  www.iss.net/iss-forbes  or  call  800-776-2362. 
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ACCOUNTANTS  CAN 
BE  VERY  CREATIVE 

Well  before  discount  carrier  Tower  Air 
crashed  in  bankruptcy  court  in  2000, 
it  ran  short  of  cash  to  repair  its  air- 
craft. Solution:  It  bought  new  equipment 
on  credit  and  cannibalized  the  old  planes 
for  parts.  But  instead  of  writing  down  the 
value  of  the  crippled  aircraft,  it  claimed 
the  sum  of  the  parts  was  worth  more 
than  a  working  plane  and  wrote  it  up. 

Who  would  approve  such  creative 
bookkeeping?  None  other  than  Tower's 
auditor,  Ernst  &  Young,  according  to  a 
suit  filed  by  a  "litigation  trustee"  repre- 
senting 15  Tower  creditors,  including 
General  Electric  and  FleetBoston  Finan- 
cial. The  creditors  say  that  Ernst  & 
Young  blessed  a  litany  of  accounting 
errors  by  Tower.  The  motivation:  "greed 
and  large  consulting  fees"— E&Y  earned 
nearly  five  times  as  much  as  a  financial 
adviser  to  Tower  as  it  did  as  its  auditor, 
the  suit  claims. 

Other  choices  that  E&Y  approved,  the 
suit  says,  allowed  Tower  to: 

•  Buy  an  aircraft  for  $21  million  on 
credit  and  then  book  as  revenue  a  $5 
million  maintenance  reserve  it  got  back 
from  the  seller 

»  Raise  its  allowance  for  doubtful 
accounts  between  1997  and  1998  by 
6%,  while  its  accounts  receivable 
grew  36%. 

•  Fail  to  book  $2.75  million  in  travel 
agents'  commissions  as  an  expense. 

-  Fail  to  disclose  that  it  was  delinquent 
in  paying  $8.8  million  of  excise  taxes. 

E&Y  calls  the  suit  "completely  without 
merit,  if  not  an  absurd  abuse  of  the  judi- 
cial process."  -Janet  Novack 
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Feel-Good  Justice 

The  Sarbanes-Oxley  law  is  supposed  to  prevent  corporate  fraui 
and  punish  the  guilty.  So  why  is  it  punishing  WorldCom's 

victims?  BY  SCOTT  WOOLLEY 


An  unusual  sense  of  equity: 
The  SEC's  Steve  Cutler  and  Bill 
Donaldson  rob  Peter  to  pay  Paul 


YOU  RENT  YOUR  HOUSE  TO 
methamphetamine  dealers,  who 
burn  it  down.  Your  investment 
wiped  out,  you  walk  away  from 
the  mortgage,  sticking  the  lender  with  a 
loss  on  the  loan.  You  then  head  to  court 
and  sue  . . .  the  mortgage  lender! 

Forcing  one  victim  to  compensate  an- 
other is — to  say  the  least — not  the  usual 
modus  operandi  of  the  justice  system.  Yet 
that's  exactly  what  happened  when  the 
Securities  &  Exchange  Commission 
slapped  WorldCom  with  a  $500  million 
penalty  for  defrauding  its  investors. 

The  penalty  was  levied  under  the  law 
Congress  passed  in  the  wake  of  the 
WorldCom  and  Enron  scandals,  known 
as  Sarbanes-Oxley  The  $500  million  goes 
to  "victims"  who  lost  money  due  to 
fraud,  and  WorldCom's  shareholders 
were  the  biggest  losers.  But  other  vic- 
tims— WorldCom's  creditors — were  sent 
the  bill  for  the  company's  wrongdoing. 
Huh?  This  flips  the  normal  bankruptcy 
process,  in  which  creditors  are  paid  first. 


upside  down.  The  creditors  took  over  the 
company  in  Chapter  1 1  after  losing  two- 
thirds  of  their  investment.  And  they,  un- 
like shareholders,  were  not  responsible 
for  overseeing  the  management  that 
committed  the  fraud.  "This  is  the  first 
unintended  effect  of  Sarbanes-Oxley," 
says  University  of  Pennsylvania  law  pro 
fessor  David  Skeel. 

The  deal  now  heads  to  the  courts,  but* 
it's  unlikely  judges  v^dll  step  in  on  behalf 
of  creditors.  One  reason:  The  way  the  SEC  |^ 
structured  the  shakedown.  The  agency 
started  out  with  a  $1.5  billion  fine,  then 
agreed  to  accept  one-third  of  that  L 
amount  on  condition  that  the  creditor 
committee  assent  to  the  fine.  "This  is  a 
bitter  pill  to  swallow,"  says  lead  counsel 
for  the  creditor  committee,  Daniel 

J 

Golden.  "But  there  was  a  very  real  risl 
[the  sec]  could  have  sought  a  fine  sub 
stantially  greater  than  $500  million." 

Elizabeth  Warren,  a  bankruptcy  ex- 
pert at  Harvard  Law  School,  says  the  set- 
tlement represents  a  watershed  in  decid- 
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37"  Liquid  Crystal  Television      A  Q  U  O  S 


iicreen  image  simulated    *bcreen  size  measured  diagonally     "''200i  Sharp  Corporation 


ducing  a  television  experience  like  no  other.  The  AQUOS  37"  Liquid  Crystal  TV.'  A  masterpiece  of  design  and  technology  that's 
jwpiece  in  any  space.  Unparalleled  liquid  crystal  picture  quality  and  long  product  life.  Plus,  low  watt  consumption  means 
wironmentally  friendly  way  to  watch  television.  AQUOS  by  Sharp  —  inspired  design  for  the  way  you  live,  sharpusa.com 
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ing  who  gets  paid  first  in  a  bankruptcy.  Ev- 
idently there  is  a  populist  notion  that  cred- 
itors of  a  crooked  company  should  not  get 
a  single  penny  before  defrauded  share- 
holders are  paid  in  full. 

There's  a  dollop  of  logic  in  that  senti- 
ment, since  small  investors  had  less  chance 
of  spotting  fraud  than  large  institutional 
creditors.  Yet  experts  like  Warren  worry  that 
playing  to  the  public's  sense  of  sympathy 
contradicts  basic  corporate  law:  Sharehold- 
ers get  the  payoff  when  a  company  does 


well,  take  the  first  losses  when  it  doesn't  and, 
so  long  as  the  corporation  is  not  in  default 
on  its  debts,  have  sole  control.  "The  notion 
that  they  [shareholders]  cheated  themselves 
and  should  be  paid  ahead  of  creditors 
makes  no  sense,"  Warren  says. 

Certainly  the  penalty  was  a  much- 
needed  p.r.  win  for  the  SEC,  a  sign  the 
agency  is  getting  tougher  under  its  new 
head,  William  Donaldson,  and  his  en- 
forcement chief,  Stephen  Cutler.  News 
coverage  of  the  penalty's  announcement 


noted  it  is  50  times  the  previous  record 
SEC  fine.  That  Cuder  and  Donaldson  are 
robbing  Peter  to  pay  Paul  has  escaped 
public  notice. 

Will  this  grand  gesture  enrich  share 
holders  in  the  long  run?  Improbable.  The 
risk  of  SEC  fines  will  be  priced  into  debt, 
raising  borrowing  costs.  A  bigger  problem; 
Warren  says,  is  that  the  fine  does  litde  tc 
help  investors  control  rogue  management 
"It's  like  giving  a  house  a  new  coat  of  pain' 
to  disguise  a  crack  in  the  foundation."    t 


A  LIGHTLY  USED  2001  MERCEDES-BENZ  SLK 
convertible  that  retailed  for  $39,500  can  be  found  for 
$28,300  these  days — $1,100  cheaper  than  normal,  ac- 
cording to  Edmunds.com.  Used  car  prices  in  general 
have  been  slipping  for  a  few  years,  and  lately  even  used 
luxury  cars  are  taking  a  dive.  Good,  if  you  want  to  pick  up  a  plush 
ride  for  cheap.  Bad,  if  you  are  concerned  about  a  balance  sheet 
that  depends  on  the  value  of  cars  coming  off  lease.  The  balance 
sheet  of  a  carmaker's  finance  subsidiary  for  example. 

The  finance  subs  have  to  take  cars  back  when  leases  are  up. 
Then  they  have  to  get  rid  of  the  cars.  When  the  sub  can't  sell  a 
hand-me-down  for  the  sum  it  expected — known  as  the  residual 
value — the  shortfall  shows  up  as  a  loss. 

Arthur  Spinella  of  CNW  Marketing  Research  estimates  that 


carmakers  and/or  their  finance  arms  will  lose  as  much  as  $5  bil- 
lion pretax  ft-om  falling  residual  prices  this  year.  In  2000  they  lost 
an  estimated  $10.5  bLUion  after  wOdly  overestimating  residual 
values  in  the  late  1990s. 

The  rapid  decline  in  used  car  prices  has  surpassed  predictions. 
"There  is  exposure  that  could  not  have  been  foreseen,"  insists  Raj 
Sundaram,  president  of  Automotive  Lease  Guide,  the  industry's 
resale  value  bible.  Dealers  are  flooded  with  used  vehicles  aftei 
years  of  high-volume  sales  and  leases.  Also  pushing  down  th( 
value  of  used  cars  are  price  cuts  on  new  cars,  typically  taking  the 
form  of  so-called  "incentives" — that  is,  rebates  or  cheap  financing.  "»' 

Prices  for  used  luxury  cars  have  fallen  the  most,  perhaps  9%  in. ,  \i 
the  last  six  months  (a  precise  number  doesn't  exist  because  on( 
model  year  is  not  identical  to  another).  Discounts  on  new 
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LOW-PriCe  Luxury  Wllling  to  buy  someone's  old  ride?  Used  prices  of  comfy  cars  are  falling  fast. 


JAGUAR 

2001  XKR  Convertible 
New:  $82,545 
Used:  $51,975 
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MERCFDES-BENZ 
?10l  SLK  Convertible 

'■      $3b,545 
p.H  30B 


CADILLAC 
2001  Seville  STS 

New:  $48,965 
Used:  $26,999 


LINCOLN 

2001  Town  Car  CartierL 

New:  $49,355 
Used:  $24,950 
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2001 9-5  Aero 

New:  $40,750 
Used:  $24,458 

Source:  Edmunds.com 


mroi 


The  world's  fastest  workgroup  color  printer  has  arrived. 

The  Xerox  Phaser"^  7300.  You'd  better  hang  on. 

There's  a  new  way  to  look  at  it. 


olor  speeds  through  any  office  at  30  ppm. 
erox  Phaser"  7300  tabloid  color  printer 
all  speed  records  for  workgroup  color 
ng.*  ,\nd  at  37  ppm  black  and  white,  it 
aates  the  need  for  multiple  printers. 
;t  consistent  2400-dpi  color  that's  always 
,  sharp  and  brilliant.  The  Phaser  7300 


automatically  selects  the  correct  paper  size 
for  any  job,  up  to  12  x  18.  So  experience  a 
colorful  flurrj'  of  productivity  with  the 
Phaser  7300.  Or  let  your  office  soar  with  our 
full  line  of  reliable,  award-winning  network 
printers  by  calling  1-877-362-6567  ext.  1908  or 
visiting  xerox.com/officeprinting/bird1 908 

The  Document  Company 


XEROX. 


•Based  on  rated  print  speed  of  workgroup  printers  in  the  $1,000-5,000  estimated  retail  price  category. 
5  2002  XEROX  CORPORATION  All  rights  reserved  Xerox.*  The  Document  Company*  Phaser*  and  There's  a  new  way  to  look  at  if  are  traderriarks  of  XEROX  CORPORATION 
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cars  and  sales  of  lower-priced  models  from  luxury  brands  are  drag- 
ging down  whole  lineups.  The  average  incentive  for  the  Big  Three's 
domestic  brands  rose  from  $2,900  in  March  to  $3,300  in  April  this 
year.  That's  no  surprise,  but  European  makers  kept  pace,  also  boost- 
ing incentives  13%.  Audi  gives  away  the  most  of  the  European 
brands,  an  average  of  $1,710  per  car.  Worse  for  the  automakers: 
Leases  are  more  popular  with  luxury  vehicles  than  with  mass-mar- 
ket ones.  Some  of  the  hardest-hit  brands  are  General  Motors' 
Cadillac,  Ford  Motor's  Lincoln  and  Jaguar  and  DaimlerChrysler's 
Mercedes-Benz  (see  chart,  p.  54). 

When  a  customer  wants  to  lease  a  car,  the  financier  (usually  the 
carmaker's  finance  arm)  estimates  what  the  car  will  be  worth  when 
it  comes  back  in  three  years.  The  monthly  payment  is  then  calcu- 
lated by  taking  the  difference  between  the  price  of  the  new  car  and 
the  value  of  the  car  in  three  years,  then  adding  interest. 

If  carmakers  want  to  attract  customers  with,  say,  a  $399-per- 
month  lease,  and  the  numbers  don't  quite  work,  they  pay  the  fi- 
nance subsidiary  to  lower  the  interest  rate  and  book  the  payment 
as  a  marketing  cost — or  get  willfully  optimistic  about  the  resale 
value,  reserving  for  the  coming  loss.  It  has  been  argued  that  the 
practice  gets  awftilly  close  to  overstating  sales,  because  the  car  com- 
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Speed  Bump 


pany  knows  it  is  selling  a  vehicle  for  less  than  what  it  is  booking. 

If  the  loss  reserve  or  marketing  expense  is  accurately  calculated, 
the  mischief  does  not  lead  to  an  overstatement  of  net  income.  "The 
lease  residual-value  risk  in  general  remains  Ford  Motor  Credit's 
biggest  asset-quality  wild  card,"  says  Glerm  Reynolds  of  the  credit 
analysis  firm  CreditSights.  Ford  counters  that  it  adjusts  reserve^  i 
every  quarter,  and  is  therefore  protected.  "We're  performing  a  littli 
worse  than  our  expectation,  but  nothing  untoward,"  says  Joseph^ 
Poi,  Ford  Motor  Credit's  residual  risk  manager. 

Carmakers  argue  the  problem  will  fade  as  they  have  been 
pushing  customers  to  purchase  rather  than  lease.  Both  Ford 
Motor  Credit  and  General  Motors  Acceptance  Corp.  leases  werei 
12%  of  parent  company  sales  last  year,  down  from  19%  in  2000.'^ 

Jeremy  Anwyl  ofEdmimds.com  says  the  trend  will  reverse.  In- 
centives like  0%  financing,  which  spurred  purchases  over  leases, 
are  starting  to  lose  their  pull.  Plus,  the  math  of  leasing  appeals  to 
automakers.  Only  about  half  of  the  vehicles  a  carmaker  leases  re- 
turn to  the  company — owners  buy  many  and  others  are  in 
crashes.  That  means  if  the  maker  subsidizes  the  residual,  it  only 
has  to  reserve  for  the  coming  loss  at  50  cents  on  the  dollar,  which 
is  a  lot  cheaper  than  a  few  thousand  dollars  cash  in  rebates.     Fl 
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Harley's  splashy  new  bike, 
the  V-Rod,  is  sputtering- 
just  a  little. 

BY  JONATHAN  FAHEY 


Harley-Davidson,  the  company  that  makes  such  lusted-after  machines  that 

waiting  lists  are  measured  in  months,  is  offering— gasp!— a  sales  promotion  on  its 
flashiest  bike.  The  $18,000  V-Rod,  a  sleek  dragster-style  motorcycle  meant  to  appeal  to 
performance  riders,  can  be  had  with  no  money  down.  Harley  used  the  same  promotion 
this  spring  to  move  its  smallest  bike,  the  Sportster. 

This  is  evidence  to  some  skeptics  that  Harley's  improbable  run  of  strong,  steady 
growth— it  was  FORBES'  company  of  the  year  for  2001— may  be  coming  to  an  end.  Earn- 
ings have  grown  more  than  20%  in  14  of  the  17  years  since  the  company  went  public,  foi 
the  second  time,  in  1986.  Last  year  the  company  earned  $580  million  on  $4.1  billion  in 
sales,  an  earnings  jump  of  33%. 

This  growth  has  been  possible  because  there  have  been  more  buyers  than  bikes. 
Every  year  Harley  bumps  up  production,  usually  by  10%  or  so.  This  year  the  company 
plans  to  make  290,000  bikes,  up  from  264,000  last  year.  But  the  economic  slump 
and  awful  weather  have  kept  buyers  away.  First-quarter 
0     retail  sales  were  down  3.2%,  the  first  down  quarter  since 
y      1994.  The  stock,  always  a  magnet  for  short-sellers,  is 
C  .       attracting  more  short  interest  and  is  down  10%  this  year 
This  is  at  worst  a  minor  bump,  says  James  Ziemer, 
Harley's  chief  financial  officer.  While  inventories  are 
^     slightly  higher  than  normal,  he  says  the  first-quarter 
Rs,^  >      sales  dip  was  a  matter  of  1,500  bikes— one  day 
of  sales— and  geographically  corresponded 
closely  with  bad-weather  patterns.  "We  are  no 
discounting  our  motorcycles,"  he  says.    I 
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Can  you  afford 
to  ignore  this? 
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npate's  Total  Communications  Compliance  solutions 
tomatically  monitor,  analyze  and  manage  telephone 
Is,  emails  and  instant  messaging  to  allow  organizations 
meet  corporate,  government  or  internal  regulations. 

find  out  how  Aungate  can  help  protect  you,  contact  us 
1-877-692-8866,  Email:  compliance@aungafe.com 
visit  the  website  at  wvvw.oungote.com. 


•  compliance  monitoring 

•  email  management 

•  phonecall  management 

•  litigation  support 
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COMPANIES  HATE  MISERY 

Here's  our  annual  ranking  of  the  tax  burden  in  47  countries.  We  call  it  the  Tax  Misery  Index— the  total  score  is  based  on 
the  top  marginal  (bracket)  rate  in  the  various  categories  of  taxation  shown.  We've  listed  24  countries  here;  you  can  find  all 
47  and  other  tax-burden  rankings  on  the  Web  at  forbes.com/misery.  The  news  this  year  is  good— marginal  rates  continue  to 
decrease,  and  that  includes  in  the  U.S.,  where  the  score  incorporates  the  tax  cuts  recently  adopted.  France  again  tops  our 
misery  list.  At  the  other  end  are  many  of  the  rising  nations  of  Asia,  though  China  does  not  score  well.  —Jack  Anderson 


'Includes  flat  tax. 

■  Country  not  ranked  in  previous  Misery  Indexes. 
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Coin  of  the  Realm 


DESPITE  THREE  ATTEMPTS  AND  MILLIONS  OF  DOLLARS  IN  PROMOTIONS,  THE  U.S.  MINT  CAN'T  GET  AMERI- 
cans  to  accept  a  dollar  coin.  Maybe  it  should  try  an  18-cent  coin.  So  says  Jeffrey  ShalJit,  a  University 
of  Waterloo  (Ont.)  computer  scientist  with  a  bit  of  time  on  his  hands. 

Counting  all  possible  change  amounts  from  0  to  99  cents,  Shallit  found  that  the  average 
transaction,  if  handled  in  optimal  fashion  by  the  7-Eleven  clerk,  involves  4.7  coins.  It  just  so 
happens  that  if  the  Mint  ditched  the  dime  and  added  an  18-cent  coin,  the  average  number 
of  coins  would  fall  to  3.9. 

For  proof  of  this  curious  result,  you  can  Uirn  to  April's  Mathematical  Intelligencer.  (A  copy 

of  the  paper  is  available  at  www.math.uwaterloo.ca/~shallit/papers.htmI.)  For  amusement,  you 

can  ponder  a  key  assumption  Shidlit  made  in  arriving  at  it.  Without  realizing  it,  most  salesclerks 

\<. '  their  job  using  something  called  tiie  Greedy  Algorithm,  in  which  die  changemaker  starts  with  the 

largest  possible  coin  and  works  down.  Thus,  for  41  cents  the  clerk  hands  back  a  quarter,  a  dime,  a  nicke 

.  '\d  a  penny.  The  Shallit  system  assumes  diat  the  clerk  abandons  Greedy  in  favor  of  a  mental  calculation  tha 

consid. :     '  ;o<:sible  combinations  of  coins  and  selects  die  optimd  on^-here,  two  1 8-cent  coins  and  a  nickel. 

It  yi>  ■.  .   ,.    .     -o  I  rouble  accepting  this  assumption  as  realistic,  it  could  be  because  you  are  not  a  bori 

— David  Armstrom 
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What  happens  when 
your  online  business 
needs  room  to  grow? 

If  your  Web  host  is  cramping  your  style  instead 
of  helping  you  manage  growth,  it  may  be  time 
for  a  host  you  can  count  on.  DellHost'"  combines 
award-winning  Dell'"  server  technology  and  the  Sprint 
nationwide  Tier  1  digital  network  to  offer  tailored  small 
business  solutions  that  are  reliable,  secure  and  scalable. 
You  can  get  the  hosting  stability  and  performance  you 
need  without  the  hassle  of  developing  and  supporting  an 
expensive  infrastructure.  Whether  your  online  business  is 
treading  water  or  riding  a  wave,  DellHost  can  provide  the 
technology  and  expertise  you  need  to  concentrate  on  your 
business,  not  your  hosting  solution.  To  hook  up  with  DellHost, 
visit  www.DellHost.com/forbes  or  call  (866)  812-5497. 


D0LLHOST 

Network  by  Sprint 


jeets  the  award-winning  Sprint  network 
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Berserk  Bacteria  at  Work? 


B 


MayKSi  pioyor  his  m 
Michao^iOrlitton. 


efore  settling  a  reported 
$31  million  upon  his 
now  ex-wife,  thriller  sci- 
fi  writer  Michael  Crichton 
( The  Andromeda  Strain,  Juras- 
sic Park)  asked  the  divorce 
court  in  Los  Angeles  to  keep 
secret  revealing  financial  in- 
formation. The  judge  refused. 
Then  such  documents  van- 
ished from  the  court's  public 
file  for  undetermined  reasons. 
At  our  press  time,  puzzled  court  clerks  were  still  investigating 
the  disappearance.  A  lawyer  for  Crichton,  60,  a  fi-equent  Forbes 
Celebrity  100  listee,  had  no  comment.  — Tomas  Kellner 

Mere  Nicks  in  a  Big  Cash  Flow 

The  Internal  Revenue  Service  says  Anschutz  Co.,  the  Denver 
holding  firm  of  Forbes  400  member  Philip  Anschutz,  owes  $14.8 
million  more  in  taxes  fi-om  1994  to  1996.  Biggest  issue:  The  rev- 
enuers  say  $46  million  of  capital  costs  concerning  Anschutz's 
stake  in  telecom  Qwest  were  wrongly  deducted  as  operating  ex- 
penses. Revealing  U.S.  Tax  Court  filings  list  65  Anschutz  sub- 
sidiaries and  put  total  taxable  income  for  1996  at  $123  million  on 
$299  million  of  total  income.  The  private  Anschutz  empire  de- 
nies liability.  Last  month  Anschutz  himself  paid  $4.4  million 
to  settle  New  York  State  charges  he  improperly  profited  from 
initial  public  offerings. — Janet  Novack  and  William  P.  Barrett 

New  Web  Site  Name:  Avoidtaxes.com 

On  his  own  Web  site — avoidjail.com — Los  Angeles  criminal  de- 
fense attorney  Barry  O.  Bernstein  touts  his  "proven  results." 
Certainly  true  in  ducking  his  own  taxes.  Public  ofter-in-com- 
promise  papers  say  the  IRS  agreed  to  settle  $1,039,330  of  his  un- 


paid taxes,  interest  and  penalties  going  back  to  1993  for  jus 
$59,500 — less  than  6  cents  on  the  dollar.  Stated  reasons:  his  in 
adequate  resources-  and  "doubt  as  to  collectibility."  Bernstein': 
tax  lawyers  say  they  can't  detail  the  reasons.  — J.N.  and  W.P.B 

U.S.  Car  Workers  With  Conviction 

U.S.  prisoners  in  Japan  are  forced  to  make  emblems  for  new 
Toyota  cars,  says  Michael  Griffith,  an  American  lawyer  in  Tokyo 
A  Toyota  spokesman  allows  this  is  possible.  Griffith,  whose  cast 
about  an  arrest  in  Turkey  was  made  into  the  movie  Midnight  Ex- 
press, says  objecting  inmates  he  represented  in  a  rape  case  wert 
handcuffed  and  put  in  solitary.  — Benjamin  Fulfora 

Just  Like  It  Editorialized  Others  to  Do 

Takuhiko  Tsuruta,  75,  chairman  oiNihon  Keizai  Shimbun,  Japan'jl 
leading  business  daily,  just  resigned  abruptly  over  a  scandal  first 
reported  on  this  page  (FORBES,  Apr.  1,  2002).  A  Nikkei  unit  had 
paid  huge  sums — latest  reports  say  $70  million — to  gangster- 
linked  firms  for  murky  reasons  that  police  say  they  are  investigat- 
ing. The  scandal  became  irrelevant  for  Tsuruta  after  an  award - 
winning  Nikkei  journalist  who  had  sought  his  resignation  was 
fired,  triggering  a  worker  revolt.  The  company  says  it  will  make 
management  more  transparent  and  even  hire  auditors.     — B.F. 


At  the  Beep,  Please  Leave  a  Message 

^Your  telephone  calls  go  unreturned?  Forbes  400  member 
Maurice  (Hank)  Greenberg  (/eff)  has  the  same  prob- 
\  lem.  "As  you  know,  I  have  tried  reaching  you  for  the 
j  last  several  days,"  he  scolded  U.S.  Treasury  Secre-  ' 
r  *^  tary  John  Snow  (right)  in  a  May  23  letter  released  " 
*•'  under  federal  public-record  laws.  Greenberg  griped 

that,  despite  promises,  the  new  tax  law  hurts  variable  an-  '"^ 
nuities  sold  by  his  American  International  Group.  He  asked,  "What 
suggestions  do  you  now  have,  John,  to  help  put  right  a  very  major 
wrong?"  Tough  luck.  Snow's  office  says  now.  -J.N. 


I 


I 


So  Much  Money,  Sn  Many  Prnhlfims— NOT! 


Judging  from  recent  e-mail  pitches  received  at  FORBES,  Nigeria-style  "Help  us  get  our  money  out  of  the 
country"  scams  are  spreading  across  Africa.  The  rogues  always  want  your  bank  account  number  and 
sometimes  even  a  faxed  copy  of  your  driver's  license-to  aid  your  fleecing.    -Lea  Goldman  and  W.  P.  B. 


Mohammed  Abacha/dead  head  of  state's  son/Nigeria 
Lilian  and  Paul  Anfhony/mtrchant's  children/Ivory  Coast 
John  Coleman/dead  tribal  chief's  son/Siena  Leotie 
Dominic  Dukas/farmer/Zimbabwe 


$58  million  fortune  liidden  in  hometown  in  a  trunk 
$1Q  million  earmarked  for  father's  foreign  partner 
$21  million  estate  tied  up  in  European  escrow 


Kenneth  Yaya  Mane/dead  officlS'ni 'i/Guinea  Bissau 

Dan  Nwandele/bank  managci  "^           ica 
Bruce  Savimbi/dead  rebel  leadei  '  V  gnia 

Basher  Mobutu  Sese-Seko/dead  prt. ^ju    ciigo 


$18.5  million  stuck  in  Netherlands  account 

$19.6  million  of  family  wealth  secreted  in  Ivory  Coast 

$25  million  depositor  died  with  no  next  of  kin 

$58.6  milHon  for  weapons  unspent 

$30  million  of  family  money  stashed  in  account 


act  as  business  associate 
impersonate  partner 
help  remit  funds  to  U.S, 
be  foreign  front 
assist  move  to  U.S. 
pretend  to  be  relative 
Wilitate  transfer  to  U.S. 
be  business  partner 


$11.6  million 

$1.5  million 

$4.2  million 

$5.55  million 

unspecified 

$10  million 

$12.65  million 

$6  million 
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Nextel  Wireless  Business  Solutions  give  you  a  unique  advantage:  You'll  know/  of  w/hat  you  speak. 


In  the  field,  guesswork  doesn't  cut  it.  Nextel  can  provide  you  with  the  means  to  take  your  field  force 
completely  wireless  and  operate  in  real-time.  Applications  and  technology  that  will  improve  your 
service  dispatching.  Like  automated  work  orders  that  will  enhance  the  quality  of  your  service.  And 
DIRECT  CONNECT!"  the  digital  walkie-talkie  that  works  nationwide.  Making  your  business  more  efficient, 
reliable  and  profitable.  Call  877  NEXTELC  or  log  on  to  Nextel.com  for  industry-specific  wireless  solutions. 


IheBMBerrySSIB" 
from  Nextel  Ihe  only  MIy  loaded 
BlackBerry"  with  a  celtplione 
and  distal  walt<ie-talkie  tliat 
works  nationwide.  The  allimate 
wireless  business  tool. 


Fkianci^  Services    Government    Education    Heafihcare    Manufacturing    Real  Estate    Transportation    Retail    Business  Services    !T 


NEXTEL 


063  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel,  the  Nextel  logo.  Direct  Connect  and  the  Driver  Safety  logo  are  trademarks,  service  marks,  and/or  /rt^ 
istered  marks  of  Nextel  Communications,  Inc.  Direct  Connect  coverage  may  vary  from  location  to  location.  Check  for  availability  in  your  local  calling  area.  \     ■ 
)TOROLA  and  the  Stylized  M  Logo  are  registered  in  the  U.S.  Patent  &  Trademark  Office.  All  other  product  or  service  names  are  the  property  of  their  respective'owners. 
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Desert  Storm 

Bechtel  Group  is  leading  the  charge  to  rebuild  Iraq. 
Why  is  it  taking  so  long  to  show  results?  |  by  nathan  vardi 


^T  9:00  A.M.  IN  THE  IRAQI  DESERT,  WHERE  THE  THER- 
mometer  has  already  crossed  the  100-degree  mark,  a 
white  Chevrolet  Tahoe  barrels  along  at  70mph  north 
to  Basra.  At  the  wheel  is  a  former  British  Special  Air 
Service  soldier,  squiring  three  clipboard-toting  engi- 
:rs  from  Bechtel  Group.  Burned-out  Iraqi  tanks,  mud  huts 
d  armored  British  patrols  whiz  by.  Approaching  Basra,  the 
loe  darts  around  traffic  and  what  must  be  a  mile-long  line  at 
as  station.  Today's  goal  is  Shuaiba,  the  smallest  of  southern 
q's  five  power  stations  but  a  key  to  powering  the  two  darn- 
ed 400-kilo\'olt  transmission  lines  in  the  south  that  will  help 
It  up  Baghdad  and  restart  oil  refineries. 
Highway  80  is  the  road  that  was  dubbed  "the  Highway  of 
ath"  in  the  first  Gulf  war.  The  place  is  not  far  from  where, 
ly  days  before,  a  Bechtel  team  doing  a  low  flyover  in  a  military 
icopter  to  assess  damage  to  power  lines  had  to  dodge  bullets 
m  snipers.  Today's  problem  is  an  unreliable  military  map. 
er  half  an  hour  or  so,  the  Tahoe  drives  up  to  a  gated  complex 
h  a  barbed  wire  fence  and  from  there  to  a  small  low- lying 
Sding  surrounded  by  a  handful  of  Iraqis  in  jumpsuits.  Robert 


Zarbo,  a  Bechtel  engineer  working  in  Iraq,  approaches  a  middle- 
age  man  who's  wearing  a  dress  shirt  and  slacks.  "Is  this 
Shuaiba?"  he  asks,  offering  his  business  card  written  in  Arabic. 
"This  is  Shuaiba,"  smiles  Hashem  Maoula,  the  plant  manager. 

Like  many  senior  Iraqi  directors,  Maoula  speaks  broken 
English.  A  Shia  Arab  living  in  an  area  Saddam  Hussein  long 
repressed,  Maoula  may  be  relieved  to  see  the  last  of  the  dictator, 
but  he  is  still  bitter.  After  toiling  for  years  in  the  state-owned  util- 
ity system,  he  had  just  been  promoted  to  run  Shuaiba — when 
along  came  the  U.S.  invasion.  He  and  his  60  workers  haven't 
been  paid  in  more  than  a  month.  Recently  someone  stole  his 
company  car.  Maoula  leads  the  Bechtel  engineers  into  his  dilap- 
idated office;  his  phone  doesn't  work.  He  and  Zarbo  discuss  the 
condition  of  the  30-year-old  power  plant,  undamaged  by  the 
war  but  badly  in  need  of  an  overhaul.  A  cooling  system  on  the 
fritz  means  that  each  of  the  two  generators  is  running  at  50%  of 
its  24-megawatt  capacity.  Maoula  seems  skeptical  there  will  ever 
be  improvements. 

As  well  he  might.  Patching  up  Iraq  has  been  slower  and  more 
difficult  than  anyone  imagined.  San  Francisco-based  Bechtel  got 
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Baghdad's  power  systerf  and 
transmission  grid  reqiMe  urgent 
attention,  as  does  ^ifiajor  water 
treatment  plant.  Also  in  need  of 
work:  tjne-international  airport. 


IRAQ 


Bechtel  has  hired  Al-Bunnia  Trading  Co. 
to  build  a  bypass  on  Highway  10  near  the 
bombeth'eut  Al  Mat  Bridge.  Nearly  3,000 
trucks  cross  dally  to  deliver  food  and 
medicine  to  Baghdad  from  Jordan.  It  will 
take  six  months  to  fix  the  originalbTwIge. 


Stretched  Thin 


chtel  is  setting  up  an  outpost  near  Mosul, 
Ipre  its  assessment  group  has  identified  four 
that  must  be  repaired  to  accommodate 
ian  aid. 


Southern  Iraq's  five  power 
stations  light  up  Baghdad.  Fixing 
.35  damaged  towers  on  the  two 
J  400-kilovolt  transmission  lines 
that  run  up  to  Baghdad  is  key 
to  solving  the  capital's  power 
ortage. 


IRAN 

'X, 


I 


In  the  central  city  of 
Al  Hillah,  Bechtel  is 
setting  up  one  of  five 
base  camps  for  its 
field  engineers. 


Most  of  Bechtel's 
so  far  have  focused 
Iraq's  only  deepwate 
port,  at  Umm  Qasr.  1 
company  is  dredgin} 
oving  shipwreck 
unexploded  ordnam 
and  cleaning  grain 


'^. 
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Decades  of  neglect  and  weeks  of  massive 
bombing  have  sliredded  Iraq's 
infrastructure.  Bechtel's  $680  million 
contract  will  barely  put  a  dent  in 
repairing  it  all. 

SAUDI    ARABIA 


Bechtel  has  its  sights  on  a 

ater  treatment  plant  and 

umping  station  in  Basra. 

The  local  airport  probably 

need^repair,  as  well. 


Kuwait'CiffSlmuiJQUlf, 

Sheraton  Hotel  is  the  site 
of  Bechtel's  command-and 
communications  hub. 


the  green  light  early  on  from  Uncle  Sam  {see  box,  p.  65),  and  it 
has  100  senior  managers  in  Iraq  working  14-hour  days,  seven 
days  a  week.  But  many  cities  are  still  without  running  water,  and 
the  country  with  the  second-largest  oO  reserves  in  the  world  is 
importing  gasoline.  Neither  problem  wiU  see  relief  untU  Iraq's 
electrical  grid  is  repaired.  The  grid  can't  be  repaired  with  all  the 
pUlaging  and  sabotage  going  on.  "If  you  get  the  rags  of  civiliza- 
tion back  in  place,  like  water  and  electricity,  then  people  will 
realize  it  isn't  okay  to  loot,"  says  Qiff  G.  Mumm,  Bechtel's  Iraq 
project  chief 

Getting  those  rags  in  place  has  been  a  struggle  on  nearly  all 
fronts.  "There  is  a  gap  between  what  is  needed  and  people's 
expectations  of  what  we  can  do,"  admits  Thomas  Wheelock,  the 
infrastructure  team  leader  in  Iraq  for  the  U.S.  Agency  for  Inter- 
national Development,  which  awarded  Bechtel's  $680  million 
contract.  It  is  a  tiny  down  payment  on  the  $30  billion  to  $100 
billion  needed  to  rebuild  Iraq.  But  AID,  which  has  rarely  handled 
contracts  of  that  size,  has  doled  out  only  5%  of  the  total — barely 
enough  to  get  started  on  the  repairs  to  Iraq's  primary  port  at 
Umm  Qasr.  And  nothing  can  proceed  without  an  approved  job 
order  from  the  agency,  which  often  passes  Bechtel's  requests 
from  Baghdad  or  Kuwait  City  to  Washington,  D.C.  Future  dis- 
bursements will  require  an  okay  from  the  Office  of  Management 
&  Budget  and  notification  to  Congress.  "I  am  not  used  to  asking 


for  permission  every  time  I  have  to  do  something,"  says  Rober 
Sinnott,  who  is  heading  Bechtel's  effort  to  repair  the  port. 

Don't  feel  too  sorry  for  Bechtel,  which  has  1,000  employeejl 
in  the  Middle  East,  where  it  has  done  landmark  work  since  ill 
built  the  Trans-Arabian  pipeline  in  the  1940s.  This  assignment! 
will  almost  certainly  lead  to  more  work  for  the  nation's  sixth-F 
largest  private  company,  which  earned  an  estimated  $160  mil-j 
lion  on  $  1 1 .6  bUlion  last  year.  According  to  sources  familiar  with! 
the  deal,  the  company  will  receive  job  orders  totaling  $600  mil-F 
lion,  leaving  it  and  its  subcontractors  $80  million  for  overheacj 
items — which  Bechtel  has  not  disclosed — and  profits.  But  cost-[ 
plus  projects  often  leave  some  wiggle  room  in  accounting  foij 
fixed  costs  (see  box,  p.  66). 

Still,  to  get  anything  done,  Bechtel  has  had  to  be  enterpris-l 
ing.  Nowhere  is  that  more  obvious  than  in  Umm  Qasr,  when  I 
most  of  the  $34.6  million  AID  has  disbursed  is  being  put  to  us(l 
to  prepare  the  port  to  receive  food  and  reconstruction  materials  j 
A  lot  ot  that  money  is  for  dredging  and  emergency  mobile  gen' 
erators.  Even  before  he  received  authorization  from  AID  to  sub- 
contract work,  Mumm  persuaded  Oak  Brook,  Ill.-based  Greaj 
Lakes  Dredge  &  Dock  Corp.  to  start  the  Dredge  Carolina  on  i 
three-day  trip  from  Bahrain.  Bechtel  also  nudged  Al  Abadl 
Group,  a  construction  firm  from  Basra,  to  supply  manpower  j 
trucks  and  forklifts  to  start  port  repairs  before  getting  prope 
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Claire  M.  Fraser, 

genomic  researcher 

This  comparative  genomics 

pioneer  and  her  genome 

sequencing  team  have 

elevated  the  study  of  DNA 

to  a  higher  level.  Dr.  Fraser  is 

photographed  at  the  expansion  site 

for  The  Institute  for  Genomic 

Research  (TIGR)  w^here  she  is 

president  and  director. 
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Genetic  research  is  rising  to  new  heights.  And  Dr.  Claire  Fraser  is  one  of  the  architects. 

Aided  by  genomic  sequencing  technology,  Fraser  and  her  team  of  scientists  decode  the 

microbes  responsible  for  malaria,  pneumonia,  Lyme  disease,  meningitis  and  more.  Fraser's 

work  will  advance  medical  effectiveness  by  empowering  doctors  to  diagnose  diseases  with 

precision  and  tailor  treatments  to  a  patients  individual  makeup. 

Dr.  Fraser  believes  in  the  power  of  biology  and  computers  working  together.  That's 

why  she  relies  on  her  Tablet  PC.  With  the  Tablet  PC,  she  can  digitally  view  genomic 

sequences.  Analyze  microarrays.  E-mail  discoveries  to  her  team.  Aiid  build  the 

knowledge  base  that  will  propel  yesterdays  research  toward  tomorrows  cures. 

The  Tablet  PC.  It's  the  PC,  evolved. 
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In  the  hands  of  Claire  Fraser. 

ks  a  laptop.  It's  a  simple  pad  and  pen. 

It's  thelablet  PC  running 

MicrosotT  Windows*  XP  Tablet  XKl  Edition 
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BECHTEL  GRntlP 


.ontacts 

or  Contracts 

V  did  Bechtel  Group  get  the  inside  track 
rhe  $680  million  construction  contract? 
he  weeks  before  the  invasion  of  Iraq  the 
.  Agency  for  International  Development 
I  Bechtel  National,  a  unit  that  handles 
ernment  work,  to  expect  a  sensitive  pack- 
et information  about  postwar  recon- 
iction.  Contractors  Fluor,  Louis  Berger 
I  Washington  Group  International  were 
I  invited  to  bid. 

For  two  weeks  20  Bechtelians  tried  to  es- 
jte  the  cost  of  repairing  roads,  airports, 
pitals,  power  plants  and  waste  treatment 
fems.  Impossible,  since  there  was  no  way 
ell  what  would  survive  the  bombing  to 
le.  At  the  same  time,  the  group  looked  for 
ineers  with  the  right  expertise  and  lan- 
ge  skills,  and  tracked  heavy  equipment 
jnd  the  globe,  including  big  machines  be- 
png  to  subcontractors  in  the  region.  When 
htel  got  the  contract  in  mid-April,  it  hardly 
id  surprised.  "There  isn't  another  company 
ours  capable  of  doing  it,"  says  Craig  D. 
»ver,  Bechtel  National's  senior  vice  presi- 


dent, marketing  and  business  development. 

Congress  isn't  so  sure.  Much  of  its  wrath 
over  contracts  has  centered  on  cozy  ties  be- 
tween Halliburton,  the  Houston  oil  services 
firm,  and  its  former  chief  executive  officer, 
Vice  President  Dick  Cheney.  But  Bechtel 
could  be  next.  In  late  April  California  Demo- 
crat and  corporate  scourge  Henry  Waxman 
fired  off  letters  to  AID,  the  Pentagon  and  the 
General  Accounting  Office  demanding  to 
know  why  standard  open-bidding  processes 
were  skirted.  Last  month  the  Senate  Foreign 
Relations  Committee  asked  the  GAO  to 
investigate. 

Don't  expect  a  smoking  pen  in  the  form  of 
a  blatant  quid  pro  quo.  Bechtel  and  its  execu- 
tives have  donated  $1  million— more  than  half 
going  to  Republicans— over  the  last  three 
Congressional  election  cycles,  a  pittance 
compared  with  Philip  Morris,  which  gave  $3 
million  in  soft  money  in  the  2002  election 
alone.  What's  clear  is  that  Bechtel  has  great 
contacts  in  Washington,  D.C.— far  better  than 
most  of  its  rivals.  Chairman  Riley  Bechtel  was 
recently  appointed  to  the  Export  Council,  a 
roundtable  of  executives  that  advises  the 
White  House  on  trade  issues.  Senior  Vice 
President  Jack  J.  Sheehan— a  retired  gen- 


eral—is a  former  member  of  the  Defense  Pol- 
icy Board,  which  advises  Donald  Rumsfeld  on 
military  issues  and  includes  Newt  Gingrich 
and  Dan  Quayle.  Former  secretary  of  state 
George  Schultz  is  on  Bechtel's  board  of  direc- 
tors. Caspar  Weinberger,  secretary  of  defense 
under  Ronald  Reagan  (and  current  chairman 
of  FORBES),  was  the  company's  general  coun- 
sel in  the  1970s.  The  company  also  employs 
its  own  bullpen  of  lobbyists  and  spends  about 
$300,000  a  year  to  keep  other  influence 
peddlers  on  retainer. 

AID  says  it  had  no  contact  with  bidders  dur- 
ing the  selection  process  and  that  its  final  de- 
cision was  influenced  by  tight  deadlines— six 
weeks,  instead  of  the  normal  six  months— not 
favoritism. 

As  for  the  losers,  some  privately  groused 
that  Bechtel  used  its  Washington  muscle  to 
win  contracts.  Others  think  it  could  have 
gone  one  way  or  another.  "All  the  companies 
were  of  stature,"  says  an  executive  who  lost 
out  on  the  bid.  "The  government  couldn't 
have  gone  wrong  with  any  of  them." 

Easy  for  him  to  say.  Bechtel  says  it  plans 
to  subcontract  out  up  to  90%  of  the  con- 
tract—which means  there'll  be  room  at  the 
trough  for  everyone.  —Rob  Wherry 


Pure  dredgery:  Employees  of  Great 
Lakes  Dredge  &  Dock,  whom  Bechtel 
subcontracted,  remove  trash  scooped 
up  from  around  the  port  of  Umm  Qasr. 

approval.  Mumm  knows  how  to  improvise:  The  South  Dakota-born 
engineer  took  over  the  Jubilee  Line  extension  of  the  London  Under- 
ground that  was  two  years  behind  schedule  and  completed  it  in  a  year, 
just  in  time  for  the  miUennium  celebrations. 

Here,  tempers  can  run  short.  Every  day  a  large  group  of  Iraqis  loiters 
outside  the  main  entrance  to  the  port,  holding  cardboard  boxes  to  shade 
their  heads,  waiting  endlessly  for  a  foreman  to  hire  them.  British  soldiers 
in  uniform  gather  in  front  of  the  makeshift  canteen,  keeping  watch,  eat- 
ing candy  bars.  Those  h-aqis  who  have  found  work  at  the  port  got  one  $20 
payment  weeks  ago;  the  approval  for  further  flinds  was  held  up.  Without 
salaries,  they  reflised  to  start  cleaning  the  12-story-high  grain  silos — a  cru- 
cial step  to  receive  large  amounts  of  humanitarian  aid.  Readying  those 
storage  tanks  will  require  $8  million  for  equipment  and  labor.  (Bechtel  has 
issued  its  first  Iraqi  subcontract  to  Al-Bunnia  Trading  Co.  to  buOd  a 
bypass  near  the  war- damaged  Al  Mat  Bridge  in  western  Iraq.) 

The  less  patient  turn  to  looting,  easily  sidestepping  the  ship- 
ping containers  that  were  lined  up  as  makeshift  security  fences,  or 
using  acetylene  torches  to  cut  through  a  gate  put  up  by  the  Army. 
The  storage  rooms  near  the  grain  silos  have  been  gutted  and  left 
empty,  circuit  breakers  ripped  out  of  electrical  boxes,  leaving  only 
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a  few  dangling  wires.  The  furniture  has  all  been  carted  away. 
Even  the  exhaust  fans  from  bathrooms — gone. 

A  similar  problem  afflicts  the  power  system.  Unmanned  sub- 
stations have  been  hit  especially  hard.  Thieves  have  taken  every- 
thing from  cable  switches  and  transformer  parts  to  door  frames 
and  nuts  and  bolts.  Bechtel  engineers  who  meet  with  the  South- 
ern Iraq  Electricity  Co.  in  Basra  each  Sunday  left  a  meeting  think- 
ing one  substation  was  ready  to  go  fully  online,  only  to  return  a 
week  later  to  find  it  had  been  completely  stripped.  "We  don't  yet 
have  a  system  of  protecting  what  we  fix,"  says  project  chief  Mumm. 


The  Big  Dig 


Nobody  knows  how  much  it  will  ultimately  cost 
to  fix  Iraq.  In  that  climate  of  uncertainty  the  U.S. 
Agency  for  International  Development  opted  for 
a  cost-plus,  fixed-fee  deal— a  contract  often 
used  by  governments  to  exert  some  control  over 
costs  and  give  the  contractor  incentive  to 
engage  in  open-ended  work.  The  Pentagon  re- 
sorts to  such  terms  for  weapons  systems;  so  do  hotel  and  casino  developers.  Speed  is  also 
a  factor:  Cost-plus  deals  diminish  negotiating  time  once  the  contractor's  fee  has  been  set. 

But  within  such  limits  there  is  potential  for  abuse,  since  the  contractor  has  no  incentive 
to  contain  expenses.  Most  cost-plus  deals  stipulate  a  certain  amount  for  the  jobs  per- 
formed, which  may  include  equipment,  labor,  transportation,  legal  costs,  clerical  support 
and  so  on— all  under  the  very  general  category  of  "overhead."  But  overhead  can  be  inflated 
to  increase  profits.  Imagine  that  a  contractor  needs  to  buy  10  bulldozers  or  1,000  PCs  to 
finish  a  job.  Should  the  cost  be  laid  to  the  first  customer  or  amortized  over  several  jobs? 
This  kind  of  accounting  dispute,  says  Michael  Garvin,  a  professor  of  civil  engineering  at 
Columbia  University,  often  happens  in  cost-plus  deals. 

Bechtel  and  aid  are  silent  about  the  terms  of  the  deal.  Of  the  $680  million  total,  as 
much  as  $600  million  will  be  attached  to  specific  job  orders,  like  fixing  a  power  plant  or  re- 
pairing a  bridge.  The  company  will  receive  a  fixed  fee— probably  near  7%— plus  overhead 
reimbursements,  potentially  adding  up  to  $80  million.  Typically,  in  such  an  arrangement  a 
contractor  has  little  reason  to  keep  costs  down  and  plenty  of  incentive  to  inflate  its  over- 
head. (Bechtel  says  with  the  world  watching,  it  has  every  reason  to  work  efficiently  in  Iraq.) 

Look  half  a  world  away  at  the  Big  Dig  in  downtown  Boston.  On  a  cost-plus  basis,  Bechtel 
and  New  York-based  Parsons  Brinckerhoff  are  the  management  consultants  on  the  $14.6 
billion  tunnel-and-highway  project.  It  is  $1.6  billion  over  budget.  Bechtel's  and  PB's  manage- 
ment fee  for  20  years  of  work  will  likely  be  $122  million.  Gregory  Sullivan,  the  Massachu- 
setts inspector  general  says  that  fee  does  not  include  millions  of  dollars  in  overhead  that 
has  translated  into  profii  Bechtel  and  PB  say  they  don't  collect  a  penny  more  for  overhead 
than  they  are  entitled  cr    '  r  allocation  of  overhead  [on  the  Big  Dig]  is  rigorously  audited 
by  the  Defense  Con.i  r:  -ency,"  says  Jonathan  Marshall,  a  Bechtel  spokesman. 

Sullivan  says  the  coi  in  Massachusetts  failed  to  create  incentives  to  hold 

Bechtel  and  PB  accountab:  overruns.  In  February  he  issued  a  report  accusing 

Bechtel  of  wasting  $65  miiiio  >  is;  to  anticipate  the  need  to  stabilize  soil  beneath  a 

subway  station.  Bechtel  claims  t.  Jonal  costs  were  inevitable  because  of  unforeseen 

conditions  and  amounted  to  only  $3.4  midion.  The  Massachusetts  Turnpike  Authority  has 
hired  a  retired  judge  to  review  Bechrcl'a  work  for  potential  cost  recovery. 

Bechtel  says  the  Boston  cost  c  errun?  reflect  "legitimate  modifications  to  original 
project  construction  contracts."  It  calls  the  Big  Dig  the  most  complex  urban  engineering 
and  construction  project  in  the  nation  and  claims  its  management  expertise  has  saved  the 
project  as  muct,  ^s  $1.7  billion.  Anticipated  completion  date:  sometime  in  2005.  -N.V. 


Hn«t  t'ViJi 


Bechtel  does  have  a  way  to  protect  its  employees.  London- 
based  Olive  Security  provides  former  British  Special  Air  Service 
troops — one  unarmed  guard  for  every  four  or  so  engineers  who 
go  out  on  a  job — to  drive  and  offer  a  show  of  muscle.  Bechtel! 
can  ask  for  military  escorts  in  the  more  dangerous  areas  likel 
Baghdad.  Around  Umm  Qasr,  about  a  mile  down  the  road  from 
the  barren  grain  silos,  Bechtel  has  built  a  camp  just  outside  some' 
warehouses,  equipped  with  tiny  mobile  homes  and  decoratedlJF 
with  a  T-55  Iraqi  tank  nearby.  i 

A  big  concern  is  all  the  unexploded  ordnance  in  the  channel,! 
mines  left  over  from  as  far  back  as  the 
Iran-Iraq  war  in  the  1980s.  Some  of  thej 
detection  and  removal  is  left  to  diversi 
from  Fort  Lauderdale-based  Titan  Mar- 
itime who  found  a  250-pound  bomb' 
inside  one  of  the  many  shipwrecks.*  ite 
Work  is  slow  along  the  525-foot-widei  j 
route  to  Umm  Qasr's  grain  elevator, 
where  the  Dredge  Carolina  chews  up  the|' 
mud  with  its  3,000  horsepower  cutter 
and  suctions  out  the  loosened  silt. 
Because  of  sea  mines,  it  will  take  eighr 
instead  of  five  months  to  ready  the  portj 
for  75,000-ton  ships.  The  mouthpiece  of 
the  suction  machine  attached  to  the; 
Dredge  Carolina  has  been  fitted  with  a|  ,f|( 
grille  to  keep  it  from  swallowing  large; 
munitions,  but  that  means  pieces  of 
trash  get  caught,  and  someone  has  to 
remove  debris  every  three  hours.  Help' 
ing  the  process  are  magnetometers  that*  s 
detect  the  iron  in  bombs  that  rest  belowj  pai 
the  muddy  waters. 

Dredging  to  a  depth  of  41  feet  will 
make  way  for  the  50,000-ton  ships  carry- 
ing food  that  are  slated  to  reach  the  port 
by  July.  Bechtel  hopes  to  have  all  work  or- 
ders for  the  whole  contract  in  place  by 
mid-August  and  is  moving  most  of  its 
people  up  from  Kuwait  City's  swanky 
Sheraton  Hotel  to  five  camps  in  Iraq,  in- 
cluding one  at  Uday  Hussein's  Baghdad 
palace.  The  company  has  nearly  finished 
assessing  the  power  and  water  systems, 
and  has  established  working  relationships 
with  the  Iraqis  who  manage  them.  While 
diere's  still  very  little  juice  in  Baghdad,  in 
the  rest  of  the  country  it  is  better  than  it 
was  before  the  war,  thanks  largely  to  the 
U.S.  Army  Corps  of  Engineers  and  in- 
dustrious Iraqis;  Bechtel  still  doesn't  '^'^ 
know  when  it  wUl  restore  electricity  to  is 
the  capital.  "The  job  is  utterly  confusing, 
and  I  knew  it  would  be,"  says  Mumm. 
"But  who  else  is  going  to  do  this?"       F 
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The  Solution  to  the  Storage  Management  Dilemma 

jwy  CEOs,  COOs  and  CFOs  are  getting  more  involved  with  buying  computer      leaders:   Either  protect  and  exploit  this 

ems  than  ever  before.  This  isn't  because  they  are  fascinated  with  the  technology,      ^''"^'v  multiplying  wealth  of  data  or  fall 

it  doesn't  mean  they  don't  trust  their  ClOs.  It's  happening  because  they  realize      """^^^  ^^^  ''^^^'  °^  ^°"^Pe^'^°^2  ^ho  do. 

In  order  to  meet  this  challenge,  connpanies 

the  success  of  their  companies  is  inextricably  linked  to  the  optimal  utilization      >„:,|  ^.^w^  t^  ^     .  ^ 

'  ^  will  have  to  overcome  unprecedented  — 

Neir  information  technology  (IT)  infrastructures.  For  these  increasingly  vigilant  and  potentially  hazardous  —  storage 
:utives,  it's  not  a  matter  of  bits  and  bytes,  it's  a  matter  of  dollars  and  cents  and  rnanagement  obstacles.  According  to  a  study 
ding  unreasonable  risk.  ^^  '^'^  Strategic  Research  Corp.,  improper 

storage  management  can  increase  yearly 
;gacy  IT  infrastructures  are  under  siege.  Companies  are      costs  by  a  factor  of  three  to  ten. 

tg  overwhelmed  by  data  and  a  proliferation  of  devices         Looking  at  it  from  a  slightly  different  perspective,  market 
contain  it.  Each  day,  an  increasing  number  of  computer      researcher  IDC  claims  that  the  cost  of  storage  operations  is 
'actions   involving   enormous   amounts   of   text,    video,      six  to  eight  times  the  capital  cost  of  storage  over  the  lifetime 
ihical  and  audio  information  comprise  the  very  act  of  doing      of  the  storage.  Clearly,  something  needs  to  be  done. 
ness.   The   resulting  growth  of  storage 
icity  is  exceeding  the  ability  of  companies 
lanage  it. 

oreover,  data  that  in  the  past  was  used  just 
!  now  gets  accessed  repeatedly.  Customers 
J  direct  online  access  to  data  they  once 
Dniy  on  paper.  Analysts  strive  to  turn  raw 
into  business  intelligence  for  a  compet- 
edge.  Productive  access  to  the  data  that 
ness  depends  on  to  function,  from  email 
jpply  chain  activities,  can  become  prob- 
itic  because  of  the  increasing  consumption 
le  available  bandwidth  to  storage, 
hile  slowed  Web  site  responsiveness 
cost  you  revenue  and  sluggish  computer 
ications  hurt  productivity,  outages  are 
>e.  Being  without  access  to  information 
s  on  average  $330,000  per  hour  —  and 
of  millions  per  hour  for  large,  transaction- 
isive  organizations  —  and  can  quickly 
Jten  the  very  existence  of  your  business. 
IS  poses  a  daunting  challenge  to  corporate 
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Coping  with  the  storage  management  dilemma  is  doubly 
difficult  in  the  face  of  today's  fragile  economy.  Seemingly 
oblivious  to  the  explosion  of  the  amount  of  data  to  manage, 
top  management  has  been  saying,  "Do  more  with  less," 
which  leaves  beleaguered  ClOs  searching  for  magic  that 
somehow  allows  them  to  squeeze  more  productivity  out  of 
their  already  overburdened  IT  staffs. 

Given  this  tighten-the-belt  mentality,  it  is  ironic  that  existing 
storage  subsystems  and  servers  have  proliferated 
everywhere   yet   remain    underutilized. 


centralized  environment  that  is  highly  reliable,  far  easier  1 
manage  and  consequently  less  expensive? 

Consolidation  leads  to  increased  storage  utilization  and  ca! 
improve  overall  business  agility  and  responsiveness  due  1 
increased  data  sharing,  higher  overall  throughput,  and  th\ 
ability  to  deliver  on  higher  service-level  guarantees.  But  whf 
is  perhaps  most  appealing  about  storage  consolidation  is  th 
reduced  complexity:  fewer  systems  need  to  be  managet' 
costly  out-of-storage  conditions  are  eliminated,  and  softwar. 
and  maintenance  costs  decrease. 


"Storage  consolidation  allows  you  to  even  the  playing  fiel 
across  applications,  departments  and  lines  of  business." 

Tony  Prigmore,  Senior  Analyst,  The  Enterprise  Storage  Group 


]fO[ 

The  complexity  of  managing  numerous,  dispersed  storag' 
systems  artificially  inflates  the  total  cost  of  storage  operatior 
by  inhibiting  the  deployment  of  automated  functionality  thi 
can  streamline  storage  administration.  Integrating  or  eliminatlH'' 
incompatible  islands  of  storage  slashes  the  need  for  expensivt 
error-prone  human  intervention. 

"I  think  storage  consolidation  is  very  important,"  says  Mik' 
Fisch,  director  of  storage  and  networking  at  the  Clipper  Grouj' 
"It's  a  way  to  save  on  storage  costs  at  the  end  of  the  day,  ar' 
it's  about  making  storage  easier  to  manage  and  enablir 
users  to  get  better  utilization  of  their  storage  resources." 

Adds  Tony  Prigmore,  senior  analyst  at  The  Enterprise  Storac 
Group,  "Storage  propagation  has  been  largely  out  of  contr 
and  spread  across  disparate  organizations  for  a  long  tirtiip 
Storage  consolidation  allows  you  to  even  the  playing  fie 
across  applications,  departments  and  lines  of  business." 
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Storage  has  migrated  out  to  departments,  across  divisions, 
and  to  an  amazing  degree,  multiplied  within  corporate  data 
centers.  This  growth  in  turn  leads  to  burgeoning  numbers  of 
expensive  software  licenses  for  individual  systems. 

Underutilization  is  so  great  that  on  average  less  than  50% 
of  storage  capacity  is  used,  yet  individual  systems  experiencing 
rapid  data  growth  are  increasingly  vulnerable  to  out-of-space 
shutdowns.  The  inability  of  each  isolated  system  to  share 
excess  capacity  is  symptomatic  of  a  larger  lack  of  interoper- 
ability. Organizations  face  a  storage  management  Tower  of 
Babel  in  which  even  simple  procedures  like  backup  and 
restore  are  difficult.  In  this  chaotic  environment,  islands  of 
storage  are  like  different  balls  that  all  must  be  juggled,  24  x  7. 
These  various  storage  technologies  require  different  manage- 
ment techniques,  are  often  managed  by  different  people,  and 
cannot  uniformly  deliver  rapid  recovery  in  the  event  of  an  out- 
age. Inefficiency  reigns.  Costs  rise.  Balls  drop,  unnoticed  until 
disaster  strikes  and  information  is  unrecoverable. 

What  is  the  antidote  to  this  storage-management  mess? 
How  can  companies  extricate  themselves  from  this  quagmire 
of  incompatibility  and  nonaccountability?  The  cure  is  simple 
but  elegant:  storage  consolidation. 

Storage  Consolidation: 

Reining  in  IT  Expenses  and  Complexity 

Not  surprisingly,  pt  ,ile  with  large  families  prefer  to  buy 
one  large  vehicle  rather  than  two  small  ones.  The  same  principle 
holds  true  with  storage  g,  .terns.  Why  have  many  isolated 
storage  systems  when  the-/  oan  be  consolidated  into  a  single. 
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storage  Consolidation 

Takes  the  Risk  Out  of  Business  Continuity 

Focusing  on  business  continuity  has  become  absolute 
essential  to  a  wide  range  of  organizations.  There  is  no  shorten 
of  horror  stories  documenting  huge  losses  suffered  by  Glob '"9' 
2000  companies  when  their  IT  systems  crashed  or  were  takf 
out  by  disaster.  In  some  cases,  businesses  never  really  recovers 

The  need  for  constant  access  combined  with  heightent 
concerns  over  reliable  backup  and  speedy  outage  recove 
have  led  to  the  demand  for  99.999%,  or  "five  nines," 
uptime.  This  clear  need  has  led  to  the  rapid  proliferation 
sen^/ice-level  agreements  that  require  IT  departments  to  satis 
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Beyond  Capacity  to  Throughput 
Manpower  When  Optimizing 
age  Resources 

hen  It  comes  to  storage  systems,  opti- 
ig  resources  can  be  incorrectly  focused 
ipacity.  In  fact,  the  factor  that  has  come  to 
fore  is  throughput.  This  is  especially 
al  in  realizing  the  benefits  of  storage 
olidation.  Putting  all  your  storage  in  one 
can  be  counterproductive  if  access  is  via 
iriy  straw. 

hanced  throughput  is  required  to  opti- 
bandwidth-hungry  applications.  Online 
actions,  data  mining  and  data  analysis 
jst  a  few  of  the  mission-critical  appli- 
ns  that  heavily  tax  your  storage  systems' 
ighput.  None  of  these  applications  will 
e  their  full  potential  as  long  as  their 
ighput  speeds  are  constrained. 
Tile  capacity  obviously  remains  an 
rtant  consideration,  it  is  no  longer  pre- 
ent.  The  declining  price  per  megabyte 
torage  has  allowed  companies  to 
i/e   they   can    manage   ongoing   data 
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ignated  performance  requirements  for  users  across  a  wide 
je  of  applications.  With  so  much  at  stake,  even  scheduled 
/ntime  has  become  non  grata  in  many  such  agreements. 
torage  consolidation  dramatically  enhances  business 
tinuity  when  best-of-breed,  highly  available  storage 
ems  are  managed  with  best  practices.  Beyond  the 
sased  reliability  of  these  centralized-  ^^^^^a^mmmRt 
s  storage  systems,  consolidation  allows 
ilegant  approach  to  backup  and  restore 

satisfies  the  "fail-safe"  requirement 
Drudent  businesses.  Rapid  recovery 
s  become  simple  enough  to  regularly 
them,  which  can  lower  insurance  pre- 
Tis  and  satisfy  regulatory  requirements, 
cup  windows  and  scheduled  downtime 

be  eliminated,  without  impacting  the 
)rmance  of  ongoing  computing.  This 
ralized  approach  also  supports  multi- 
orm  connectivity  and  facilitates  data 
ange  among  applications  for  maximum 
ness  flexibility. 


growth  on  flat  or  declining  budgets.  If  storage  acquisition  is  jus- 
tified on  such  a  simple  equation,  you  lose  sight  of  the  increas- 
ing need  for  storage  bandwidth  and  the  cost  of  storage  man- 
agement. It  is  critical  to  remember  that  the  price  of  capacity 
does  not  correlate  directly  with  the  value  you  need  to  demand 
from  your  storage  systems. 
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When  John  Kempson  joined  Siemens  Energy  and  Automation  as  director  of  IT 
Operations  and  Services,  the  organization  was  well  into  its  search  for  a  high-end 
storage  platform.  Consolidating  their  storage  was  critical.  Data  was  isolated  in 
various  subsystem  types  spread  out  across  an  infrastructure  connected  to  its  mainframe, 
IBM*  AIX*  and  Windows*  servers.  The  highest  levels  of  the  organization  were 
worried  about  handling  the  demands  being  placed  on  their  Ebusiness  systems,  in 
particular  the  complex  order-configuration  subsystems.  And  they  knew  they  would 
have  trouble  leveraging  historical  data  to  increase  market  share  without  taking  action. 
"The  availability  and  high  performance  of  storage  was  critical  in  order  to  support  all  of 
this  and  in  particular  our  rising  sales  transaction  volumes,"  says  Kempson.  His  previous 
company  had  implemented  a  Hitachi  Data  Systems  Lightning  9900  Series  system  with 
great  success,  so  he  knew  what  it  could  do.  Although  it  was  late  in  the  game,  Kempson 
brought  Hitachi  Data  Systems  into  the  evaluation  mix. 

The  new  guy  and  his  new  machine  were  not  well  received  —  at  first.  Benchmarking 
was  already  well  under  way  and  getting  caught  up  required  extra  work  by  the  Siemens 
team  and  an  impressive  effort  on  the  part  of  Hitachi  Data  Systems  personnel  assigned 
to  the  task.  Perceptions  changed  from  that  close  interaction  —  and  because 
the  Lightning  9960™  system  supplied  by  HDS  blew  away  the  competitors  in  head- 
to-hea*d  testing. 

Now  Siemens  Energy  and  Automation  —  which  produces  factory  automation 
equipment  and  electrical  distribution  equipment  —  has  implemented  a  9900  V  Series 
system  that  is  helping  it  to  centralize  and  simplify  its  former  storage  sprawl. 

According  to  Kempson,  Hitachi  Global  Solution  Services  was  a  big  asset  during  the 
implementation  process,  which  he  describes  as  "almost  transparent"  in  the  mainframe 
side,  and  surprisingly  smooth  in  the  open  systems  Windows  and  AIX  environments. 

"We  ran  into  a  few  twists  and  turns,"  he  comments,  "but  they  were  resolved  very  quickly "j 

Kempson  says  the  ability  of  the  Lightning  9900  Series  systems 
to  flexibly  reallocate  storage  while  scaling  up  quickly  and  easily 
convinced  him  and  his  new  colleagues  that  it  was  the  right 
storage  system  for  them. 

"The  big  thing  was  the  speed  at  which  we  could 
add  and  modify  storage  capacity"  he  says.  "That  was 
greatly  improved  for  both  the  open  systems  and  the 
mainframe.  Hitachi  Data  Systems  is  very  customer- 
focused.  I've  seen  them  deliver  time  and  time  again." 
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The  Hitachi  Data  Systems® 
Approach  to  Storage  Consolidation 

Hitachi  Data  Systems  (HDS)  is  the  only  storage  vendor 
that  leverages  an  open,  standards-based  framework  for 
unified  management  of  two  classes  of  systems:  centralized 
and  distributed.  Centralized  storage  systems  provide  the  kind 
of  massive  consolidation  capabilities  and  scalable  connectivity 
for  the  core  storage  needs  of  an  enterprise. 

Distributed  storage  systems  also  satisfy  important  needs, 
combining  low-cost,  granularly  scalable  capacity  with  high 
performance  for  applications  that  require  their  storage  to  be 
located  away  from  the  core  of  an  enterprise.  But  projects  that 
have  to  deliver  the  benefits  of  consolidation  must  be  based 


"set-and-forget"  management,  protect  data  assets  and  op" 
mize  resources  like  none  of  their  competitors. 

Hitachi  Data  Systems  can  help  you  to  better  assess,  analyz' 
design  and  economically  justify  the  most  approprial 
storage  architecture  to  meet  your  organization's  requirement 
If  you  are  a  typical,  large,  information-intensive  business, 
consolidation  solution  built  around  the  Lightning  9900  V  Serie 
systems  will  be  best. 

Leading  industry  analysts  agree.  According  to  Tony  Prigmoi 
of    The    Enterprise    Storage    Group,    "The 
Lightning  9900  V  [Series]  features  the  maximum 
scalability  in  the  market  today  from  a  capacity 
and  bandwidth  standpoint.  That  means 


It  is  critical  to  remember  that  the  price  of  capacity 
does  not  correlate  directly  with  the  value  you  need  to 

demand  from  your  storage  systems. 


on  centralized-class  storage,  which  is  designed  to  handle  the 
high  throughput  demands  of  the  mixed-application  workloads 
that  characterize  consolidation.  Additionally,  centralized  sys- 
tems are  required  for  any  viable  business  continuity  strategy. 
Putting  distributed-class  systems  in  a  consolidation  role  might 
seem  more  economic  if  you  consider  only  initial  outlay.  Factor 
in  business  risk  and  the  very  real  cost  of  not  meeting  service- 
level  guarantees  and  the  centralized  system  wins. 

Indeed,  while  distributed  storage  systems  clearly  have  a 
large  role  in  dispersed  enterprises,  for  them  to  be  truly  cost 
effective  they  must  operate  under  the  same  unified  and  open 
storage  management  umbrella  as  centralized  storage. 

The  Hitachi  Freedom  Storage'^'^  Lightning  9900^^  V  Series 
family  is  at  the  heart  of  the  HDS  storage  consolidation  strategy. 
The  proven  real-world  effectiveness  of  the  Lightning  Series' 
high-bandwidth-switched  architecture,  and  virtual  ports  that 
enable  plug-and-piay  vendor  compatibility  within  multiple 
secure  host  domains,  are  unmatched.  Unlike  competitors 
whose  throughput  remains  a  marketing  claim  not  backed 
up  by  industry-standard  benchmarks  or  customer-specific 
performance  testing,  the  Lightning  9900  V  Series  is  a  storage 
platform  that  enables  customers  to  confidently  simplify  their 
infrastructures  through  massive  consolidation  without  fear  of 
constricting  critical  data  iccess. 

Combined  with  Hitachi  Freedom  Storage  software  and  the 
HiCommand®  Managempr;  '^ramework,  these  systems  support 


you  can  have  the  most  potential  hosts  connected  to  it,  whicl 
yields  the  greatest  operational  savings." 

Mike  Fisch  of  the  Clipper  Group  puts  it  this  way:  "I  thirj 
the  Lightning  9900  V  [Series]  is  a  great  product.   It's  g^ 
great  performance  and  some  nice  features  that  enable  it 
support  large  environments  with  lots  of  servers  and  different 
operating  systems." 
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Conclusion 

The  unchecked  proliferation  of  storage  systems  has  create 
an  unprecedented  storage-management  crisis  and  left  mar 
enterprise  IT  infrastructures  unsound  for  the  business  lo£ 
they  are  being  asked  to  cam/.  Stymied  by  a  weak  econon' 
and  flat-line  budgets,  ClOs  are  being  told  by  their  C-lev 
superiors  to  fix  the  mess,  maintain  service  levels  and  kee 
their  companies  on  a  competitive  footing. 

Storage  consolidation  can  do  all  this  and  more.  Through  i 
ability  to  centralize  storage  assets,  reduce  storage  manageme 
complexity  and  optimize  existing  resources,  it  offers  a  new  ar 
vibrant  blueprint  for  the  future  of  information  technology. 
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For  more  information  about  Hitachi 
please  visit  www.hds.com. 


—  by  Bruce  Hoa 
i  Data  Svstel  * 
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Jhkries  Schwab  has 
ilammed  its  Wall  Street 
ivals  for  conflicts  of 
nterest.  But  people  who 
ive  in  glass  houses 
lave  to  be  careful  about 
heir  projectiles. 

Y  NEIL  WEINBERG 

CHARLES  SCHWAB  &  CO.  HAS 
turned  Wall  Street's  scandals  into 
an  opportunity.  Soon  after  New 
York  Attorney  General  Eliot 
Spitzer  lambasted  big  brokerage 
rms  for  tainted  research  last  spring, 
:hwab  began  running  the  pig  ad.  "Let's 
it  some  lipstick  on  this  pig,"  a  slick-haired 
oker  says  as  his  salesmen  prepare  to  foist 
dud  stock  on  unsuspecting  investors. 

The  gist:  Schwab  is  different.  Its  model 
"without  the  conflicts  of  interest  that  are 
herent  in  the  structure  of  most  Wall  Street 
ms,"  Chief  Executive  David  Pottruck  was 
loted  saying  late  last  year.  True  or  not 
ae?  Well,  there  isn't  any  car  salesman,  un- 
:rtaker  or  trial  lawyer  who  does  not  make 
nilar  selfless  claims,  and  none  of  these 
•ople  are  in  business  for  their  health.  The 
hwab  chiefs  mission  statement  is  true^ 
bject,  however,  to  Schwab's  need  to  get 
lOugh  revenue  to  pay  its  bills. 

Start  with  the  point  made  by  implica- 
)n  in  Schwab  television  commercials 
out  traditional  brokerage  houses:  They 
?  loath  to  let  their  analysts  put  out  "sell" 
linions  because  they  are  trying  to  get  un- 
rwriting  work.  That's  a  fair  criticism  of 
e  rest  of  Wall  Street.  Schwab  doesn't  do 
)ck  underwritings,  and  it  rates  30%  of 
e  3,500  stocks  it  foOows  a  sell,  the  same 
iction  it  rates  a  buy. 

Beyond  that  point,  however,  the  dis- 
ictions  between  Schwab  and  older  Wall 
-eet  firms  become  less  sharp.  Schwab  es- 
ews  paying  commissions  so  its  brokers 
)n't  be  motivated  to  churn  accounts,  yet 
)ases  bonuses  partly  on  getting  clients  to 
ide  more  often.  Schwab,  just  like  the 
ler  players,  routes  customers'  orders  to 

ief  Executive  David  Pottruck:  a  new  spin 
some  of  the  same  old  conflicts. 
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Buyer  Beware 


Schwab  has  done  well  for  investors  over  the  years,  but  it  is  also  out  for  itself  more  than  some  clients  suspect. 


SCHWAB  PRODUCT/POLICY       WHAT  SCHWAB  SAYS 


WHAT  INVESTORS  SHOULD  KNOW 


Employee  incentives 


Our  incentive  structure  is  designed  to 
reward  our  consultants  when  they  direct 
a  client  to  the  best  type  of  account  or 
advice  service  for  that  client. 


Bonuses  reward  employees  who  bring  in  new  assets 
and  trading  business.  Stock  options  create  incentives 
to  sell  the  most  profitable  products  and  services. 


Schwab's  funds 


In-house  index  funds,  like  the  Schwab  Total 
Stock  Market  Index,  are  touted  as  helping 
individual  investors  achieve  their  goals. 


Vanguard's  equivalent,  on  which  Schwab  earns  only  a  $50 
upfront  fee,  costs  investors  one-third  as  much  to  own. 
Schwab  says  many  clients  shun  upfront  fees. 


Money  market  funds 


Source:  Schwab.com 


Our  own  extensive  array  of  competitive 
proprietary  funds  ...  offer  the  best 
combination  of  service  and  value  to  our 
customers. 


Schwab's  money  market  funds  are  major  profit 
contributors  but  often  charge  higher  fees  and  pay  lower 
yields  than  rival  funds  from  the  likes  of  Vanguard 
and  Fidelity. 


its  own  traders  or  to  firms  that  pay  it  for 
the  business,  but  it  refuses  to  disclose  how, 
and  how  much  money  changes  hands.  And 
Schwab,  just  like  Fidelity  and  Vanguard, 
gets  paid  to  manage  the  401  (k)  programs 
of  big  companies  in  which  it  also  has  its 
funds'  clients  invest.  That  has  the  potential 
for  creating  mixed  allegiances,  but  Schwab 
won't  tell  you  for  which  firms  it  handles 
401  (k)s.  Corporate  clients  might  object. 

"Schwab  would  like  everyone  to  think  it 
doesn't  have  conflicts,  but  that's  not  totally 
true,"  says  Douglas  Schulz,  author  of  Bro- 
kerage Fraud  and  a  plaintiffs'  witness  in  se- 
curities trials.  "Whether  you're  talking 
bonuses,  stock  options  or  commissions,  if 
you  reward  employees  when  clients  buy 
certain  products  or  trade,  there's  a  conflict." 

Schwab  has  done  well  over  the  years  by 
doing  right  by  small  investors.  It  cut  com- 
missions in  the  1970s  when  others  were 
raising  them,  offered  one  of  the  first  mutual 
fund  supermarkets  in  the  1980s  and  dis- 
count online  trading  a  decade  later.  But 
Schwab's  ambition  is  not  to  be  a  pure  dis- 
counter— there  just  isn't  enough  money  in 
$30  online  trades  to  keep  the  lights  on. 
Hence,  its  $3.2  billion  acquisition  in  2000  of 
U.S.  Trust  Co.,  the  gilt-edged  wealth  man- 
ager. Hence,  too,  Schwab's  effort  to  get  peo- 
ple who  come  for  the  discount  trading  to 
buy  other  services,  like  stock  picking  ad- 
vice, insurance  and  mortgages. 

Goodness  knows  Schwab  &  Co.  needs 
the  money  Since  the  go-go  days  of  the  late 
1 990s,  trading  volumes  have  fallen  by  two- 
thirds.  Client  assets  are  down  a  qu.irter  to 
$760  billion.  The  company  has  cul  '',500 
workers  (35%  of  staff)  aiul  eliminated  con- 
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tributions  to  workers'  40l(k)  accounts. 

Employee  incentives  may  be  a  bigger 
part  of  the  Schwab  formula  than  clients 
suspect.  Lisa  Johnson  worked  as  a  Schwab 
phone  rep  handling  day  traders  until  two 
years  ago  (and  has  filed  a  wrongful  termi- 
nation suit  against  the  firm).  When  a 
client's  business  dropped  off,  she  says,  em- 
ployees were  told  to  "warm-call"  them  of- 
fering free  software  upgrades  and  volume 
discounts.  Top  producers  received  bonuses 
of  a  few  thousand  dollars  a  quarter. 

The  company  likewise  says  its  house- 
branded  funds  are  all  about  "helping  indi- 
vidual investors  achieve  their  financial 
goals."  They  don't  do  badly  for  Schwab 
either.  Put  $100,000  into  Schwab's  Total 
Stock  Market  Index  and  you'll  pay  $580  a 
year  in  fees.  That  against  $200  for  the  vir- 
tually identical  Vanguard  Total  Stock  Mar- 
ket Index,  available  via  Schwab  for  a  $50 
transaction  fee. 

Schwab  offers  1,700  outside  funds 
without  even  the  $50  charge,  through  its 
OneSource  supermarket.  For  the  investor 
who  would  otherwise  have  to  contend 
with  a  blizzard  of  paperwork  from  differ- 
ent fund  vendors,  OneSource  is  a  god- 
send. Schwab's  pitch  (like  that  of  Fidelity 
and  others  with  supermarkets):  You  pay 
nothing  extra  for  this  convenience.  That's 
true,  in  the  sense  that  someone  getting  the 
Janus  Twenty  fund  via  Schwab  bears  the 
same  0.83%  annual  expense  ratio  as 
someone  buying  direcdy  from  Janus.  But 
Schwab  extracts  undisclosed  fees  from  the 
fund  vendors  for  acting  as  middleman, 
and  these  fees  necessarily  put  upward 
pressure  on  fund  expense  ratios.  Penny- 


pinching  Vanguard  refuses  to  go  along. 

Do  you  want  the  convenience  of  a 
Schwab  money  market  fimd  to  hold  your 
uninvested  cash?  You'll  pay.  Schwab's  U.S. 
Government  money  market  charges  $1,250 
a  year  in  fees  per  $100,000;  Fidelity's  equiv- 
alent fund  charges  $340. 

Stock  brokering  isn't  the  business  it 
once  was.  There  used  to  be  good  money 
lapping  up  '/8-point  bid/ask  spreads,  espe- 
cially in  over-the-counter  stocks.  But  now 
traders  are  fighting  over  penny  increments. 
Schwab  managed  to  wring  out  $37  of  rev- 
enue per  trade  in  the  first  quarter,  not 
counting  payments  that  marketmakers 
gave  it  for  sending  orders  their  way. 

Schwab  sends  about  one-third  of  trades 
in  New  York  Stock  Exchange-listed  equi- 
ties to  the  Big  Board.  The  majority  go  to 
Chicago  and  Boston,  where  Schwab's  own 
floor  specialists  handle  the  orders  and  earn 
about  0.2  cents  per  share,  or  sell  them  to 
other  brokers.  Another  6%  goes  to  Archi- 
pelago, an  electronic  trading  network  in 
which  Schwab  owns  a  6.8%  stake.  Schwab 
sends  aU  option  orders  to  a  Goldman  Sachs 
unit,  for  a  financial  consideration  it  keeps 
secret.  Schwab  says  it's  motivation  is  high 
quality  execution. 

How  does  a  broker  survive  in  an  era  of 
discounting?  Firms  like  Citigroup  Global 
Markets  (formerly  Salomon  Smith  Bar- 
ney) work  the  interest  spreads — paying 
less  than  1  %  on  cash  balances  but  charg- 
ing upwards  of  6%  to  margin  borrowers. 
It's  no  different  at  Schwab,  which  took  in 
$841  million  last  year,  22%  of  revenue, 
from  interest  spreads.  Same  pig,  different 
lipstick.  F 
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THE  FOLKS  AT  FORD  MOTOR  CAN  BE  FORGIVEN  FOR 
spending  some  time  looking  backward.  June  is,  after  all, 
the  struggling  company's  100th  anniversary.  Thou- 
sands of  classic  Ford  cars  and  trucks  will  be  displayed 
on  the  grounds  of  the  company's  Dearborn,  Mich, 
headquarters.  A  convoy  of  Model  Ts  will  cross  the  country  in  a 
homespun  parade. 

But  even  as  that  celebration  ensues,  family  scion  William 
Clay  Ford  Jr.  urgently  needs  to  map  out  what  the  next  few 
decades  might  look  like.  If  Ford  takes  a  wrong  turn,  by  the  time 


Bill  Fbitl's 

Next  Act 


vision  for  the  company  by  the  end  of  the  year.  Says  Bill  Ford: 
"It's  taking  a  critical  look  at  us  today  and  then  anticipating; 
where  the  world's  going  to  be  in  10  or  20  years,  and  asking,  'Are 
we  aligned  to  get  there?' " 

It's  somewhat  reminiscent  of  Henry  Ford  II's  famous  Whizj 
Kids — people  like  Robert  S.  McNamara  and  Arjay  Miller,  who] 
were  brought  in  from  the  U.S.  military  after  World  War  II  to 
turn  around  a  company  then  in  dire  shape.  But  rather  than  tapJ 
ping  outside  talent,  Gilmour  is  rounding  up  promising  junior 
executives,  many  of  them  in  their  early  40s,  with  experience  in 
areas  like  finance,  economics  and  corporate  strategy. 
They'U  work  with  Ford's  next  generation  of  leaders- 
people  like  Mark  Fields,  group  vice  president  of  Ford's 
Premier  Automotive  Group,  and  Martin  Leach,  presi- 
dent of  Ford  of  Europe — to  shape  a  strategy.  On  the 
table  is  everything  from  whether  Ford  should  con- 
tinue to  make  its  own  engines  to  whether  it's  even 


operating  in  the  right  countries. 


He  yanked  the  wheel  at  Ford  Motor  and 
saved  it  from  disaster.  Now,  he's  secretly 
mapping  out  a  new  route. 


BY  JOANN  MULLER 


it  completes  its  five-year,  $9  billion  turnaround  plan  in  2007  the 
company  may  well  find  itself  left  behind  as  a  smaller,  second-tier 
automaker. 

Hence  we  now  have  Bill  Ford,  Act  2.  Act  1  kicked  off  18 
months  ago,  when  he  ousted  Jacques  A.  Nasser  as  chief  execu- 
tive. He  has  spent  most  of  his  time  trying  to  undo  the  damage 
caused  by  Nasser's  grandiose  strategy  for  turning  the  automaker 
into  an  Internet-oriented  consumer  company.  The  company  is 
still  struggling,  but  seems  to  have  stabUized  for  now.  First-quar- 
ter earnings,  at  $896  million,  were  twice  what  Wall  Street 
expected,  and  its  share  of  the  market  has  rebounded  slightly,  to 
21.2%  so  far  in  2003. 

Now  that  he's  got  a  little  breathing  room,  it's  time  for  Bill 
Ford  to  decide  where  the  company  is  headed.  He  doesn't  want  to 
distract  the  340,000  employees  ft-oni  the  unfinished  business  of 
turning  the  company  arounc.  So  he  has  plucked  a  handfial  of  the 
company's  brightest  thinkers,  led  bv  Chief  Financial  Officer 
Allan  Gilmour,  to  conduct  a  top-to-botlom  review  of  Ford's 
global  strategy.  Their  mission:  ho!>  him  establish  a  strategic 


Which  brands  will  survive? 

A  shift  is  already  under  way  from  bread-and-butter 
Fords,  Lincohis  and  Mercurys  to  higher-margin  luxury 
brands.  While  Lincoln  and  Mercury  finally  have  new 
products  in  the  pipeline,  they're  mosdy  dressed-up  ver- 
sions of  mass-market  Fords,  says  Merrill  Lynch  analyst 
John  Casesa.  "In  the  past,  this  company  used  to  be 
Ford,  Lincoln  and  Mercury.  In  the  future,  it'll  be  Ford, 
Volvo,  Jaguar  and  Land  Rover.  Those  will  be  the  pil- 
lars," he  says.  Volvo,  for  instance,  which  recendy  added 
a  sport  utility  vehicle  to  its  lineup,  will  soon  get  a  small  car  and 
another  SUV. 

And  why  not?  Those  European  luxury  brands  carry  more 
cachet  than  Lincoln,  whose  market  share  has  been  sinking  for 
years.  If  Ford  truly  wanted  to  revive  Lincoln,  it  would  have  to 
pour  billions  into  new  products,  as  General  Motors  has  done  with 
Cadillac.  At  least  with  Jaguar,  Volvo  and  Land  Rover  it  has  a  rion- 
ning  start.  Ford  swears  it's  committed  to  both  Lincoln  and  Mer- 
cury. But  it  can  maintain  distinctions  among  only  so  many 
brands  as  they  increasingly  share  the  same  imder-the-skin  archi- 
tecture and  components. 

Where  will  the  technology  come  from? 

One  clue  to  the  ftiture  is  a  project  that  Ford  and  General  Motors 
are  undertaking  joindy.  The  two  rivals  are  developing  a  high-vol- 
ume, six-speed  automatic  transmission  suitable  for  fi-ont-wheel- 
drive  cars.  It  should  be  ready  near  the  end  of  the  decade. 

In  the  past  these  rivals  would  have  developed  their  own  pov 
ertrains,  because  a  car's  engine  and  transmission  were  often 
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Confessions  of  the  World's  Most  Demanding  ClOs. 


remote  contro 


"FedEx  is  global  in  a  big  way,  and  we  need  the  tools  to  manage  a 
network  that  reaches  every  corner  of  the  planet  — systems  to  monitor 
Flights  to  over  200  countries,  track  nearly  6  million  packages  a  day  and 
power  fedex.com.  Total  control  is  critical.  Being  on  time  is  everything. 

"HP  prescribed  the  perfect  management  solution  using  HP  OpenView. 
Now  we  oversee  data  centers  in  far-flung  places,  all  from  key  central 
ocations.  And  we  can  automate  workload  balancing  and  boost 
support  to  hotspots  before  problems  affect  customers  — whatever  the 
lardware  or  platform. 

"This  lets  our  IT  personnel  focus  on  running  the  business  smoothly 
and  decreases  costs  in  a  major  way.  No  pun  intended,  but  HP 
eally  delivered." 

=edEx  demonds  more  from  IT  arid  HP  makes  sure  th 


^eryfhing  is  possible 


www.hp.com/go/demandmore 


m 


invent 


Charlie  Bell,  VP  Technology  Infrastructure,  Amazon.com 


Confessions  of  the  World's  Most  Demanding  ClOs. 


"Managing  growth  and  more  growth  is  critical  for  Amazon.com. 
Ve've  partnered  with  thousands  of  new  global  merchants,  so  we  needed 
I  seamless,  sure-fire  way  to  work  with  all  of  them. 

"HP  came  in  with  an  open  agendo,  partnering  with  our  own  engineers 
3  migrate  to  a  totally  standards-based  system. 

"We  were  able  to  support  our  ever-increasing  retail  partners;  and  HP 
lode  sure  our  system  could  handle  the  heavy  loads,  especially  during 
ie  holidays.  All  this,  while  we  also  cut  our  IT  costs  and  lowered  prices 
5r  our  customers. 

"Our  IT  has  to  deliver  thousands  of  novels,  DVDs  and  flat-front  khakis 
very  second.  And  every  day  our  expectations  — and  our  customers' 
xpectations  — keep  getting  higher.  How  high  is  the  moon?" 


erything  is  possibk 


www.hp.com/go/demandmore 
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FORD 

closely  identified  with  the 
vehicle.  But  with  so  much 
competition  firom  abroad, 
and  with  so  many  com- 
peting future  powertrain 
technologies  out  there — 
electric  hybrids,  clean 
diesels  and  hydrogen  fuel 
cells — companies  can't 
afford  to  go  it  alone,  says 
David  Cole,  chairman  of 
the  Center  for  Automotive 
Research  in  Ann  Arbor, 
Mich.  Says  Cole,  "What 


In  1946  Henry  Ford  II  hired  a  team  from 
up  Ford.  Nephew  Bill  is  now  assembling 


the  Army— the  "Whiz  Kids"— to  clean 
a  team  to  plot  strategy. 


to  improve  the  fuel  ec'on-l 
omy  of  its  SUVs  by  25%  in 
five  years. 

Bill  Ford  insists  his^ 
commitment  to  the  envi-j 
ronment  hasn't  wavered,! 
and  he  offers  as  evidencd: 
his  pet  project,  an  eco-ii 
friendly  manufacturing 
plant  opening  next  year  in! 
Dearborn.  But  it's  tough 
to  push  a  green  agenda,  he; 
says.  "As  long  as  gasoline.! 
is  cheaper  than  bottled 


Jlownhill 


they're  saying  is  the  six-speed  transmission  has  become  kind  of  a 
commodity.  This  is  new-business-model  thinking." 

Where  should  Ford  place  its  bets  globally? 

Expansion  in  China,  where  Ford  is  way  behind  other  automakers, 

is  clearly  on  Bill  Ford's  agenda.  Ford  only  began  producing  sedans 

there  in  January,  in  a  $98  million  joint  venture  with  Changan 

Automotive,  China's  fourth-largest  car  company 

(Ford's  been  building  vans  there  since  1997).  GM 

and  Chrysler  have  had  operations  in  China  for 

years.  Bill  Ford  favors  a  more  measured  approach 

than  his  company  has  used  in  other  emerging 

markets,  such  as  South  America,  where  Ford 

invested  heavily.  Alas,  Ford  continues  to  lose 

money  in  South  America.  At  a  recent  meeting 

with  investors  Ford  officials  said  South  America 

was  on  the  cusp  of  breaking  even,  with  the  help  of 

two  promising  new  vehicles.  But  if  South  America 

doesn't  improve  soon.  Ford  may  well  decide  its 

money  is  better  spent  in  other  parts  of  the  world. 


Can  Bill  Ford  get  his 
company— and  its  stock- 
out  of  its  slump? 
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Source:  FT  Interactive  Data  via 
FactSet  Research  Systems. 
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How  environmentally  friendly? 

Ford  must  decide  how  serious  it  is  about  develop- 
ing cleaner,  more  efficient  engines.  Bill  Ford  is  an 
avowed  environmentalist,  and  yet  his  company  is  four  years 
behind  Toyota  and  Monda  in  bringing  hybrid  electric  vehicles  to 
showrooms.  Ford's  first  hybrid  vehicle,  a  version  of  the  compact 
Escape  sport  utility  won't  go  on  sale  until  late  2004.  It  also  plans 
a  hybrid  version  of  the  upcoming  Ford  Futura,  a  midsize  sedan  voting  power  through  its  preferred  shares,  is  also  backing  Bill  Ford, 
due  in  2005.  The  compo.n)'  has  been  criticized  by  environmental-  "He  was  left  a  hornet's  nest,"  says  his  cousin,  Charlotte  Ford.  "1 
ists  for  backing  off  its  headline-grabbing  promise,  made  in  2000,      don't  think  you  get  out  of  that  thing  overnight."  F 


water  in  this  country,  people  are  saying,  'Give  me  the  biggest 
engine  you've  got.'  And  we  cannot  fight  that." 

While  contemplating  such  issues.  Bill  Ford  has  plenty  of 
immediate  problems  on  his  plate.  The  company  is  late  in  intro- 
ducing flexible  manufacturing,  which  allows  production  of  three, 
or  more  vehicle  types  on  a  single  assembly  line.  And  it's  just 
beginning  a  radical  overhaul  of  its  product- 
design  process  to  mimic  the  success  of  rivals  like 
Toyota.  By  sharing  under-the-skin  components 
among  many  models.  Ford  plans  to  squeeze  outi 
waste  and  speed  development  time.  It  will  be  at 
least  two  years  before  the  new  system  bears  fruiti 
The  Ford  Futura  is  the  first  of  as  many  as  10  new 
Ford,  Lincoln  and  Mercury  models  to  be  built  off 
the  same  underpinning  used  for  the  Mazda  6 
midsize  sedan.  (Ford  has  a  controlling  stake  in' 
Mazda.)  In  all.  Ford's  domestic  brands  plan  to: 
introduce  65  new  or  redesigned  vehicles  in  the 
next  five  years. 

Ford's  revitalization  is  a  long-term  project,  and 
with  demand  for  cars  declining,  all  the  secret  com- 
mittees in  the  world  won't  guarantee  its  success. 
For  now  the  company's  board  is  squarely  behind 
BUI  Ford.  "His  game  plan  seems  to  be  sensible,"  says  director 
Robert  Rubin,  the  former  Treasury  Secretary  and  chairman  ol 
Citigroup's  executive  committee.  "But  obviously,  he's  got  a  long 
way  to  go."  Not  surprisingly,  the  Ford  famOy,  which  controls  40% 


lulurama 

Ford  is  hoping  to  reinvlgorate  sales  by  rolling  out  65  new  Fords,  Mercurys  and  Lincolns  over  the  next  five  years.  Here's  a  preview. 
Mustang  ?^^^^^^^<^^^^^B^|  Mercury  Montego  lJJJ4.-\t'iWi  ''^■B  Futura 
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The  simplicity  of  one  fund. 
The  diversity  of  many. 


T.  Rowe  Price  Spectrum  Income  Fund  (RPSIX)  seeks  to  provide  a  high  level 
of  income  by  investing  in  a  diversified  portfolio  of  income-producing  funds. 

It  invests  in  up  to  nine  T.  Rowe  Price  mutual  funds,  each  chosen  to  rep- 
resent a  specific  market  segment.  This  helps  the  fund  reduce  the  impact 
of  declining  markets  and  take  advantage  of  strong  performance  in  others. 

In  one  step,  you  can  benefit  from  a  diversified  portfolio  that  pursues 
high  income  with  reduced  risk. 

Yield  and  share  price  will  fluctuate  as  interest  rates  change.  Investors 
should  note  that  if  interest  rates  rise  significantly  from  current  levels, 
bond  fund  total  returns  are  likely  to  decline  and  may  even  turn  negative 
in  the  short  term.  No  sales  charges. 

Open  an  account  online  or  call  us  today. 


TROWEPRICE.COM/SPI 


4.52% 

Current  30-day 
yield  as  of  4/30/03 


1-800-341-0787 


T.RoweRice 


® 


INVEST    WITH    CONFIDENCE 

/  97%  a  R9%    7  \1^/ 

M.IoiZL^A,-  •(/"''  /  ■  •  ,       ?  ft  "^^  '"f  ^  '■■  ^■'  ^"^  "'■^^?'  ^'^"^^  ^"""^' """'  '^'"'"^'  respectively,  (or  Ihe  periods  ended  3/31/03.These  figures  include  changes  in 

ZZJ,  !     "^^ '"'' ""'"'  9f  ,<ii5tributions.  InvestmenI  relurn  and  principal  value  will  vary,  and  shares  may  be  worlh  more  or  less  at  redemption  than  at  original  purchase  For 

pdated  performance  information,  please  visit  our  Web  site  or  contact  a  I.  Rowe  Price  representative.  Past  performance  cannot  guarantee  future  results 

or  more  mlofmation,  including  risks,  fees,  and  expenses,  request  a  fund  profile  or  prospectus:  read  it  carefully  before  investing 

.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  SPIfl67 1 H 


RAMBLING  GIVEAWAYS 


Jackpot! 


State  pols  are  giving 
away  slot  machine 
monopolies  worth 

billions    by  ira  carnahan 


IN  1996  PENN  NATIONAL  GAMING,  A  THEN-LITTLE-KNOWN 
horse  track  operator  in  Wyomissing,  Pa.,  gambled 
$750,000  on  an  option  to  buy  a  moneylosing  track  in 
Charles  Town,  W.Va.  The  attraction:  The  track  might  win 
approval  as  one  of  the  state's  four  slot  machine  sites.  It 
did.  For  just  $22  million,  Penn  Notional  locked  up  a  gam- 
bling monopoly  stretching  140  miles  in  every  direction.  Last 
year  the  refurbished  Charles  Town  "racino"  generated  39%  of 
Penn  National's  $660  million  in  revenue  and  nearly  half  of 
its  $140  million  in  operating  income  (net  before  deprecia- 

82      V    O    R    B    K   S   •   lune  2.^  2U()3 


tion,  interest  and  taxes). 

Now  Penn  National  is  hoping! 
to  hit  the  jackpot  again — this  time 
in  Pennsylvania,  where  Governor' 
Edward  Rendell  wants  to  give  slots 
licenses  to  the  state's  horse  tracks, 
including  two  owned  by  Penni 
National.  "The  most  important 
thing  we  can  do  for  this  company 
right  now  is  to  try  to  get  slot 
machines  approved  at  our  two 
racetracks,"  Penn  National  Chief 
Executive  Peter  Carlino  told  ana-< 
lysts  recently. 

With  most  states  facing  deficits, 
a  goodly  number  are  looking  ti 
tap  a  new  source  of  revenue  fro: 
slot  machines  and  video  lotter 
terminals.  Yet  hard  up  as  the  states 
are,  they're  giving  away  these  valu- 
able betting  monopolies,  rather 
than  auctioning  them  off  to  the 
highest  bidders.  Pennsylvania,  foi 
example,  could  eventually  colled 
$775  million  a  year  from  a  35%  tax 
on  the  tracks'  winnings  from  slots 
the  Rendell  administration  pro- 
jects. But  consider  what  it's  leaving 
on  the  table:  Maryland  investment 
banker  and  valuation  expert  Jeffre) 
Hooke  calculates  the  licenses  at 
Pennsylvania  tracks  are  worth  $2.1 
billion. 

In  Ohio,  legislators  are  weighing 
a  proposed  referendum  to  gran 
slots  licenses  to  track  owners.  Hoofci 
estimates  the  worth  of  the  licenses  at  $1.8  billion.  In  Michigi 
which  already  has  casinos,  the  House  of  Representatives  receni 
passed  a  bill  giving  slots  licenses  to  seven  tracks.  In  New  York,  ei] 
tracks  will  soon  be  able  to  set  up  slots  under  licenses  handed  ou 
by  the  state.  And  slots  licenses  for  horse  and  dog  tracks  have  akead] 
been  granted  without  bidding  in  Louisiana,  Iowa,  New  Mexico 
Delaware  and  Rhode  Island,  as  well  as  West  Virginia,  says  Benne 
Liebman  of  Albany  (N.Y.)  Law  School's  Program  on  Racing  ai 
Wagering  Law. 

The  windfalls  from  these  government-granted  monopoli 


When  I  find  something  that  really  works,  I  stick 
with  it.  And  it  looks  like  I've  got  lots  of  company. 

-Head  Coach  Dan  Reeves 


_    My  doctor  told  me  that  along  with 
healthy  diet  and  exercise,  ZOCOR  could  lower  my  cholesterol,  which  is  what  I  really  needed  to  do.  I've  always  felt 

tested  medlcatiogJ^imligyl^jig^Bl^ll^^iesterol?  ZOCOR  really  got  it  down. 

^^^^^^^  ^^^^^^^^^  A  clinical 

Jidy  among  people  wH^M^terol  and  heart  dMMNPI^^wer  deaths  from  heart  attack  among 
tose  taking  ZOCOR.*  One  tablet,  taken  once  a  day,  can  help  people  with  high  cholesterol  and  heart  disease  live  a 

iPpSfSSPrPinP  ZOCOR  is  a  prescription  medicine  and  isn't  right  for  everyone,  including  women  who  are 
jrsing  or  pregnant  or  who  may  become  pregnant,  anyone  with  Ihrer  problems,  and  people  who  are  allergic  to  any 
^dlents  of  ZOCOR.  Unexplained  muscle  pain  or  weakness  could  be  a  sign  of  a  rare  but  serious  side  effect  and 
lould  be  reported  to  your  doctor  right  away.  Your  doctor  may  do  blood  tests  before  and  during  treatment  with 
)COR  to  check  for  Ihrar  problems.  To  avoid  serious  side  effects,  discuss  with  your  doctor  medicine  or  food  you 
KMild  avoid  while  on  ZOCOR  (see  details  immediately  following  this  sd). 


hen  diet  and  exercise  are  not  enough,  ask  your  docto^HMpHght  for  you.  For  more  information  and  the 
Be  Guide  for  Managing  High  Ciioiesterol,  call  1-800-MERCK-75  or  visit  zocor.com. 


)UR  RESULTS  MAY  VARY. 

LEASE  READ  THE  ADDmOI^LlNroRMATlbN  ABOUT  Lo^  THIS  AD 

1  on  111/9  ??l  fZOCOR)vs  189/2.223  (placebo). 
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It's  your 


ZOCOR 

(SIMVASTATIN) 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  AND  THEN  ASK  YOUR  DOCTOR  ABOUT 
ZOCOR.  NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO 
PRESCRIBE  A  DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL 
DISCUSSIONS  WITH  YOUR  DOCTOR.  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING  TO 
VI/EIGH  THE  RISKS  AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF  ZOCOR 

ZOCOR  is  a  prescfiplion  drug  that  is  indicated  as  an  addition  to  diet  for  many  patients  with  high  cholesterol  when 
diet  and  exercise  are  inadequate.  For  patients  with  coronary  heart  disease  (CHD)  and  high  cholesterol,  ZOCOR 
is  indicated  as  an  addition  to  diet  to  reduce  the  risk  of  death  by  reducing  coronary  death;  to  reduce  the  risk  of 
heart  attack;  to  reduce  the  risk  for  undergoing  cardiac  procedures  (coronary  artery  bypass  grafting  and  percuta- 
neous transluminal  coronary  angioplasty);  and  to  reduce  Ihe  risk  of  stroke  or  transient  ischemic  attack  (TIA), 

WHEN  ZOCOR  SHOULD  NOT  BE  USED 

Some  oeoDie  should  not  take  ZOCOR,  Discuss  this  with  vour  doctor. 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  of  its  ingredients.  In  addition  to  the  active 

ingredient  simvastatin,  each  tablet  contains  the  following  inactive  ingredients:  cellulose,  lactose,  magnesium 

stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch.  Butylated  hydroxyanisole  is  added  as  a  preservative. 

Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  repeated 

blood  test  results  indicating  possible  liver  problems,  (See  WARNINGS.) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it  may 

harm  the  fetus  Women  of  childbearing  age  should  not  take  ZOCOR  unless  it  is  highly  unlikely 

that  they  will  become  pregnant.  If  a  woman  does  become  pregnant  while  on  ZOCOR,  she  should  stop 

taking  the  drug  and  talk  to  her  doctor  at  once. 

Women  who  are  breast-feeding  should  not  take  ZOCOR, 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  if  you  experience  any  unexplained  muscle  pain, 

tenderness,  or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can  decide 

if  ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness  while  taking 

ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney  damage.  The  risk  of 

muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs  along  with  ZOCOR: 

•  Cyclosporine,  itraconazole,  ketoconazole,  erythromycin,  clarithromycin,  HIV  protease 
inhibitors,  the  antidepressant  nefazodone,  or  large  quantities  of  grapefruit  juice 
(>1  quart  daily),  particularly  with  higher  doses  of  ZOCOR. 

•  Gemfibrozil,  other  fibrates,  or  lipid-lowering  doses  {t^  g/day)  of  niacin,  particularly  with 
higher  doses  of  ZOCOR. 

•  AmJodarone  or  verapamil  with  higher  doses  of  ZOCOR. 

The  risk  of  muscle  breakdown  is  greater  at  higher  doses  ol  simvastatin. 

Because  the  risk  ol  muscle  side  effects  Is  greater  when  ZOCOR  is  used  with  the  products  listed 

above,  the  combined  use  of  these  products  should  be  avoided  unless  your  doctor  determines 

the  benefits  are  likely  to  outweigh  the  increased  risks. 

If  your  doctor  determines  that  the  benefits  of  combined  use  ol  ZOCOR  with  gemfibrozil,  other 

fibrates,  or  niacin  likely  outweigh  the  increased  risk  of  muscle  problems,  the  dose  ol  ZOCOR  should 

not  exceed  10  mg  daily.  No  more  than  10  mg/day  of  ZOCOR  should  be  taken  with  cyclosporine. 

The  combined  use  of  verapamil  or  amiodarone  with  doses  above  ZOCOR  20  mg  should  be 

avoided  unless  your  doctor  determines  the  benefits  outweigh  the  increased  risk  of  muscle 

breakdown. 

Your  doctor  should  also  carefully  monitor  for  any  muscfe  pain,  tenderness,  or  weakness, 
particularly  during  the  initial  montfis  of  therapy  and  if  the  dose  of  either  drug  is  increased. 
Your  doctor  also  may  monitor  the  level  ol  certain  muscle  enzymes  in  your  body,  but  there  is 
no  assurance  that  such  monitoring  will  prevent  the  occurrence  of  severe  muscfe  disease. 
The  risk  of  muscle  breakdown  Is  greater  In  patients  with  kidney  problems  or  diabetes. 
If  you  have  conditions  that  can  increase  your  risk  of  muscle  breakdown,  which  in  turn  can 
cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also,  since 
there  are  no  known  adverse  consequences  ol  briefly  stopping  therapy  with  ZOCOR,  treatment 
should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any  major  acute 
medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can  explain  these 
conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  In  clinical  trials  developed  elevated  levels  of 
some  liver  enzymes.  Patients  who  had  these  increases  usually  had  no  symptoms.  Elevated  liver  enzymes 
usually  returned  lo  norma!  tovels  when  therapy  with  ZOCOR  was  stopped. 

In  the  ZOCOR  Survival  Stuov,  the  number  of  patients  with  more  than  1  liver  enzyme  level  elevation  to  greater 
than  3  times  the  normal  upp'  r  iirrt  v/.i^  nij  iiitferent  between  Ihe  ZOCOR  and  placebo  groups.  Only  8  patients 
on  ZOCOR  and  5  on  placebo  disci)iii,ni!-d  ihtirapy  due  to  elevated  liver  enzyme  levels.  Patients  were  started 
on  20  mg  of  ZOCOR.  and  one  third  haJ  their  dose  raised  to  40  mg. 

Your  doctor  should  perform  roiiilnB  blood  tests  to  check  these  enzymes  before  you  start 
treatment  with  ZOCOR  and  pericJicaily  thereatter  (lor  example,  semiannually)  lor  your  first 
year  of  treatment  or  until  1  year :  tier  yonr  last  elevation  in  dose.  Patients  titrated  lo  the  80- 
mg  dose  should  receive  an  addii:  ■  ■;  i%s'  si  ?  months.  If  your  enzyme  levels  increase,  your  doctor 
should  order  more  frequent  tests.  If  y*  veis  remain  unusually  high,  your  doctor  should 

discontinue  your  medication. 

Tell  your  doctor  about  any  liver  disease  yo.  :   he  past  and  about  how  much  alcohol  you  con- 

sume ZOCOR  should  be  used  with  caution     ,      I  .  insunie  large  amounts  of  alcohol. 

PRECAUTIONS 

Before  starting  treatment  with  ZOCOR,  try  io  lov/er  your  cholesterol  by  other  methods  such  as  diet, 
exercise,  and  weight  loss.  Ask  your  doclor  abo"!  in*  best  lo  do  this.  Any  other  medical  problems  that  can 
cause  high  cholesterol  should  also  be  treated 
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Drug  Interactions:  Because  of  possible  serious  drug  interactions,  it  is  important  to  tell  your  doctor  wti 
other  drugs  you  are  taking,  including  those  obtained  without  a  prescription.  You  should  also  tell  other  docto 
who  are  prescribing  a  new  medicine  for  you  that  you  are  taking  ZOCOR*  (simvastatin). 
ZOCOR  can  interact  with  Ihe  following: 

•  Itraconazole 

•  Ketoconazole 

•  Erythromycin 

•  Clarithromycin 

•  HIV  protease  inhibitors 

•  Nefazodone 

•  Cyclosporine 

•  Large  quantities  of  grapefruit  juice  (>1  quart  daily) 
The  risk  of  myopathy  is  also  increased  by  the  following  lipid-lowering  drugs  that  can  cause  myopathy  wtij|)i( 
given  alone: 

•  Gemfibrozil 

•  Other  fibrates 

•  Niacin  (nicotinic  acid)  (>1  g/day) 

The  risk  of  muscle  breakdown  is  increased  with  other  drugs: 

•  Amiodarone 

•  Verapamil 

Some  patients  taking  lipid-lowering  agents  similar  to  ZOCOR  and  coumarin  anticoagulants  (a  type  of  blor 
thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time.  Patients  taking  these  medicine 
should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continue  to  be  monitored 
Central  Nervous  System  Toxicity;  Cancer,  Mutations,  Impairment  of  Fertility:  Like  me 
prescription  drugs,  ZOCOR  was  required  to  be  tested  on  animals  before  if  was  marketed  for  human  use, 
thece  tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve  at  recommended  dosin 
In  some  tests,  the  animals  had  damage  to  the  nerves  in  the  central  nervous  system.  In  studies  of  mice  with  hi|l 
doses  of  ZOCOR,  the  likelihood  of  certain  types  of  cancerous  tumors  increased.  No  evidence  of  mutations  ol  k 
damage  to  genetic  material  has  been  seen.  In  1  study  with  ZOCOR,  there  was  decreased  fertility  in  male  rats' 
Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus 

Saletv  in  oreonancv  has  not  been  established.  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR,  there  ha|ii\ 
been  rare  reports  of  birth  defects  of  the  skeleton  and  digestive  system.  Therefore,  women  of  childbearing  a 
should  not  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant.  If  a  woman  does  become  pref 
nant  while  taking  ZOCOR,  she  should  stop  taking  the  drug  and  talk  to  her  doclor  at  once.  The  active  ingredii 
of  ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3  times  the  human  do! 
Nursing  (Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk.  Because  oft 
potential  for  serious  adverse  reactions  in  nursing  infants,  a  woman  taking  ZOCOR  should  not  breast-feed,  (S 
WHEN  ZOCOR  SHOULD  NOT  BE  USED.) 

Pediatric  Use:  ZOCOR  is  not  recommended  for  children  or  patients  under  20  years  ol  age. 
Geriatric  Use:  Higher  blood  levels  of  active  drug  were  seen  in  elderly  patients  (70-78  years  of  age)  coi' 
pared  with  younger  patients  (18-30  years  of  age)  in  1  study.  In  other  studies,  the  cholesterol-lowering  effer 
of  ZOCOR  were  at  least  as  great  in  elderly  patients  as  in  younger  patients,  and  there  were  no  overall  dit 
ences  in  safety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range. 

SfOE  EFFECTS 

IVIost  patients  tolerate  treatment  with  ZOCOR  well;  however,  like  all  prescription  drugs,  ZOCOR  can  cause  si- 
effects,  and  some  of  them  can  be  serious.  Side  effects  that  do  occur  are  usually  mild  and  short-lived,  Onlyyc 
doctor  can  weigh  the  risks  versus  the  benefits  ol  anv  prescription  drug.  In  clinical  studies  with  ZOCOR,  le 
than  1 ,5%  of  patients  dropped  out  of  Ihe  studies  because  of  side  effects.  In  a  large,  long-term  study,  patier 
taking  ZOCOR  experienced  similar  side  effects  lo  those  patients  taking  placebo  (sugar  pills).  Some  of  the  si 
effects  that  have  been  reported  with  ZOCOR  or  related  drugs  are  listed  below.  This  list  is  not  comoleti 
to  ask  vour  doctor  about  side  effects  belore  taking  ZOCOR  and  to  discuss  anv  side  effects  that  occur 
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Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas.  heartburn,  stomach  pain/cramps,  anorex 

loss  of  appetite,  nausea,  inflammation  of  the  pancreas,  hepatitis,  jaundice,  fatty  changes  in  the  liver,  and,  rart 

severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer. 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness;  joint  pain;  muscle  breakdown. 

Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causing  weiA'd 

ness  and/or  loss  ol  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  of  balance,  ps 

chic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration, 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  ol  cataracts,  eye  muscle  weakness. 

Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  ol  symptoms  have  been  repor 

to  occur  either  alone  or  togettier  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  based  on  allerg 

type  reactions,  which  may  rarely  be  fatal.  These  have  included  1  or  more  of  the  following:  a  severe  generali: 

reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low  blood  pressure  andei 

shock;  an  allergic  reaction  with  swelling  ol  the  face,  lips,  tongue,  and/or  throat  with  ditficulty  swallowing  |( 

breathing;  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune  system  may  attack  parts  of 

or  her  own  body);  severe  muscle  and  blood  vessel  inflammation,  sometimes  including  rash;  bruises;  vark 

disorders  ol  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  clotting  problems)  or  abnormal  bit 

tests;  inllamed  or  painful  joints;  hives;  fatigue  and  weakness;  sensitivity  to  sunlight;  fever,  chills;  flushing;! 

ficully  breathing;  and  severe  skin  disorders  that  vary  from  rash  to  a  serious  burn-like  shedding  of  skin  all  o 

the  body,  including  mucous  membranes  such  as  Ihe  lining  of  the  mouth.  ^ 

Other:  Loss  ol  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  lunction  test  abnormalities  including  elevated  alkaline  phosphatase  and  bilinit 

thyroid  lunction  abnormalllies. 
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NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like  DM 
information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  prescribing  information  and  Hi 
discuss  it  with  them. 


ZOCOR  is  a  registered  trademark  ol  Merck  &  Co.,  Inc. 
©2002  Merck  &  Co ,  Inc.  All  rights  reserved. 
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n  be  astonishing.  MTR  Gaming 
roup,  which  owns  a  West  Virginia 
ick  that  installed  slot  machines  in 
'94,  has  seen  its  annual  revenues  jump 
)m  S25  million  in  1995  to  S266  mil- 
>n  in  2002.  It  ranked  number  38  on 
02's  Forbes  200  Best  Small  Compa- 
es  list.  Delaware's  Dover  Downs, 
lose  equity  was  valued  at  just  $16 
illion  in  1992,  pre-slots,  now  has  a 
irket  cap  of  $240  million. 

A  slot  machine  can  easily  bring  in 
00,000  to  $200,000  a  year  in  gross 
nnings.  The  leading  proposal  in 
nnsylvania  would  give  the  tracks  a 
%  cut,  and  a  slots  plan  to  be  voted  on 
Bangor,  Me.,  would  let  the  track 
'ner  keep  roughly  60%,  says  a  city 
icial.  Do  tracks  really  need  to  keep  so 
ich  to  make  slots  profitable?  Of 
arse  not.  Hooke  figures  a  track  that 
ns  and  runs  the  whole  slots  opera- 
n  can  earn  a  reasonable  return  by 
rping  just  20%  to  25%  of  winnings. 

What  could  motivate  state  politi- 

ns — the  same  ones  who  are  now 

5ily  raising  taxes — to  give  away  such 

ue?    In    Pennsylvania   gambling 

erests  have  given  at  least  $2.2  mil- 

n  in  campaign  money  to  state 

liticians  over  the  past  two  years, 

luding  more  than  $800,000  to  Ren- 

1,  according  to  an  analysis  by  the 

iladelphia  Daily  News.  In  Texas, 

ere  the  legislature  also  has  been 

)ating  slots  at  tracks,  a  state  registry 

s  1,028  gambling  lobbyists,  nearly 

)er  legislator.  And  then  there's 

jisiana,  whose  former  governor 

mn  Edwards  is  now  serving  ten 

rs  in  federal  prison  for  taking 

bes  from  businessmen  seeking 

erboat  gambling  licenses  from 

state. 

The  typical  lobbyist  plea  is  that 

se  racing  is  somehow  special — part 

1  state's  cultural  and  agricultural 

itage  and  so  deserving  of  assistance.  And  track  owners  in 

es  that  have  yet  to  legalize  slots  can  now  argue  that  they  need 

tn  to  compete  with  tracks  in  nearby  states.  "At  this  rate,  it 

I't  be  long  before  Pennsylvania  is  completely  surrounded," 

)mas  Kauffman,  executive  director  of  the  Pennsylvania  track 

3y,  warned  after  New  York  legislators  voted  in  favor  of  slots. 


These  states  have  recently  considered  giving 
away  billion-dollar  slots  franchises.  The 
estimated  giveaways  are  calculated  by 
Jeffrey  Hooke  of  Hooke  Associates. 


PENNSYLVANIA 

GIVEAWAY  VALUE  ($BIL) 

$2.1 

TRACKS  TO  RECEIVE  SLOTS 

8 


OHIO 

GIVEAWAY  VALUE  ($BIL) 

$1.8 

TRACKS  TO  RECEIVE  SLOTS 

7 


MARYLAND 

GIVEAWAY  VALUE  ($BIL) 

$1.5 

TRACKS  TO  RECEIVE  SLOTS 

4 


ILLINOIS 

GIVEAWAY  VALUE  ($BIL) 

$1.7^ 

TRACKS  TO  RECEIVE  SLOTS 

5 


TEXAS 

GIVEAWAY  VALUE  ($BIL) 

$1.8 

TRACKS  TO  RECEIVE  SLOTS 

10 


'Net  giveaway  after  payment  of  $290  million  in  upfront 
fees;  also  includes  proposed  giveaway  to  casinos. 


GAMBLING  GIVCAWflYS 

Hooke  is  so  incensed  by  this  waste 
of  public  resources  that  he  recently 
traveled  to  Harrisburg  on  his  own 
nickel  to  testify.  "By  granting  these 
monopolies  to  racetracks — free  of 
charge — you  will  be  turning  million- 
aires into  billionaires  overnight,"  he 
admonished  state  legislators.  Hooke 
suggests  states  require  would-be  opera- 
tors to  bid  for  the  licenses,  competing 
on  either  the  upfront  fee  or  the  percent- 
age of  the  win  they  will  share  with  the 
state.  Governments  already  auction  off 
other  valuable  rights:  to  cut  down  tim- 
ber, to  drill  for  oil,  to  use  radio  spec- 
trum. So  why  not  slots? 

In  fact,  while  all  the  states  that  have 
legalized  slots  at  tracks  so  far  have  sim- 
ply given  away  rights,  there  are  some 
encouraging  signs.  Clark  County,  Nev. 
put  out  for  competitive  bid  the  slots 
monopoly  at  Las  Vegas'  McCarran 
International  Airport;  the  winning  bid- 
der hands  the  airport  about  70%  of 
winnings,  the  airport  says.  That's  far 
more  than  the  6.25%  state  gaming  tax 
paid  on  nonmonopoly  slots  in  the  rest 
of  the  state,  says  University  of  Nevada, 
Las  Vegas  gambling  expert  William 
Thompson,  which  suggests  just  how 
much  slots  operators  are  wUling  to  pay 
for  even  a  very  limited  monopoly. 

In  Massachusetts  Governor  Mitt 
Romney,  former  boss  of  consulting 
firm  Bain  &  Co.,  and  state  commerce 
chief  Robert  Pozen,  former  vice  chair- 
man of  Fidelity  Investments,  have  pro- 
posed the  state  auction  off  licenses  to 
operate  slots  for  up  to  five  years.  A 
handful  of  politicians  in  other  states, 
including  Illinois  and  Pennsylvania,  are 
also  talking  up  plans  to  auction  gam- 
bling licenses,  rather  than  just  hand 
them  to  the  politically  connected. 

And  then  there's  Hooke's  one- 
man  crusade.  A  Wharton  M.B.A.  and 
former  Lehman  Brothers  investment 
banker  who  has  written  three  books  on  finance,  Hooke  has 
taken  on  powerful  interests  before,  and  with  some  success. 
Pardy  as  a  result  of  his  efforts,  the  fee  to  Peter  Angelos,  Mary- 
land lawyer  and  Baltimore  Orioles  owner,  for  representing 
the  state  in  the  tobacco  settlement  was  cut  from  an  obscene 
$1.1  billion  to  a  merely  outrageous  $  1 50  million.  F 


Jkaoting  these  monnpnlies  turn.q  millionaires  intn  hillinnaim5: 
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In  Defense 
Of  Gambling 

Compulsive  gambling  is  an  overrated  problem,  and  the 
latest  research  on  gamblers  suggests  we  need  to  rethink  it. 


BY  DAN  SELIGMAN 

A  CURIOUS  THING  ABOUT  GAM- 
bling  in  America  is  that  it  is  ex- 
tremely popular,  yet  has  a  bad 
reputation — and  I  don't  mean 
the  unsavory  way  in  which  gam- 
bling licenses  are  awarded,  as  described  in 
the  preceding  story  (p.  82).  I  am  talking 
about  the  moral  realm,  as  witnessed  in  the 
clucking  over  WUliam  Bennett's  expensive 
habit.  Casinoland's  high  rollers  are  per- 
ceived as  inhabiting  a  zone  somewhere  be- 
tween immoral  and  diseased,  and  have 
great  difficulty  defending  themselves.  Yet  in 
their  own  lives  most  Americans  demand 
ever  more  gambling  opportunities.  As 
things  stand  now,  legal  gambling  is  avail- 
able in  all  but  three  states  (Hawaii,  Ten- 
nessee and  Utah),  and  most  Americans 
admit  to  gambling  sometimes.  Surveys 
done  in  1999  for  the  National  Gambling 
Impact  Study  Commission  told  us  that 
86%  of  Americans  had  gambled  at  some 
time  in  their  lives,  and  68%  had  gambled 
within  the  prior  year.  Total  legal  wagering 
runs  around  $900  billion  a  year  (about  10% 
of  personal  income),  of  which  some  $600 
billion  takes  place  at  casinos.  Casinos,  long 
confined  to  Nevada  and  New  Jersey,  now 
also  exist  in  27  other  states  (in  15  of  which 
the  business  is  open  only  to  Indians). 

That  $900  billion  covers  a  broad 
range  of  activities,  including  lotteries,  jai 
alai,  pari-mutuel  betting  on  horses  and 
dogs,  church  and  secular  bingo,  sports 
betting  and  more — yet  it  clearly  under- 
states the  gambling  total.  It  doesn't 
include  illegal  betting,  whose  total  is 
enormous  but  unknowable.  And  it 
doesn't  include  the  gambling  done  in 
America's  securities  markets  by  day 
traders  and  others.  Your  brokci  m  per- 
haps testify  to  running  into  cusioii.  .ts 


whose  idea  of  investment  is  indistin- 
guishable from  Las  Vegas  action.  In  any 
event  Wall  Street  offers  plenty  of  bets  with 
risk/reward  opportunities  that  mirror 
those  of  slot  machines — a  long  shot  with 
the  occasional  huge  payout.  Buying  out- 
ot-the-money  puts  on  an  airline  stock 
just  before  a  union  vote  would  fall  in  that 
category.  If  the  members  unexpectedly 
vote  against  wage  concessions,  you  could 
make  a  killing  on  the  bankruptcy. 

Despite  gambling's  broad  popularity, 
'ts  enemies  keep  coming  at  it  from  all  di- 


rections. To  begin  with  its  least  influential 
bad-mouthers,  it  is  generally  disfavored  by 
economists.  As  postulated  in  several  edi- 
tions of  Paul  Samuelson's  famous  text- 
book, gambling  is  a  bad  thing  under  the 
principle  of  diminishing  marginal  utilit)'. 
The  principle  tells  us  that  the  $1,000  won 
on  a  999-to-l  bet  can  buy  something  less 
than  1 ,000  times  as  much  happiness  as  the 
dollar  put  up  for  the  bet.  Thus  gamblers 
are  collectively  losers,  even  in  the  idealized 
lottery,  where  nothing  is  taken  off  the  top 
for  overhead  and  taxes.  And,  of  course,  the 
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>p:32  am.  Martha  Watson  fills  an  order  for  one  of  CDW's  360,000  business  customers 
using  her  own,  signature  style. 


SPECIAL   ADVERTISING    SECTION 


TUITION  PLANNIN 


SETTING  PRIORITIES  TODAY 

FOR  YOUR  CHILD'S 

EDUCATION  TOMORROW 


by  Cecily  Patterson 


Your  third-grader  just  aced  the  class  spelling  bee,  is  a  whiz  at 
chess  club  and  regularly  brings  honne  glowing  report  cards. 
Harvard?  Yale?  Phnceton?  You  wonder  which  institute  of  higher 
education  your  wonder  child  will  attend.  If  you're  investing  time 
with  your  child  on  his  or  her  homework,  remember  that  you  also 
need  to  invest  time  and  money  on  tuition  planning  if  you  want 
those  dreams  of  an  Ivy  League  education  to  come  true. 

According  to  the  latest  statistics,  a  child  born  today  will  need 
between  $200,000  and  $300,000  to  attend  a  private  school  in 
1 8  years.  State  college  tuition  is  going  up  as  well,  with  costs  1 8 
years  from  now  estimated  at  more  than  $120,000.  What's  a 
parent  to  do? 

"Don't  rob  your  retirement  to  pay  for  your  child's  education," 
says  Dan  Reinhold,  director  of  retirement  planning  and  senior  vice 
president  of  Franklin  Templeton  Investments.  "The  average 
American  will  be  in  his  or  her  50s  when  their  last  child  graduates 
from  college,"  he  observes.  "If  you  haven't  used  your  funds 
wisely  to  plan  for  your  children's  education,  then  you'll  be  using 
resources  that  should  have  been  allocated  to  retirement  planning." 

Rick  Darvis,  CPA,  CCPS  (certified  college  planning  specialist) 
and  a  noted  authohty  on  tuition  planning,  agrees.  "There  are  two 
parts  to  funding  a  child's  education,"  he  says.  "One  is  saving  for 
college,  and  the  other  is  actually  paying  for  it."  With  tuition 
increasing  at  double-digit  rates,  he  maintains  that  saving  for 
college  should  be  part  of  an  overall  financial  plan.  "While  parents 
help  fund  their  children's  education,"  he  says,  "your  children  will 
not  be  helping  to  fund  your  retirement." 

To  help  meet  escalating  university  costs,  it's  important  to  build 
an  investment  strategy.  Using  an  Online  calculator  or,  better  yet, 
consulting  a  financial  professional  will  help  you  determine  how 
much  you  need  to  save  for  each  child.  To  send  that  chess-playing 
whiz  kid  to  Princeton,  you'll  need  to  sock  aws\  about  $1 1,000  a 
year  for  18  years,  experts  advise.  That's  pre  'ideo  you  choose  the 
proper  investments  and  invest  regularly. 


529  PLANS 

Section  529  plans  are  one  tool  a  smart  investor  can  use 
help  save  for  a  child's  education.  Beginning  in  2002,  thf 
state-sponsored  programs,  named  after  section  529  of  the  ji 
code,  became  exempt  from  federal  taxes.  529  plans  a\i 
parents  or  guardians  to  put  away  after-tax  dollars  that  gr; 
tax  deferred  and  come  out  tax  free,  provided  the  distributie 
are  used  for  qualified  higher  education  expenses. 

If  the  child  you've  saved  for  decides  not  to  go  to  college,  i 
can  use  the  funds  to  educate  another  member  of  the  fanf' 
Withdrawals  also  may  be  free  of  state  taxes  for  residentsi 
states  that  allow  this  benefit.  Each  state  has  a  different  529  pi 
and  benefits,  costs  and  qualifications  van/  from  state  to  state.' 

New  Jersey's  529  plan,  for  instance,  is  partnered  with  Fran 
Templeton  Investments  (www.franklintempleton.com),  one  of 
world's  largest,  longest-established  investment  fund  compani 
"Our  529  plan  offers  flexibility  to  choose  the  portfolio  that  b 
suits  your  college  investment  goals,"  says  Reinhold.  This  p 
is  also  the  only  state  college-investing  program  to  offe 
scholarship  that  rewards  students  who  pursue  higi 
education  in  New  Jersey  up  to  $1,500. 

The  high  maximum  limit  of  $305,000  is  also  an  import 
benefit  if  parents,  guardians  or  grandparents  are  looking  fc 
highly  tax-advantaged  way  to  transfer  part  of  their  perse 
estate.  "The  529  plan  is  a  wonderful  estate-planning  toi! 
notes  Darvis,  who  helped  to  develop  the  college  planning  s 
cialist  designation. 

Which  529  plan,  if  any,  fits  your  tuition-planning  needs  is  of  1 
a  complex  and  challenging  question.  "There  are  so  many  ch 
es,"  says  Reinhold.  "Tuition  planning  is  just  one  componen 
your  full  financial-planning  process.  If  you  have  a  tuition-planr  ^"' 
problem,   then   you're   going   to   have   a   retirement-planr 
problem.  Getting  the  right  advice  from  a  financial  adviser  is  ^. 
most  important  step  in  this  process." 


TAX  RELIEF 

f  OR  THE  UPWARDiy 

SCHOLASTIC 


Franklin  Templeton's  new 
529  college  investing  plan 

could  be  the  answer  to  one  of 
your  most  difficult  challenges. 
It's  estimated  that  by  201 2,  four 
years  of  college  could  cost  any- 
where from  $70,000  to  $210,000."  Fortunately, 
there's  a  way  that  may  help  ease  the  burden. 


Introducing  a  smart, 
new  way  to  save  for  college 


Major  tax  advantages 

Earnings  in  our  529  college  investing  plan  gcow 
free  from  federal  income  taxes.  And  the  withdrawals 
you  make  through  2010  to  pay  for  qualified  higher 
education  expenses  are  also  free  from  federal 
income  tax."' 


Diversified  choices 

Franklin  Templeton  offers  a 
wide  range  of  options  to  meet 
your  investment  goals.  You  con 
choose  from  a  variety  of  invest- 
ment styles,  including  value, 
growth,  fixed  income  and  global."" 

Expertise  you  can  trust 

As  one  of  the  world's  largest  investment  managers, 
Franklin  Templeton  provides  a  perspective  that  comes 
from  time-proven  investment  principles,  and  more 
than  50  years  of  experience.  Learn  more.  Talk  to  your 
financial  advisor,  call  1-800-FRANKLIN  Ext.  F221 
or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE®  > 

anklin  Templeton  529  College  Savings  Plan  is  offered  and  administered  by  the  State  of  l^ew  Jersey  Higher  Educational  Student  Assistance  Authority  and  n-anancu 
I  distributed  by  Franklin  Templeton  Distributors,  inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403.  There  is  no  state  or  other  guarantee  of  investmercs  in  the 
n,  which  are  subject  to  investment  risks,  including  possible  loss  of  principal  amounts  invested. 

Source:  U.S.  Departnient  of  Education.  Projected  cost  upon  child's  entrance  for  four  years  at  a  public  or  private  college.  Figures  are  based  upon  5  10%  and  5  18% 
year  average  annual  increase  in  public  or  phvate  college  costs,  respectively,  as  reported  by  the  U.S.  Department  of  Education  for  the  2001-2002  school  vear  of 
953  per  year  for  a  four-year  public  college  and  $29,1 20  per  year  for  a  four-year  private  college.  " 

[■Under  current  law,  qualified  withdrawals  after  2010  are  taxable  at  the  beneficiary's  federal  income  tax  rate. 

ffThe  Plan  is  offered  by  its  Investor  Handbook,  which  contains  more  complete  information,  including  fees,  expenses  and  risks  Please  read  It  ca-- 
ore  investing  or  sending  money.  '    ^°^^ '^"" 'i^-"' 


NATIONAL  PASTIME 

real  world  is  far  from  the  Platonic  ideal — 
much  is  lost  to  overhead. 

The  other  economic  formulation  has 
gambling  as  an  evil  because  it  consumes 
time  and  resources  without  creating  any 
new  output.  You  could  say  the  same 
about  climbing  Mt.  Everest,  but  somehow 
economists  never  weigh  in  on  this  front. 

What  you  absolutely  never  hear  from 
them  is  that  gambling  is  terrific  entertain- 
ment, and  that  perfectly  rational  people 
play  the  lottery  and  the  horses  because 
they  get  kicks  at  a  price  they  find  reason- 
able. The  price,  of  course,  is  not  the 
amount  bet  but  the  amount  lost  by  cus- 
tomers succumbing  to  the  vigorish — the 
house's  edge. 

You  also  don't  hear  this  being  ac- 
knowledged by  people  whose  livelihood 
comes  from  fighting  compulsive  gambling 
and  who  are,  therefore,  somewhat  moti- 
vated to  exaggerate  the  problem's  magni- 
tude. Gamblers  Anonymous,  the  National 
Council  on  Problem  Gambling  (and  its 
state  affiliates),  the  Compulsive  Gambling 
Center,  the  International  Centre  for  Youth 
Gambling  Problems,  the  Chinese  Commu- 
nity Problem  Gambling  Project,  Women 
Helping  Women  (publishers  of  a  female 
gambling  recovery  newsletter)  and  the  As- 
sociation of  Problem  Gambling  Service  Ad- 
ministrators are  all  out  there  getting  across 
the  message  that  compulsive  gambling  is 
ruining  lives.  In  an  average  month  the  Nexis 
database  adds  200  articles  mentioning 
"problem"  gambling  and  100  or  so  men- 
tioning "compulsive"  gambling. 

Yet  the  overwhelming  majority  of  gam- 
blers are  just  out  there  enjoying  themselves. 
The  best  available — though  still  flawed — 
research  on  the  numbers  is  the  study  per- 
formed several  years  ago  by  a  panel  of  the 
National  Academy  of  Sciences  (nas),  which 
indicated  that  compulsive  gamblers  are 
about  0.9%  of  the  adult  population.  There 
is  no  longer  any  dispute  about  the  charac- 
ters in  question  being  seriously  self- 
destructive,  as  we  were  reminded  recently 
by  the  April  obituary  of  Leonard  Tose,  who 
was  forced  to  sell  the  Philadelphia  Eagles  to 
pay  $25  million  in  cas  -'-.ihling  debts. 
(Charming detail  from  YorkTimcs 

obit:  It  was  Lenny's  habii  lo  take  over 
blackjack  tables  and  re(  la\-  seven 

games  simultaneously,  at  ,''U,.',;uO  apiece.) 


The  NAS  says  another  2%  or  so  are  "prob- 
lem" gamblers,  but  this  figure  is  suspect  if 
only  because  the  accompanying  definition 
is  so  wobbly.  A  problem  gambler  is  said  to 
be  a  guy  (about  two-thirds  are  male)  whose 
betting  "results  in  any  harmful  effects"  to 
himself  or  folks  around  him.  Any  harmful 
effects?  Everything  you  do,  from  driving 
cars  to  taking  showers,  has  some  potential 
for  harmfiil  effects. 

Possibly  you  are  telling  yourself  that 
characters  like  Leonard  Tose  do  so  much 
damage,  to  themselves  and  others,  that  we 
must  do  everything  possible  to  curb  the 
disease,  even  if  its  victims  are  relatively  few. 
It  is  not  clear,  however,  that  we  know  how 


beyond  gambling.  It  turns  out  that  alco-' 
holism  and  drug  addiction  are  rampant 
among  problem  gamblers  (Tose  was  an) 
alcoholic),  and  the  NAS  study  indicates: 
that  they  also  have  rates  of  depression, 
schizophrenia  and  "antisocial  personality 
disorder"  some  three  times  higher  than 
the  rates  among  nongamblers.  All  of 
which  raises  an  interesting  question:  Is 
there  any  such  thing  as  problem  gamblersj 
who  are  otherwise  normal?  I  recently 
asked  this  question  of  Christine  Reilly, 
executive  director  of  the  Harvard  MedicalJ 
School's  Institute  for  Pathological  Gam- 
bling, and  she  said:  "If  there  is  such  a 
group,  it's  probably  a  very  small  group." 


II 


Figures  exclude  revenues  from  Indian-run  casinos. 

to  deal  with  the  disease.  The  National 
Council  on  Problem  Gambling,  one  of 
many  organizations  that  "certifies"  coun- 
selors to  treat  problem  gamblers,  ac- 
knowledges that  among  those  who  seek 
counseling,  75%  drop  out  of  the  programs 
they  are  steered  to,  and  only  half  of  the  re- 
mainder  end  up  abstaining  from  gam- 
bling— an  overall  success  rate  of  about 
one-eighth,  and  this  in  a  group  presumed 
(because  they  came  in  voluntarily)  to  be 
above  average  in  their  motivation. 

But  the  success  rate  is  not  the  main 
issue.  Recent  psychiatric  research  into 
compulsive  gambling  gets  into  "co-mor- 
bidity"— that  is,  the  tendency  of  problem 
gamblers   to   have   problems   that   go 


Next  question:  Is  it  possible  that 
among  pathological  gamblers,  the  gam- 
bling itself  is  not  really  the  problem,  or  at 
least  not  the  ultimate  problem — that  it's 
simply  the  expression  of  those  other 
"morbidities"?  There  are  hints  in  the  NAS 
study  that  some  researchers  are  close  tc 
answering  yes  to  that  question,  e.g.,  in  a 
passage  indicating  drug  and  alcohol  prob- 
lems are  associated  with  "progression  tC 
problem  gambling  and  pathological  gam- 
bling." And  if  the  answer  is  affirmative,  it 
would  seem  to  follow  that  we  wouldn't  re- 
ally get  very  far  by  limiting  gambling  oft 
portunities.  There  are,  after  all,  plenty  J 
other  ways  for  drimks  and  drug  addicts  tc 
ruin  their  own  and  their  families'  lives.  I 
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SalesLogix  is  different.  By  adapting  to  your  sales  team's  needs,  instead  of 
the  other  way  around,  a  new  story  emerges:  total  love  of  CRM. 
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BP,  the  oil  company  with  a  soft  spot  for  the 
environment,  has  its  hands  full  in  the  Caucasus 
with  a  $2.9  billion  challenge. 

BY  NATALIA  ANTELAVA 

WHEN  BP  BREAKS  GROUND  THIS  MONTH  ON  A  $2.9  Bil- 
lion pipeline  project  less  than  10  miles  from  the 
Georgian  Republic's  Borjomi-Kharagauli  National 
Park,  workers  will  encounter  breathtaking  moun- 
tains cloaked  in  pines  and  drained  by  virgin  white-water  rivers. 
Working  in  environmentally  sensitive  areas  always  poses  a 
challenge  to  oil  companies;  it's  BP's  bread  and  butter.  What  the 
energy  giant  might  have  been  unprepared  for  was  the  mix  of 
these  issues  with  regional  politics.  In  the  Caucasus  the  two  have 
mixed  like  oil  and  water. 

"There  arc  pipelines  that  are  difficult  to  build  because  they      to  bypass  Russia  and  Iran,  for  reasons  of  lingering  distrust  and  .„,, 
go  through  mountainous  terrains  or  politically  unstable      political  risk — especially  in  the  eyes  of  Washington  and  otheilj'pf 
countries,  through  ecologically  and  culturally  sensitive  areas,      capitals  that  are  godfathers  of  the  project.  But  this  means  invest 
through  conflict  /ones.  This  pipeline  has  it  all,"  says  Edward      ing  billions  in  a  project  that  would  cross  the  politically  turbu 


Johnson,  BP  Georgia  manager.  jem 

Over  40  years,  starting  in  the  springL 
of  2005,  at  least  5.2  billion  barrels  of  j 
Azerbaijan's  crude  oil  is  to  be  delivered L 
to  thirsty  Western  markets  through  whatjiyf 
BP,  formerly  known  as  British  Petroleum,  calls  the  most  mod- 
ern and  perhaps  the  most  difficult  pipeline  it  has  ever  built. 
The  1,090-mile  pipe  (called  the  BTC  pipeline  for  its  Baku-Jn 
Tbilisi-Ceyhan  route)  will  carry  up  to  a  million  barrels  ot 
crude  oil  a  day  from  Caspian  oilfields  through  the  troubled  J, 
former  Soviet  state  of  Georgia  to  the  Mediterranean  port  o( 
Ceyhan  in  Turkey. 

The  pipeline  should  become  the  first  Western  gateway  to  the  i 
OPEC-fi-ee  Caspian  Sea,  a  place  of  fascination  for  Western  oil  |f 
companies  for  the  better  part  of  a  century  and,  recently,  the  li, 
scene  of  some  new  discoveries.  Any  viable  pipeline  would  have 
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I's  adey:  Villager  flags 
idslide-ridden  route 
ar  Georgia's  Borjomi. 


Where  It  Goes  .■.  and  Dnftsn't  Rn 


Protesters  have  taken  to  the  streets  in  Tbilisi.  A  coalition  of 
protest  groups  says  BP  bullied  the  regional  governments  into 
providing  favorable  terms  and  failed  to  consult  with  communi- 
ties affected  by  the  route.  A  Dutch  commission  recently  evalu- 
ated BP's  analysis  of  the  pipeline  route  and  came  to  a  blunt  but 
nonbinding  conclusion:  Crossing  a  water-producing  region 
"would  not  be  acceptable  for  Western  Europe." 

But  in  the  end,  officials  in  cash-strapped  Georgia,  where  the 
state  budget  is  less  than  $1  billion,  couldn't  resist  the  $65  mil- 
lion in  annual  transit  fees;  environmental  concerns  came  in 
second. 

Last  December  Georgian  President  Eduard  Shevardnadze, 
foreign  minister  of  the  Gorbachev-era  Soviet  Union,  rammed 
through  approval  of  the  pipeline  over  the  public  objections  of 
Environment  Minister  Nino  Chkhobadze,  who  recalls  telling 
him,  "The  application  did  not  even  meet  the  basics,  the  ABCs  of 
environment." 

Chkhobadze  won  conditions  that  obliged  BP  to  provide 
more  paperwork,  including  a  study  of  an  alternative  route  that 

would  take  the  pipeline  through  the 
uninhabited   Karakaia   mountain 
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t  Caucasus  region  to  avoid  a  politically  explosive  Kurdish  re- 
n  of  Turkey. 

"What's  unique  about  BTC  is  the  fact  that  it  is  the  only 
eline  that  crosses  three  countries.  Each  one  of  them  has  its 
n-problems,  and  this  requires  an  unprecedented  degree  of 
iperation,"  says  Barry  Halton,  a  regional  director  of  BTC  Co., 
ich  is  funded  by  an  11  -company  consortium,  of  which  BP  is  a 
'6  partner. 

Only  after  ten  years  of  planning — and  the  promise  of  big  gov- 
ment  subsidies — were  conditions  right  for  the  BTC  pipeline. 
;rnational  agencies  like  the  World  Bank  will  be  providing  up  to 
b  of  construction  costs.  When  all  is  said  and  done,  the  project 
entail  10,000  workers  welding  and  burying  150,000  sections 
lipe — one  of  the  biggest  privately  led  construction  projects  die 
Id  has  seen. 

But  environmental  groups  and  others  argue  that  the  Georgia 
on's  high  seismic  activity  will  create  an  unacceptable  risk  of 
eline  damage  followed  by  a  catastrophic  oil  spill.  A  spill 
lid.  put  water  supplies  in  danger  and  potentially  ruin  the 
:tacular  mountains  and  forests. 


range  nearby. 

But  according  to  BP's  Johnson, 
that  alternative  is  not  an  option,  as  it 
would  require  the  company  to  shave 
off  a  mountain  top,  creating  too 
much  expense  and  environmental 
harm. 

The  environment  minister  told  BP 
to  conduct  a  study  of  alternative  water 
sources  in  the  event  of  a  spill.  "The 
landslides  and  mountainous  terrain 
will  make  the  construction  difficult," 
admits  Johnson. 

But  he  says  he  is  confident  BTC's 
pipeline,  made  of  Japanese  high-grade  steel  with  an  anticorro- 
sion  coating  from  Malaysia  (as  well  as  leak-detection  systems  and 
automatic  shut-off  valves),  will  be  able  to  handle  anything. 

While  BP  already  has  the  go-ahead  from  the  Georgian  gov- 
ernment, it  has  yet  to  get  the  $2.4  billion  from  the  World  Bank, 
the  European  Bank  for  Reconstruction  &  Development  and  ex- 
port-credit agencies  of  the  U.S.,  the  U.K.  and  the  rest  of  Europe. 
Public  money  is  the  best  leverage  point  for  opposing  groups. 

"We  have  the  highest  environmental  standards,"  assures  Cor- 
rie  Shanahan  of  the  World  Bank's  International  Finance  Corp. 
"Before  funding  is  approved,  we  will  make  sure  the  consortium 
has  met  them." 

While  waiting  for  that  World  Bank  money  and  other 
funds,  the  consortium  is  committed  to  spend  $2  billion  of 
the  $3  billion  in  allocated  equity  funds  to  begin  construction. 
BP's  Johnson  believes  that  despite  the  opposition,  the  Bor- 
jomi project  wLU  be  completed:  "Once  the  construction  is  over, 
the  pipeline  will  be  buried  underground.  You  won't  hear  it,  you 
won't  smell  it,  you  won't  feel  it." 

Environmentalists  don't  want  you  to  believe  that.  F 
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PRIVATE  EQUITY 


Take  My  Venture 
Fund — Please! 

Private  equity  investors  are  dumping  billions  of  dollars  of  mistakes 
into  the  secondary  market.  Some  scavengers  will  get  rich. 


BY  ERIKA  BROWN  WITH  PHYLLIS  BERMAN 
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A  HUNDRED  AND  FORTY  DEAL- 
makers  from  a  dozen  cities 
around  the  world  gathered 
over  dinner  at  the  W  Union 
Square  hotel  in  New  York  City 
in  March  to  toast  the  closing  of  a  $  1 .8  bil- 
lion deal.  Deutsche  Bank  had  sold  its  pri- 
vate equity  portfolio — all  83  compa- 
nies— to  seven  buyers  fr  'm  five 
countries.  The  dinner  was  fittingl;,  mod- 
est for  the  era:  chicken,  not  caviar;  Cali- 
fornia bubbly,  not  French.  Yet  it  was  the 


largest,  most  complex  deal  ever  done  in 
the  market  for  cast-off  private  equity 
partnerships,  and  it's  just  the  beginning. 

Over  the  last  five  years  investors  have 
thrown  $882  billion  of  cash  at  buyout, 
venture  and  so-called  mezzanine  funds. 
The  market  bust  has  soured  much  of  this 
investment  so  badly  it  is  beyond  any  hope 
of  a  decent  return  to  the  original  in- 
vestors. Many  of  them  want  someone  to 
cart  the  dreck  away. 

Deutsche  Bank's  portfolio  was  in 


fairly  good  shape,  and  it  avoided  having 
to  sell  below  book  value.  "A  transaction 
of  this  size  would  have  been  impossible  to 
imagine  five  years  ago,"  says  George  Sta- 
mas,  lead  counsel  on  the  deal  and  a  part- 
ner at  Kirkland  &  Ellis.  "Now  every  finan- 
cial institution  in  the  world  seems  to  be 
contemplating  a  deal  like  this." 

Most  sellers  won't  be  as  joyful.  Buyer> 
are  demanding  discounts  of  60%  to  75*)i 
to  net  asset  value,  which  already  reflects 
mark-to-market  discounts  of  as  much  as 
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■fe  from  the  original  cost.  In  sum,  many 
ture  capital  pools  are  worth  as  Uttle  as 
mts  on  the  dollar.  Some  sellers,  who 
still  on  the  hook  for  additional  capital 
s   when   the   manager   of  a   pool 
uests,  are  so  desperate  they  are  paying 
ers  to  take  over  their  positions. 
How  are  the  scavengers  doing?  Only  a 
are  ready  to  boast  about  their  returns, 
ate  2001  Coller  Capital  of  London 
chased  80%  of  Lucent's  venture  capi- 
portfolio  of  27  companies  for  $100 
ion.  Six  weeks  later  one  of  those  com- 
ies,  Celiant,  a  maker  of  wireless  power 
?lifiers,  was  sold  to  telecom  equip- 
it  firm  Andrew  Corp.  for  $470  mil- 
.  Lucent's  original  40%  interest  meant 
one  sale  yielded  Coller  almost  twice 
nitial  investment,  and  Coller  still 
Is  stakes  in  25  more  firms. 
iVord  of  deals  like  this  one  has  en- 
d  the  vultures  to  raise  more  money 
nvestment  pools  of  their  own.  Coller 
ital  raised  a  $2.5  billion  fund  last 
)ber.  Goldman  Sachs  is  on  its  second 
ndary  fund,  GS  Vintage  Fund  II,  with 
billion  in  its  coffers.  Lexington  Part- 
is closing  on  a  $2  billion  fund  this 
ith.  Credit  Suisse  First  Boston  raised 
832  million  fund  in  2001. 
5ut  the  amount  of  capital  raised  since 
i  by  secondary  buyers — $13  billion, 
rding  to  Thomson  Financial  Venture 
lomics — is  a  little  less  than  half  of 
;  will  likely  come  up  for  sale  this  year. 
t  of  sellers,  including  commercial 
:s,  pension  funds  and  wealthy  indi- 
als,  will  be  left  holding  the  bag.  Com- 


By  the  Numbers 


Buyer's  Market 

With  twice  as  much  for  sale  as  there 

are  dollars  to  spend,  brave  souls  can 

get  $1  for  a  handful  of  pennies. 


$882  billion 

Private  equity  raised  since  1998. 

$26.4  billion 

Potential  amount  of  secondary  deals 
up  for  sale. 

$13  billion 

Secondary  funds  raised  since  1998. 

6  cents 

What  a  $1  interest  in  a  year  2000 
venture  fund  might  bring  today. 

Sources:  Thomson  Financial  Venture  Economics; 
HarbourVesl. 

ments  are  selling  to  readjust  their  assets, 
as  the  stock  market  decline  has  caused 
their  private  equity  holdings  to  jump  to 
15%  to  25%  of  their  portfolios,  when  5% 
to  10%  is  the  usual  allocation.  Corpora- 
tions are  eager  to  sell  if  they  need  the  cash 
or  a  writeoff.  In  March  plastic  film  maker 
Tredegar  Corp.  took  $75  million  for  lim- 
ited partnerships  and  direct  venture 
investments  once  valued  at  more  than 
$300  million.  GS  Vintage  Fund  II  picked 
up  the  tab  and  enlisted  W  Capital  Part- 
ners to  help  run  the  portfolio.  Tredegar 
got  a  $55  million  tax  recovery  and  relief 
from  obligations  to  chip  in  more  money. 
Many  high-tech  executives  who 
bought  into  venture  capital  with  gusto 


Last  year  Landmark  Partners  scored 
ten  "walkaway"  deals  in  which  it  paid  the 
original  investor  nothing  for  his  position 
and  agreed  to  cover  future  capital  calls. 
Begg  at  HarbourVest  closed  on  two  walk- 
aways in  January.  He  also  landed  two 
deals  where  he  was  paid  to  take  the  com- 
mitment off  die  seller's  hands. 

The  buyers  are  picky.  Venture  Capital 
Funds  of  America  reviewed  $4.5  billion 
worth  of  venture  stakes  last  year  yet 
bought  only  $20  million.  "In  the  early 
1990s  secondary  buyers  could  make 
money  by  buying  any  ftind  at  a  30%  dis- 
count," says  managing  director  Brett 
Byers.  "But  there  are  some  funds  you 
don't  want  to  buy  at  all  now.  You  can  get 
seriously  burned,  even  at  a  discount." 

Portfolios  with  dozens  of  early-stage 
firms  are  devilishly  hard  to  value,  so  most 
secondary  buyers  lower  their  risk  by  get- 
ting in  at  the  fourth  or  fifth  year  of  a  fijnd, 
when  there's  less  investing  to  do  and  pay- 
outs from  public  offerings  start  to  kick  in. 
They  also  save  a  few  years  of  management 
fees.  "Even  after  you  figure  in  the  dis- 
counts, you  have  to  be  sure  the  fund 
you're  buying  has  enough  capital  to  do 
follow-on  investments  in  its  portfolio 
companies,"  says  Jerrold  Newman,  who 
manages  $100  million  in  secondary  funds 
at  Willowridge  in  New  York.  Otherwise, 
he  warns,  "the  fund  could  get  washed  out 
and  your  investment  could  be  written 
down  fijrther." 

Goldman,  Paul  Capital  Partners  and 
VCFA  are  all  structuring  deals  to  limit  risk. 
One  device,  called  a  profit  share,  allows  a 


"There  are  some  funds  you  don't  want  to  buy  at  all  now. 
You  can  get  seriously  burned,  even  at  a  riiscount." 


ial  banks  will  be  desperate  to  offload 
iggest  portfohos  now  that  new  global 
ations  require  them  to  increase  the 
ve  against  private  equity  holdings 
1  8%  of  the  portfolio  value  to  as 
T  as  25%.  Banks  would  much  rather 
cash  than  use  it  to  guarantee  sorry 
.  The  rule  change  could  free  up  some 
million  in  equity  deals,  according  to 
ourVest,  which  has  a  secondary  fund 
$3  billion  to  invest. 
pme  pension  funds  and  endow- 


during  the  boom  can't  afford  to  meet 
capital  calls  now.  One  insider  says  some 
400  individuals  are  looking  for  bailouts. 
Better  to  sell  at  a  discount  than  to  default. 
"You  can  forfeit  your  partnership  interest 
and  still  be  on  the  hook  for  your  entire 
capital  commitment,"  says  Jonathan 
Axelrad,  a  partner  at  Wilson,  Sonsini, 
Goodrich  &  Rosati  in  Palo  Alto,  Calif  At 
New  Enterprise  Associates  limited  part- 
ners would  get  dinged  half  their  stake  for 
each  default. 


seUer  who  thinks  he  deserves  more  than 
the  offer  price  to  share  in  future  profits, 
but  only  after  the  buyer  has  taken  up  to 
three  times  his  original  investment.  Still, 
terms  can't  protect  anyone  from  making  a 
bad  bet.  Jay  Pierrepont  at  Pantheon  Ven- 
tures is  putting  80%  of  his  money  into 
buyout,  rather  than  venture.  He  thinks 
many  1999  and  2000  venture  funds  are  a 
losing  proposition  at  any  price:  "Venture 
funds  are  in  the  valley  of  death — and  no 
one  knows  for  how  long."  F 
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Backseat  Driver  By  Jerry  Flint 


Cars  and  Currencies 


THE  EURO  HAS  APPRECIATED  44%  AGAINST  THE 
dollar  from  its  2000  low,  and  the  yen  has  moved 
smartly,  too.  Logically,  the  dollar  price  of  your  Mer- 
cedes or  Lexus  should  go  up  in  step.  But  it  won't.  Car- 
makers are  in  business  to  sell  cars,  and  when  the  cur- 
rency goes  against  them,  they'll  eat  the  difference,  at  least  for  a 
while.  The  ones  that  assemble  most  of  their  cars  for  the  U.S. 
market  right  here,  like  Honda  and  Toyota,  also  have  to  eat 
higher  costs — and  take  reduced  profits.  That's  because  a  hefty 
part  of  those  vehicle  costs — design,  engineering,  tooling,  head- 
quarters overhead — are  yen  costs  from  the  homeland. 

The  currency  shift  means, 
however,  that  the  Japanese 
and  Germans  wOl  have  less  to 
spend  on  marketing  and, 
more  important,  they  will 
have  less  to  spend  on  creating 
new  cars  and  trucks  to  bedevil 
Detroit  in  the  future.  If  the 
dollar  continues  to  sink — to 
100  yen,  for  example — prices 
of  foreign  brands  would  even- 
tually be  pushed  up  and  more 
work  would  be  shifted  to 
America.  Of  course,  the 
Japanese  won't  let  the  yen  get 
that  high;  it  would  be  just  too 
harmful  to  exports. 

For  General  Motors  and 
Ford  the  weaker  dollar  will 

have  one  bookkeeping  effect:  making  the  losses  run  up  by  their 
foreign  subsidiaries  in  Europe  and  South  America  look  smaller 
in  the  annual  reports.  But  it  won't  help  auto  exports  because  we 
don't  export  many  vehicles,  except  to  Canada  and  Mexico.  The 
Japanese  in  Europe  get  a  break,  too.  They  produce  largely  in  the 
U.K.,  and  the  suddenly  muscular  euro  against  the  pound  works 
to  their  advantage. 

How  is  it  that  Europe,  Japan  and  Korea  pour  cars  and  trucks 
into  our  country,  but  we  ship  next  to  none  to  them? 

One  reason  is  that  our  vehicles  don't  fit  their  markets.  Why 
don't  we  build  vehicltf  i  ♦^l  their  markets?  Taxes!  Historically  the 
Europeans  have  hea\  r!y  taxes  on  vehicles  according  to 

weight  and  engine  size.  merican-style  car  might  be  taxed 

$  1 ,000  a  year  over  there.  H<  ir  state  license  fees  (and  property 
taxes,  if  any)  are  quite  low.  Eui  'ans  also  design  their  engines  to 
be  more  fuel-stingy  than  ours  .  ausc  of  their  higher  gasoline 
taxes.  Even  where  Detroit-type  ■  are  popular,  in  Canada  and 
Mexico,  we've  worked  out  tradt  ••,  reenvints  in  which 
their  exports  to  us  still  exceed  the;       ports  froni  us. 


Don't  expect  the 

price  of  your  Lexus 

to  go  up.  Carmakers 

want  to  sell  cars. 

When  the  currency 

goes  against 

them,  they'll  eat 

the  difference, 

for  a  while. 


American  companies  hav( 
gotten  around  this  by  creatinf 
subsidiaries  in  Europe  tha 
design  and  build  the  cars  tha 
the  local  markets  want. 

Second  reason:  While  every 
one  believes  in  free  trade,  coun 
tries  figure  out  ways  to  keep  ou 
vehicles  out. 

Example:  Europeans  have ; 
value-added  tax,  basically  a  bi( 
sales  tax  on  every  little  thing  a| 
it  moves  through  the  market.  When  they  send  a  car  here,  thei 
reduce  the  export  price  to  exclude  the  value-added  taxes.  Wheii 
we  send  a  car  there,  they  add  a  big  hunk  to  make  up  for  thi 
value-added  tax  we  don't  have.  But  they  make  no  allowances  fa 
the  types  of  taxes  we  do  have.  It  doesn't  sound  fair  to  me,  but  n(i 
one  complains  about  it. 

The  Japanese  just  wouldn't  let  our  cars  be  sold  there  in  an.' 
quantity  for  decades.  There  was  always  some  regulation  requir 
ing  something  as  the  car  came  in.  And  they  wouldn't  let  us  builii 
factories  there,  either.  { 

Korea  is  at  a  stage  that  looks  like  early  Japan.  The  Korean  tai' 
authorities  used  to  investigate  people  buying  an  imported  caj 
They  say  they  don't  do  that  anymore,  but  foreign  cars  don'i 
seem  to  sell  anyway. 

The  fans  of  managed  economies  see  a  certain  legitimacy  t 
closed  markets.  When  the  Japanese  and  Koreans  were  establish 
ing  their  industries,  they  couldn't  have  survived  against  ou 
fuUy  established  factories. 

Politics  are  involved,  too.  We  had — and  still  have — a  259 
duty  on  imported  trucks.  When  the  Japanese  started  shippin 
small  pickup  trucks  here  decades  ago,  they  called  them  "true 
parts"  to  avoid  that  25%  truck  tariff.  Since  the  U.S.  needed  Japa 
in  the  anticommunist  bloc,  Treasury  looked  the  other  way. 

Eventually  Volkswagen  began  building  pickup  trucks  in  th 
U.S.  and  sued  to  make  the  Japanese  pay  the  truck  tariff.  Treasury  a 
pitulated  immediately  and  applied  the  duty  beginning  in  1979.  Tb 
Japanese  answered  by  shifting  the  truck  production  to  the  U.S.  j 
The  shell  game  still  goes  on.  Our  government  calls  spol 
utility  vehicles  trucks,  so  that  25%  tariff  could  rightfiilly  appl' 
But  the  government  agreed  that  for  tariff  purposes  only,  th 
SUVs  would  be  cars  and  not  trucks. 

I'm  not  promoting  protectionism  or  yelping  for  "Fa: 
Trade,  not  Free  Trade."  I'm  just  telling  you  why  ft  is  that  th 
$100  billion  trade  deficit  in  motor  vehicles  won't  go  away  wit 
the  currency  bounce.  I 


IFbrbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobi 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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)N  H  AT    CAN    A 

S  E  A WA  L  L 

TEACH    US    ABOUT 

ASSET-BASED     LENDING? 


It  proves  its  value  most  in  adverse  cor\ditions 


At  Wachovia  Securities'  Corporate  and  Investment  Banking,  we  learn  from 
the  world  around  us.  And  believe  there's  always  a  way  to  progress  no  matter  how 
turbulent  the  times.  Which  is  why  we  offer  a  comprehensive  line  of  debt 
products  and  services.  To  adapt  to  the  climate  and,  more  importantly,  evol 
with  your  needs.  Talk  to  us.  Together,  we  can  achieve  uncommon  thi 
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Hauling  a  green  utility 
out  of  the  red:  Paul 
Thomas  sees  a  profit. 
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LYNN  J.  COOK 

[WISH  PEOPLE  REALIZED  JUST  HOW 
dirty  this  industry  is,"  says  Paul 
Thomas,  referring  to  the  messy 
business  of  producing  electricity. 
Maybe  if  they  thought  about  all  the 
fur  coming  out  of  smokestacks  they 
uld  sign  up  for  the  clean  alternative  of- 
sd  by  his  Green  Mountain  Energy.  As  it 
:lean  power  is  not  what  you  would  call 
larket  winner. 

Green  Mountain  Energy,  a  privately 
d  firm  in  Austin,  Tex.,  began  life  seven 
irs  ago  as  a  joint  venture  of  Hydro- 
ebec,  Consolidated  Natural  Gas  and 
;en  Mountain  Power,  a  smallish  Ver- 
nt  utility  that  happens  to  derive 
)t  of  its  electricity  from  water.  The 
nd  concept  was  to  feed  watts  from 
en  generating  stations — powered 
tvind,  hydro,  biomass  and  sun — into 

rthe  national  grid  and  sell 
the  juice  to  eco-conscious 
householders.  Why,  if  every- 
body signed  up,  those 
smoke-belching  coal  utilities 
lid  be  run  out  of  business. 
Things  haven't  quite  worked  out  as 
ined.  Pollution- free  electrons  cost 
a — $7  to  $15  a  month  for  a  typical 
le — and  most  people  just  won't  pay.  A 
ct-mail  campaign  to  Sierra  Club  mem- 
proved  a  bust  because  many  were  sus- 
3us  of  a  for-profit  "green"  power  com- 
y.  Exploiting  soccer-mom  guilt  with 
lers  depicting  smokestacks  and  coal 
es  went  nowhere. 

still.  Green  Mountain  spent  big  on  mar- 
ig.  It  sheUed  out  more  than  $1  million 
it  on  a  concert  in  Philadelphia,  flying  in 
es  Taylor  and  Kenny  Loggins  for  the 
t,  but  netted  only  200  new  customers, 
mas  Rawls,  a  company  founder  who  is 
chief  environmental  officer,  likened 
ling  accounts  in  Pennsylvania's  dereg- 
'd  market  to  hand-to-hand  combat. 
Jy  1997  Rawls  and  other  founders  were 
iped  and  strapped  for  cash.  That's 
n  Hydro-Quebec  and  Consolidated 
d  out — and  Texas  investor  Samuel 
r  showed  up  with  $30  million  (for  a 
thirds  interest)  and  a  caveat:  He  would 
over  as  lead  investor  if  Green  Moim- 
agreed  to  a  radical  compromise  that 
Ived  working  with  the  enemy,  the  pol- 


luting utilities.  Forget  building  new  wind 
farms;  just  buy  electricity  from  traditional 
utilities  that  have  renewable  energy  options 
and  resell  it  to  greenies.  One  electron  looks 
pretty  much  like  another,  but  Green 
Mountain  could  assert  that  the  electrons  it 
was  selling  came  fi-om  the  good  plants,  not 
the  bad  ones.  Wyly,  69,  is  something  of  a 
believer — he  drives  a  Toyota  Prius  hybrid 
car  and  insulated  his  2,500-square-foot 
ranch  house  outside  Aspen  with  old  blue 
jeans — but  he  is  also  a  pragmatist.  He 
didn't  work  his  way  onto  the  Forbes  bil- 
lionaires list  without  a  head  for  business. 

Still,  Wyly  was  seduced  by  the  idea  of 
Green  Mountain  as  an  Internet  play,  so  he 
invested  another  $30  million  and  hired 
David  White  as  chief  executive.  A  former 
investment  banker  for  Donaldson,  Lufkin 
&  Jenrette,  White  helped  run  Boston 
Chicken  and  Einstein/Noah's  Bagels  into 
the  ground.  Under  his  tenure  Green 
Mountain  tacked  ".com"  on  to  its  name 
and  floated  the  idea  of  a  $600  million  ini- 
tial public  offering.  Investment  bankers 


stead  of  the  pollution-free  kind.  In  Texas 
the  watts  come  from  wind  and  water.  But 
in  places  like  Ohio,  where  most  of  the  elec- 
tricity still  comes  from  fossil  friels.  Green 
Mountain  has  to  make  do.  It  sells  juice 
from  gas-fired  plants,  those  being  slightly 
less  noxious  than  coal  plants. 

Green  Mountain  operates  in  just  seven 
states  today  In  California,  before  the  rolling 
blackouts  and  the  Enron  blowoip,  the  com- 
pany was  more  successfiil  than  PG&E  in 
signing  up  green  customers.  But  it  had  to 
skedaddle  from  the  residential  market  after 
power  prices  rose  and  the  state's  botched 
price  caps  kept  Green  Mountain  from  pass- 
ing costs  through  to  customers.  Connecti- 
cut deregulated  in  June  2000,  and  Green 
Mountain  jumped  in.  But  because  few 
ratepayers  switched  service,  the  company 
was  forced  to  retreat  once  again. 

In  Texas  and  Pennsylvania,  where 
deregulation  is  in  frill  swing,  about  20%  of 
consumers  who  switch  providers  go  green- 
ish. The  company  hooked  up  with  the 
Northeast  Ohio  Public  Utility  Council, 


kiUed  it  before  the  market  had  a  r» 

chance  to  slaughter  it.  ^^11  you  get  customGrs  to  pay 

White  was  gone  by  1999.  His  extfa  fof  juJCB  that  comGs  from 

replacement,  Dennis  Kelly,  a  for-  x  •       Ji  i  r*  « 

mer  Coca-Cola  executive,  hired  eCO't riendly  pOWGr  plaHtS?  GreBII 

marketers  from  Direm^ and  Deu  MountaJii  Encfgy  has  discovered 

and  persuaded  BP,  the  British  oil  *U-.aj.I---  x  i  •. 

giant  that  usually  leans  over  back-  ^"^t  thiS  IS  OX\Q  VCfy  tOUgh  SGII. 


ward  to  accommodate  environmentalists 
(for  a  different  view,  see  p.  94),  and  NUON, 
Holland's  second-largest  utility,  to  chip  in 
$103  million  of  badly  needed  capital. 

They  also  came  up  with  a  plan  for 
working  with  utilities  in  regulated  markets 
and  aggregating  suburban  customers. 
Some  crusaders  balked.  John  Savage,  vice 
president  of  business  development,  won- 
dered if  Green  Mountain  wasn't  shooting 
itself  in  the  head  by  sharing  extensive  mar- 
ket research  with  incumbent  players.  Util- 
ities, he  feared,  would  swipe  Green  Moun- 
tain's expertise  and  dump  it  as  a  partner 
down  the  road.  But  it  was  the  only  way  to 
stay  afloat.  Revenues  at  Green  Mountain 
Energy  doubled  between  2000  and  2001  to 
$80  riiiUion.  But  still,  no  profits. 

Kelly  bowed  out  in  2002  so  Thomas, 
who  used  to  run  the  power-trading  desk  at 
BP,  could  step  in  as  boss.  Green  Mountain 
started  to  push  "less  polluting"  power,  in- 


which  aggregated  400,000  residential  cus- 
tomers from  100  small  towns  and  sub- 
urbs— and  thereby  doubled  its  revenues. 
In  New  York  and  Oregon,  Green  Moun- 
tain piggybacks  on  existing  utilities:  Nia- 
gara Mohawk  in  upstate  New  York  and  Pa- 
cific Power  in  Oregon  have  given  Green 
Mountain  a  hunting  license  (of  sorts)  to  go 
after  their  customers.  If  ratepayers  shell  out 
an  average  $10  more  per  month  for  cleaner 
electricity — in  this  case,  hydroelectric  and 
wind  power — Green  Mountain  cuts  the 
utility  in  for  part  of  the  loot.  Pacific  Power 
even  has  a  $2.50  add-on  plan  to  help  rehab 
salmon  spawning  grounds. 

Can  Adam  Smith  cohabit  with  Rachel 
Carson?  This  year  Thomas  expects  a  mod- 
est profit — a  first — on  $400  million  in 
sales.  "In  three  to  five  years  we'll  make  10- 
to-1  on  our  money,  and  that's  why  we're 
here,"  says  Wyly  He  hastens  to  add,  "That, 
and  the  fact  that  we  believe  in  it."  F 
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Insights  By  Peter  Huber 


The  Biosniffers  Are  Coming 


EXPERTS  ONCE  SCOFFED  AT  THE  NOTION  OF  PUTTING 
a  computer  on  every  desk.  Coming  next:  the  full-blown 
medical  laboratory,  as  small,  cheap  and  ubiquitous  as 
the  microchip.  These  microscale  diagnostic  systems  will 
scan  public  spaces  just  as  video  cameras  do,  but  wUl 
snoop  on  pathogens  rather  than  people.  They  will  be  deployed  as 
widely  and  invisibly  as  doctors,  pubUc  health  officials  and  ordi- 
nary citizens  care  to  deploy  them.  The  infrared  imagers  now 
used  in  some  airports  in  Asia  demonstrate  that  it's  already  feasi- 
ble to  check  millions  of  people  on  the  fly  for  the  slightest  sign  of 
fever.  The  coming  chips  wiU  scan  for  the  SARS  virus  itself  and 
much  else  besides. 


Biological  weapons 

will  inevitably 

arrive  on  our 

shores,  and,  absent 

vaccines,  the  only 

defense  will  be 

mass  diagnosis, 

of  both  the  willing 

and  the  unwilling. 


Functional  "micro  electro- 
mechanical systems"  (MEMS) 
are  now  being  designed  and 
built  to  measure  molecular 
weights  and  analyze  molecu- 
lar structure.  They  can  weigh 
biological  particles  by  de- 
positing them  on  microscopic 
surfaces  that  vibrate  at  radio 
frequencies — heavier  particles 
cause  larger  changes  in  the 
pitch  of  the  chip-scale  tuning 
fork.  Or  they  project  tiny 
beams  of  finely  tuned  radiant 
heat  or  laser  light  and  detect 
the  feverish  responses  of  the 
limbs  and  digits  of  the  mole- 
cules thus  excited.  Or  they  can 

perform  full  chemical  assays,  using  tubes,  pumps  and  reactor 
vessels  built  into  the  same  silicon  chips.  By  such  means  the  new 
devices  will  probe  physical  and  chemical  signatures  just  as  full- 
scale  laboratories  do,  but  cheaply  and  automatically. 

Within  a  few  years,  at  most,  they  will  be  affordable  and 
agile  enough  to  be  deployed  in  public  spaces  to  gather  and  test 
passers-by  at  random.  Chip  fabs  can  buQd  these  microlabs  on 
existing  assembly  lines;  the  devices  are,  in  many  respects,  much 
easier  to  fabricate  tha- 1  logic  chips,  because  their  structures  are 
a  lot  bigger  than  the  gates  that  are  now  doped  and  etched  onto 
microprocessors  or  memory  chips.  But  chip-scale  medical  lab- 
oratories remain  thumbnail-size  products,  their  construction 
completely  automatic,  /'id  once  production  gets  going,  silicon 
fabs  will  churn  them  '  v  the  millions,  for  dollars  or  pen- 
nies apiece. 

The  technologies  will  ceruiinly  be  developed,  if  only  to 
serve  the  huge  and  entirely  benig-;  market  for  medical  diagno- 
the  lab-on-a-chip  will  infil 


the  room-size  alternative,  dis 
placing    skilled    technicians 
much  as  technicians  have  dis 
placed   skilled   doctors.   Buti 
homeland  security  could  weUi 
provide  an  even  bigger  market, 
Biological  weapons  will  in-jl 
evitably  arrive  on  our  shores,' 
and,  absent  vaccines,  which  are 
often   unavailable,  the   onl)^ 
defense  against  contagious  dis- 
ease is  to  separate  the  sick  from] 
the  well.  That  process  begins  with  mass  diagnosis — of  both  thej 
willing  and  the  unwUling. 

Unpleasant  though  the  fact  may  be,  biological  weaponr 
transform  their  victims  into  unwitting  collaborators  with  th( 
enemy.  When  these  agents  arrive  on  our  shores,  we  won't  neecj 
the  fevered  imagination  of  a  Joe  McCarthy  to  find  an  enem) 
under  every  bed;  the  enemy  will  be  on  the  bed,  concealed  withii, 
the  fevered  patient.  Chip-scale  technologies  will  make  the  fer 
reting  out  of  these  enemies  feasible  and  affordable. 

This  is  not  a  cheerful  vision,  but  there  is  nothing  cheerful 
about  biological  warfare.  We  have  banished  infectious  disease  sc- 
successfully  in  modern  times  that  we  have  come  to  believe  thai 
disease  is  a  private  affair.  When  a  disease  like  AIDS  dispropor* 
tionately  afflicts  one  already  marginalized  group,  our  aversion  t(i 
nonconsensual  testing  has,  in  some  measure,  eclipsed  the  hor 
rors  of  the  disease  itself  One  of  the  best  things  about  SARS,  iron 
ically,  is  that  it  strikes  so  indiscriminately.  The  public  healtl 
responses  must,  therefore,  be  equally  indiscriminate,  and  cai 
thus  be  far  more  intrusive  and  forceful  than  would  be  tolerable  i 
the  disease  were  more  perniciously  selective. 

Laws  that  forbid  profiling  based  on  the  condition  of  our  owi- 
genes  are  now  solidly  in  place.  So  much  so  that  it's  generally  fof' 
bidden  even  to  gather  such  information  outside  a  doctor's  offict 
with  or  without  consent,  and  however  relevant  genetic  informa 
tion  may  be  to,  say,  insurance  or  workplace  safety.  The  lab-on-a 
chip  technologies  now  at  hand  will  monitor  the  genes  of  ou 
baleful  fellow  travelers,  the  pathogens  that  infiltrate  our  ow 
bodies  and  seize  the  opportunity  to  infiltrate  others  every  tim 
we  cough,  sneeze,  shake  hands,  kiss,  couple  or  excrete.  Much  ( 
the  coming  debate  will  be  styled  as  one  of  privacy,  but  it  is  nc 
possible  to  be  "privately"  infected  with  a  contagious  disease.  Th 
laws  governing  the  development  and  deployment  of  biologic 
sniffers  and  snoops  should  be  written  accordingly.  Monitorin 
for — and  then  suppressing — infectious  agents  should  now  b 
our  highest  "environmental"  priority.  I 
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JROADENING  INVESTING  OPPORTUNITIES  WITH  ETFs 


/ritten  by  Marsha  Zapson  —  Produced  by  Nuala  Byrne 
There's  a  new,  highly  flexible  investment  tool  making  itself 
nown  in  the  financial  arena.  It's  readily  available  from  any 
roker,  it's  easy  to  use  and  cheap  to  buy,  and  it  has  been 
rowing  in  popularity  with  investors  of  all  stripes.  Exchange 
■aded  Funds  (or  ETFs  as  they're  familiarly  known)  offer 
vestors  instant  diversification  and  may  just  be  the  product 
)  boost  a  portfolio  in  bear  or  bull  markets. 
ETFs  appeal  to  a  wide  variety  of  investors,  and  they  do  so 
3cause  they  offer  exposure  —  in  a  single  trade  —  to  an 
>set  class  (such  as  stocks  or  bonds),  investment  style  (such 
;  value  or  growth)  or  industry  sector  (such  as  retail,  tech- 
)logy,  energy,  financial  services,  health  care). 
While  ETFs  may  not  be  quite  the  household  name  that 
utual  funds,  for  example,  are,  they  have  actually  been 
ound  for  a  decade.  Today,  there  are  283  of  them,  covering 
St  about  every  sector,  style,  region  and  country  imaginable. 
rFs  trade  on  26  exchanges  in  19  countries  throughout  the 
orld,  according  to  Debbie  Fuhr  executive  director  of  global 
F  research  at  Morgan  Stanley  in  London.  And  not  surpris- 
3ly.  she  says,  the  majority  of  ETFs  and  assets  reside  in  the 
S.,  totaling  some  $1 10.7  billion  at  the  end  pf  April  2003. 
As  their  name  implies,  ETFs  are  baskets  of  stocks  that 
ide  throughout  the  day  on  an  exchange.  They  are  hybnd 
Dducts,  combining  some  of  the  best  features  of  index 
Jtual  funds  and  stocks.  In  general,  these  are  low-cost 


investments:  There  are  no  loads,  their  expense  ratio  can  be 
as  low  as  nine  basis  points,  and  the  fee  to  buy  them  is  the 
same  charged  by  a  broker  to  buy  any  security. 

ETFs  all  track  indices  —  their  composition  and  returns. 
Whatever  stocks  are  in  the  index  are  in  the  corresponding 
ETF  in  the  same  proportions,  and  whatever  the  index 
returns,  so  too  the  ETF  There  are  a  plethora  of  indices  avail- 
able —  some  well  known,  some  obscure  —  many  of  which 
have  ETFs  (as  well  as  mutual  funds)  built  on  them.  ETFs,  like 
mutual  funds,  are  regulated  by  the  Securities  and  Exchange 
Commission  (SEC)  and  fall  under  the  Investment  Company 
Act  of  1940.  Net  new  money  that  has  flowed  into  ETFs 
recently  has  far  outpaced  that  of  mutual  funds,  says  Gary 
Gastineau,  managing  member  of  ETF  Consultants. 

The  First  Wave 

When  the  Spider  (which  stands  for  Standard  &  Poor's 
Depositan/  Receipts,  or  SPDRs)  was  launched  in  1993,  it  was 
the  first  ETF  to  trade  in  the  U.S.,  and  investors  had  never 
seen  anything  like  it.  It  revolutionized  index  investing  — 
suddenly  investors  could  buy  exposure  to  all  500  companies 
in  the  S&P  500  index  in  one  trade.  And  they  could  do  so 
throughout  the  trading  day. 

Mutual  funds  tracking  the  S&P  500  had  been  available  for 
years,  but  the  Spider  has  been  more  efficient  and  cheaper 
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AMERICAN  STOCK  EXCHANGE:  LEADING  INNOVATIO 


When  the  American  Stock  Exchange 
(Amex)  launched  the  SPDR  (pronounced 
Spider  and  standing  for  Standard  and 
Poor's  Depositary  Receipts)  in  January 
1993,  it  not  only  pioneered  a  groundbreak- 
ing product  but  spawned  an  industry  as 
well.  Today,  the  Amex  lists  125  exchange 
traded  funds  (ETFs)  —  more  than  any 
other  exchange  worldwide  —  and  has 
become  known  as  a  product  innovator. 

"The  Amex  spent  five  years  researching  and  developing  the 
Spider,"  says  Cliff  Weber,  senior  vice  president  of  the  Amex  ETF 
Marketplace.  "Through  that  effort,  we  learned  how  to  design 
ETFs  to  obtain  regulator/  approval,  how  to  market  them  and 
how  to  make  them  readily  available  for  investors."  As  such,  the 
Amex  is  well  positioned  to  help  design,  launch  and  market  ETFs 
for  potential  or  existing  issuers.  "That  expertise  is  one  of  the 
most  valuable  services  we  offer  to  our  issuers,"  says  Weber. 

The  Amex  lists  ETFs  covering  broad-based,  sector  and  inter- 
national indexes,  value  and  growth  indexes,  and  fixed-income 
indexes  —  virtually  any  market  segment  investors  might  need  to 
diversify  their  portfolios.  "In  today's  market,  where  investors 
may  be  concerned  about  companies'  accounting  practices  and 
research  they  receive  from  their  broker,  we  think  investors  are 
looking  for  ways  to  gain  exposure  to  specific  market  segments 
while  avoiding  stock-specific  risk,"  says  Weber.  As  he  points 
out,  assets  in  Amex-listed  ETFs  grew  21  %  in  2002  over  the  year 
previous  and  now  surpass  $100  billion. 

"If  I  had  to  summanze  the  advantages  of  ETFs,  I'd  say  they're 
flexible  and  efficient, "  says  Weber.  ETFs*  are  baskets  of  stocks 
that  passively  track  an  index  and  provide  instant  diversification 
similar  to  a  mutual  fund.  Yet,  unlike  mutual  funds,  they  can  be 
traded  throughout  the  day  like  any  share  of  stock.  "ETFs  can  be 
bought  through  a  broker  using  any  kind  of  order  associated  with 
stock  trading,"  he  says,  "be  it  market  on  open,  market  on  close, 
limit  orders,  stop  orders." 

One  of  the  product's  more  unusual  attractions  is  its  ability  to 
be  sold  short  on  a  dov,/ntick,  which  allows  investors  to  not  only 
buy  and  sell  quickly,  b  ..  '^  i;^.ioe  positions  as  well.  Those  who 
long  the  market  and  wai  .t  to  ii.'  :!cc  a  specific  sector,  for  example, 
can  do  so  easily  oy  sho'"';ir  -  ?.',     .     vithout  waiting  for  an  uptick. 


Similarly,  by  offering  options*  on  many  of  its  ETFs,  the  Amex; 
increases  investment  strategies  for  investors,  thereby  allowing! 
them  to  tailor  risk-reward  profiles.  "Someone  who's  holdingi 
an  ETF  share  and  doesn't  want  to  sell  it  because  he  likes  the< 
long-term  prospects  for  that  sector  or  for  tax  reasons,  but  wants 
to  generate  income,  can  write  calls  against  the  ETF,"  says 
Weber.  "Or,  if  he  wants  downside  protection,  he  can  buy  a  put." 

The  Amex  recently  received  approval  from  the  SEC  to  offen 
integrated  market  making,  which  means  the  same  specialist  ot^ 
specialist  unit  is  responsible  for  both  the  ETF  and  the  option  ori' 
the  ETF  "By  having  the  products  trading  together,  we  encour- 
age those  two  pools  of  liquidity  to  interact,"  says  Weber.  "The 
specialist  is  able  to  address  supply  and  demand  in  both  products 
simultaneously,  thereby  increasing  efficiency  and  creating  more 
liquidity  and  better  pricing  for  the  investor." 

The  Amex  has  also  been  dramatically  increasing  its  prominence 
in  the  closed-end  fund  marketplace,  listing  more  than  any  othei 
marketplace  in  the  United  States  for  each  of  the  past  two  years,: 
Closed-end  funds  are  a  type  of  investment  company  that  offers 
fixed  number  of  shares  that  trade  throughout  the  day  on  an 
exchange.  Closed-end  fund  assets  are  actively  managed  anc 
may  be  invested  in  stocks,  bonds  or  a  combination  of  both.  Todayi 
the  Amex  lists  1 29  closed-end  funds  with  over  $1 2  billion  in  assets 

"The  Amex  offers  the  services  and  trading  environment  tha 
can  make  a  big  difference  in  the  success  of  a  closed-end  fund,' 
says  Weber.  "As  many  of  the  same  specialists  firms  operate  or 
the  Amex  and  the  NYSE,  issuers  have  access  to  some  of  the 
industry's  leading  market-making  talent  and  deep  pools  of  capital. 
The  key  difference  is  that  the  Amex  has  substantially  lower  listinc 
fees,  providing  issuers  and  shareholders  with  the  opportunity  tt 
realize  significant  savings." 

Looking  to  the  next  generation  of  ETFs,  Weber  says  the  Am©- 
is  pursuing  actively  managed  ETFs  and  has  patents  pending  fc 
such  a  product.  He  says  there  are  good  reasons  why  an  active! 
managed  product  would  benefit  from  exchange  trading,  not  th' 
least  of  which  would  be  that  it  could  create  a  new  distributio 
channel  for  the  fund  company  and  potentially  offer  investoi 
many  of  the  same  efficiency  and  flexibility  benefits  as  inde- 
based  ETFs.  As  the  ETF  industry  moves  toward  actively  manage 
ETFs,  "the  Amex  is  currently  working  with  a  number  of  potenti 
issuers  to  achieve  the  next  level  of  ETF  innovation, "  says  Webe 
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•Options  involve  risk  and  ii' 
and  should  thoroughly  undii 
•  Exchange  traded  funds  ai  > 
performance  is  no  guarantee 
discussed  in  this  article.  •  Foi 
prospectus  carefully  before  you  , 
Hill  Companies,  Inc.  and  has  been  i;. 
Poor's  and  Standard  and  Poor's  maksb 
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iivestor  Prior  to  buying  or  selling  options,  a  person  must  receive  a  copy  of  Characteristics  and  Risks  of  Standardized  Optic 
'  any  use  of  options.  Copies  may  be  obtained  from  The  Options  Clearing  Corporation,  440  S.  LaSalle  Street,  Chicago,  IL  6061 
ig  possible  loss  of  principal.  Investments  in  foreign  investments  may  incur  greater  risks  than  domestic  investments.  Pa  ■ 
•I'-  should  consult  their  financial  advisors  regarding  the  appropriateness  of  investing  in  ETFs  and  the  use  of  any  strategi  | 
m,  mcludinn  charges,  expenses  and  potential  risks,  on  SPDR*,  call  1-800-THE  AMEX  or  visit  www.amex.com.  Read  i 
,  Inc.,  a  registered  broker-dealer,  is  distributor  for  SPDR*  a  unit  investment  trust.  SPDR  is  a  trademark  of  The  McGra'  I 
'.eivices  LI '.  .ind  American  Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  a  ' 
I'garding  thu  jdvisability  of  investing  in  SPDRs. 


OR:  the  complete  S&P  500  in  one  share. 

d  out  more:  visit  xvww.amex.com/SPY  or  call  i-Soo~THE  AMEX. 


''Step  into  my  parlour!'  said  the  spider  to  the  7 
smarter'than-your-average-investor  guy,      f 


tETCwauAlAISORS 


Fortunately,  the  charms 
of  this  Spider  are  ones  you 
needn't  resist.  Spiders  (SPY) 
are  exchange  traded  funds  that 
instantly,  in  one  transaction, 
diversify  your  portfolio  wilh 
all  the  opportunities  of  the 
S&P500. 

Each  Spider  share 
represents  the  whole  basket 
of  S&P  500  stocks,  just  like 
a  traditional  index  fund. 
But  you  buy  and  sell  Spiders 
like  a  stock.  In  fact,  you  can 
trade  them  all  day  long.  So 
Spiders  are  the  best  of  both 
worlds— made  even  better 
by  tax  efficiency  and  low 

management  feesf 

Spiders  are 
one  of  more  than 
100  exchange  traded  funds 
listed  on  the  American 
Stock  Exchange.  Ask 
your  smarter-than- 
the-average  advisor 
if  Spiders  are  right 
for  you.  Or  learn  more 
(where  else?)  on  the  web, 
at  www.amex.com/SPY. 

AMERICAN 

STOCK  EXCHANGE* 


1  brokerage  commission  applies.  Since  inception  in  1993.  ilie  SPDR  Trust  has  distributed  only  $0.l6  in  short  and  long-term 
1  gams.  For  more  complete  SPDR  information  and  a  prospectus,  including  potential  risks,  call  i-8oO-THE  A.MEX  or  visft 
me.x.com/SPY.  Read  prospectus  carefully  before  investing. 

Distributors,  Inc.,  a  registered  broker-dealer;  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 

s  are  subject  to  risks  including  possible  loss  of  principal .  Past  performance  is  no  guarantee  of  future  results. 

00*  and  SPDR*  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  and  have  been  licensed  for  use  by  FDR  Services  I  LC  and 

can  Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  and  Standard  &  Poor's  makes 

iresentation  regarding  the  advisability  of  investing  in  SPDR.S.  ©2OO3  ameujcan  stock  KxcBANot  ux 
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Vanguard's  S&P  500  mutual  fund,  for  example,  with  a  25-year 
history,  had  some  $68  billion  in  assets  at  the  end  of  2002, 
says  Gastineau.  The  Spider,  with  its  10-year  history,  had  some 
$39.3  billion  at  year-end.  "And  while  that  may  not  necessarily 
be  comparable,"  he  says,  "the  Spider  came  out  of  nowhere, 
and,  particularly  over  the  last  three  years,  has  been  attracting 
more  assets  than  the  Vanguard  500."  Today,  the  Spider 
(which  trades  under  the  ticker  SPY) 
has  some  $42.9  billion  in  assets  and 
is  the  largest  ETF  in  the  world.  It 
trades  on  even/  major  U.S.  exchange, 
as  well  as  a  couple  in  Europe. 

Last  year,  while  most  U.S.  mutual 
funds  saw  outflows  of  money  and 
major  equity  indices  declined,  such 
as  the  MSCI  World  index  (which 
declined  21.1%)  and  the  S&P  500 
(which  declined  23.4%),  ETF  assets 
increased  by  35%,  says  Ruhr. 

In  the  early  stages  of  the  ETF 
industry,  the  products  were  based 
on  well-known  and  broad-based 
indices,  such  as  the  Spider,  tracking 
the  S&P  500;  the  Mid-Cap  Spider 
(launched  in  1996),  tracking  the  S&P 
400;  the  Diamonds  (launched  in  1998), 
tracking  the  Dow  Jones  Industrial 
Average;  and  QQQ  (launched  in 
1999),  tracking  the  NASDAQ-100 
Index.  These  funds  have  become 
industry  stalwarts,  attracting  assets 
and  volume  on  exchanges  that 
trade  them.  They  have  consistently 
ranked  within  the  top  five  ETFs  in 
assets  or  volume  on  the  Amex. 

Spider,  Diamonds,  Mid-Cap  Spider 
and  QQQ  offer  broad  market  exposure, 
and  the  ETF  industiy,  recognizing  the 
need  for  more  div.;:,:,t  FTFs,  looked 
to  the  sector  indi'  r  ■  ;  .  -,  995,  World 
Equity  Benchmarl;  .;.r  :;res  lor-jginaily 
WEBS,  now  (Shares)  we;:.-  !;-jrchod 
and  tracked  MSCI  sn  ■  ;  > 

For  the  first  time,        ■,   1. 
could  easily  purchase  brof^.d  ex; 
to  a  country,  such  as  Brazil  or  ; 


Korea,  without  having  to  select  individual  stocks.  Since  then,< 
ETF  was  launched  tracking  the  MSCI  EAFE  (Europe,  Australaj 
and  the  Far  East)  index,  and  more  recently,  The  Bank  of  Ntl 
York  launched  its  Baskets  of  Listed  Depositan/  Receipts,, 
BLDRS  (pronounced  "builders"). 

BLDRS   are    ETFs    composed   of   American   deposit?! 
receipts  and  are  the  only  ETFs  to  do  so.  Four  were  launch; 


ETF  Features  and  Benefits 

ETFs  have  soared  in  popularity  with  all  kinds  of  investors  because  of  their  flexibility  and  ability  ti 
instant  portfolio  diversification.  They  are  tax  efficient,  low  cost  and  highly  liquid  products  that  are  traded  intri 
on  an  exchange.  And  because  they  are  all  index-based  funds,  they  offer  investors  complete  transparenc 

All  things  being  equal,  the  unique  ETF  structure  should  result  in  lower  fees  and  expenses  than  sir 
traditional  index  funds.  Expense  ratios  range  from  0-99  basis  points,  with  47  bps  being  the  average  for  all  1 
worldwide.  In  comparison,  major  market  ETFs  hover  at  18  bps,  and  the  venerable  Spider  is  12  bps,  accort 
to  Debbie  Fuhr,  executive  director  of  global  ETF  research  at  Morgan  Stanley  in  London. 

ETFs  may  also  be  more  tax  efficient  because  of  their  in-kind  creation  and  redemption  process.  If  a 
fund  investor  were  to  sell  his  shares,  the  fund  typically  would  have  to  sell  securities  to  raise  cash  to  pui 
those  shares,  which  could  generate  capital  gains,  and  those  capital  gains  would  flow  through  to  all  inv( 
says  Cliff  Weber,  senior  vice  president  of  ETF  marketplace  at  the  Amex. 

in  contrast,  when  ETFs  are  redeemed,  the  physical  exchange  is  not  a  taxable  event  for  the  funi 
hence  for  other  investors  in  the  fund).  Therefore,  until  an  investor  sells  his  ETF  shares,  he  should  pa 
on  very  little,  if  any,  capital  gains  (just  like  a  stock).  The  Spider,  for  example,  has  only  distributed 
capital  gains  over  its  10-year  history. 

There  are  additional  tax  benefits  to  be  reaped  from  ETFs,  such  as  selling  a  stock  at  a  loss  and  buying  a 
ETF  covering  the  same  market  sector  If  an  investor,  for  example,  has  ExxonMobil  stock,  which  tanks  by  year 
and  wishes  to  sell  it,  he  could  then  buy  XLE,  the  Select  Sector  Energy  Spider  of  which  ExxonMobil  is  23.: 

The  investor  realizes  a  loss,  maintains  exposure  to  ExxonMobil  and  the  sector,  and  has  the  option  to  bu 
stock  again  31  days  later.  Such  a  strategy  neatly  avoids  the  IRS'  wash  sale  rule.  In  the  above  exampi 
investor  can  take  the  tax  loss  on  ExxonMobil  as  long  as  a  substantially  identical  position  is  not  bought  30 
before  the  trade  and  30  days  after.  (The  rule  spans  a  61 -day  period.) 

And  because  ETFs  trade  like  stocks  and  are  priced  real-time  during  the  trading  day,  investors  ah 
know  the  stated  market  price  and  can  take  advantage  of  market  dips  and  peaks  to  buy  or  sell  sh 
(Traditional  funds  can  only  be  bought  or  sold  at  the  4  p.m.  close.)  If  the  market  declines  intrada\ 
investors  think  their  ETF  shares  will  bounce  back,  they  can  buy  into  that  decline. 

Alternatively,  if  the  market  dips  and  investors  reach  their  risk  tolerance,  which  is  a  20%  decline  for  exa 
they  can  place  a  stop  loss  order  and  quickly  eliminate  the  position.  Adding  to  the  product's  flexibility 
unique  ability  to  be  sold  short  on  a  downtick,  which  allows  investors  to  not  only  buy  and  sell  quickly,  i 
hedge  positions  as  well.  Those  who  are  long  the  market  and  want  to  hedge  or  short  a  specific  coi 
sector  or  stock,  for  example,  can  do  so  easily  with  an  ETF  without  waiting  for  an  uptick. 

But  this  does  not  mean  ETFs  are  just  for  day  traders.  These  are  flexible  investment  tools  with  numerous 
cations,  notthe  least  of  which  can  be  buy  and  hold.  In  fact,  many  ETF  assets  are  50%  to  70%  long-term  invi 

In  Duilding  portfolios  and  asset-allocation  models,  ETFs  complement  just  about  any  other  invei 
iKoduct,  including  common  stocks  and  other  funds.  Broad  market  ETFs  can  serve  as  core  holdings 

-^ctor  and  style  indices  can  offer  various  hedging  techniques.  ETFs  diversify  portfolios  while  a 
complete  transparency  —  and  in  today's  market,  that's  no  small  feat. 
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iammds:  the  ^o  blue  chip  stocks  of  the  Dow  Jones  Industrial  Average  in  one  share, 
nd'out  more:  visit  xvww.amex.com/DIA  or  call  i-Soo-THE  AMEX. 


A  few  arguments  for  Diamonds  which 
we  hope  you'll  find,  uh,  engaging. 
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First  of  all,  this  isn't 
about  rocks.  It's  about  stocks. 

All  30  stocks  of  the 
Dow  Jones  Industrial 
Average,  wrapped  up  in 
one  exchange  traded  fund 
called  Diamonds. 

Buy  Diamonds,  and 
you've  instantly  ^ven  your 
portfolio  the  blue-chi|3 
backbone  of  The  Dow, 
in  one  quick  transaction. 
Each  Diamond  share  (DIA) 
represents  all  of  The  Dow's 
companies,  just  like  a 
traditional  index  fund. 
But  you  can  buy  and  sell 
Diamonds  all  day  long,  just 
like  a  stock.  So  they're  the 
best  of  both  worlds— made 
even  better  by  low  manage- 
ment fees  and  taxes! 

Diamonds  are  one  of 
over  100  exchange  traded 
funds  listed  on  the 
American  Stock  Exchange. 
Ask  your  advisor  for  details. 
And  learn  why  these 
Diamonds  are  anything 
but  a  luxury. 

THE     DOW     INDUSTRIAL  S 

DIAMONDS 

-— - — ■ -^ 

AMERICAN 

STOCK  EXCHANGE" 


tial  risks,  call 


jal  brokerage  commission  applies.  For  more  complete  Diamonds  mlormalion  and  prospectus  including  poten 
30-THE  AMEX  or  visit  www.amex.com.'DlA.  Read  prospectus  carefully  before  investing. 

•S  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unft  investment  trust. 

monds  are  subject  to  risks  similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility, 
lat  an  investor's  shares,  when  redeemed  or  sold,  may  be  worth  more  or  less  than  their  original  cost.  Past  perfor 
•antee  of  future  results. 


)rmance  is  no 


Joues  Industrial  .Average,^^  The  Dow^  and  Diamoncls'  are  trademarks  of  Dow  Jones  &  Company.  Inc.,  and  have  been  iicen.^ed  for  use  bv 
^Services  LLC  and  the  .American  Stock  Exchange  LLC.  pursuant  to  a  Licen.se  Agreement  wflh  Dow  Jones.  Diamonds  are  not  sponsored' 
)rsed.  sold  or  promoted  by  Dowjones  and  Dow  Jones  makes  no  representation  regarding  the  advisability  of  investing  in  Diamonds. 
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at  tl-ie  end  of  2002,  offering  international 
exposure,  including  regional  and  developed 
and  emerging  nnarkets.  All  four  list  and 
trade  on  the  NASDAQ.  "With  these  prod- 
ucts, investors  have  the  advantage  of  for- 
eign ownership  and  instant  diversification, 
but  they  also  have  the  advantage  of  an 
underlying  index  composed  of  U.S.  securi- 
ties, which  makes  them  more  convenient 
and  cost  efficient  to  trade,"  says  Laura 
Melman,  vice  president  for  the  depositary 
receipt  division  at  The  Bank  of  New  York. 

Sector  ETFs  made  their  appearance  in  1 999 
when  the  nine  Select  Sector  Spiders  were 
launched.  These  ETFs  track  the  nine  S&P 
indices  that  together  equal  the  S&P  500. 
Thereafter,  a  plethora  of  sector  ETFs  under 
the  iShares  and  streetTRACKS  labels  were 
listed.  Suddenly  investors  were  able  to  use 
ETFs  to  tailor  portfolios  and  meet  targeted 
asset  allocation  objectives. 

With  the  addition  of  these  ETFs,  investors 
could  readily  implement  a  variety  of  strategies 
including  core  equity  holdings,  sector,  style  and  international 
plays,  and  portfolio  hedging.  Those  who  sought  broad  market 
exposure  but  wanted  to  avoid  certain  sectors  could  now  do 
so  by  buying  the  Spider  and  shorting  the  Select  Sector 
Technology  (XLK),  for  example. 

Then  the  NASDAQ-1 00  Index  Tracking  Stock  was  launched, 
known  as  QQQ  due  to  its  ticker,  and  it  quickly  became  one  of 
the  most  popular  ETFs  offered.  Today,  QQQ  is  the  most  traded 


TV 
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Overview  of  ETFs  Around  the  World 

Number  of       NewETF         Total           Assets  Under 
Country                  Primaiy        Launches         ETF  " .       Management 
(#  of  managers)      ETF  Listings        inVTD         Listings          US$  Billions 

as  of  April  30, 2003 

Average 
Difference       Daily  Volume 
March-April     Million  Shares 

1 

Average  il 
Daily  Volumr 
US$  Blllionif- 

ETFS 

US  (7) 

116 

3 

116 

$110.71 

$8.43 

141 

$7.7     '" 

Europe  (14) 

116 

3/-5 

198 

13.89 

2.03 

12 

0.354| 

Japan  (4) 

18 

18 

18.89 

-0.84 

5 

0.047 

Canada  (2) 

16 

16 

3.70 

0.20 

2 

0.04?" 

Korea  (4) 

4 

4 

0.425 

0.09 

3 

0.02a  " 

Australia  (i) 

3 

3 

0.304 

0.00 

* 

0.005 

South  Africa  (l) 

3 

3 

0.446 

-0.07 

* 

*     • } 

Hong  Kong  (2) 

2 

4 

2.70 

0.00 

5 

O.OOf '' 

India  (2) 

3 

2 

3 

0.006 

-0.002 

* 

* 

Israel  (i) 

1 

2 

0.410 

0.07 

* 

* 

Singapore  (i) 

1 

6 

0.165 

-0.001 

•k 

* 

ETF  Total  (30) 

283 

8/-5 

373 

151.64 

9.97 

169 

8.1 

HOLDRS  (1) 

17 

17 

4.80 

0.30 

11 

0.43 

ETFs  &  HOLDRS 
Total 

300 

8/-5 

384 

156.48 

9.97 

180 

8.6    . 

Source:  Morgan  Stanley  Research,  London 


security  (in  terms  of  daily  average  volume)  in  the  world,  arr 
the  second-largest  ETF  in  terms  of  assets.  Through  the  end  C 
April,  it  has  some  $18.9  billion  in  assets  and  a  daily  averagf' 
volume  of  nearly  68  million.  Its  popularity  in  part  rests  wit 
the  fact  that  it  allowed  investors  for  the  first  time  to  gai 
exposure  to  the  top  100  NASDAQ  companies  in  one  trade,  fiv 

Like  the  Spider,  QQQ  trades  on  even/  major  U.S.  exchange  ani 
a  few  in  Europe.  And  as  do  many  ETFs,  QQQ  has  numeroi 


Worldwide  ETF  Growth 
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5,258 

8,234 

17,596 
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ative  products  (including  futures  and  options)  based  on  it  and  its  index,  thereby 
ig  liquidity,  making  the  product  robust  and  offering  more  investment  options. 
any  think  of  QQQ  and  the  NASDAQ-100  Index  as  technology-laden,  which  is  a 
onception,  says  John  Jacobs,  executive  vice  president  of  the  NASDAQ.  While 
1  is  strongly  weighted  in  technology,  "it's  also  Starbucks  and  Staples  and  Bed, 
and  Beyond,"  he  says.  "The  NASDAQ-100  Index  was  never  really  a  tech 
c,  but  rather  a  large-cap  growth  index." 

luct  Innovation 

til  last  year,  the  U.S.  ETF  universe  was  populated  with  products  tracking  only 
y  indices.  Then  in  July  2002,  iShares  launched  four  fixed-income  ETFs  —  and 
;ted  immediate  attention.  They  appeared  at  a  time  when  most  investors  were 
ng  alternatives  to  a  rapidly  declining  equity  market.  And  they  offered  investors 
pportunity  to  develop  a  truly  diversified  portfolio  with  ETFs.  With  the  advent 
ed-income  ETFs,  investors  could  do  asset  allocation  models  based  on  equity 
lond  ETFs. 

;t  as  the  long-awaited  fixed-income  ETFs  offered  protection  in  a  bear  market, 
products  offering  alternatives  to  straight  equity  investing  have  begun  to 
jr.  In  April,  Rydex  Global  Advisors  and  S&P  listed  an  ETF  tracking  an  equal- 
led S&P  500  index.  (It  trades  on  the  Amex  under  ticker  RSP.) 
5Stors  who  want  to  remain  exposed  to  the  market  while  minimizing  large-cap 
bets  can  do  so  with  this  ETF  If  they  believe  larger  stocks  will  underperform 
sr  stocks,  they  can  short  the  Spider  and  go  long  RSP,  for  example, 
in  though  many  new  ETFs  strictly  track  an  index,  some  are  designed  to  boost 
-mance.  There  are  now  eight  ETFs  currently  awaiting  SEC  approval  that  will 
investors  leveraged  or  short  exposure  to  the  S&P  500,  the  NASDAQ  100, 
ow  and  the  S&P  MidCap  400  indices.  Taking  the  concept  one  step  further, 
mex  recently  listed  two  ETFs  tracking  dynamic  indices.  While  these  ETFs 
^ely  replicate  their  indices,  the  indices  themselves  are  fairly  active.  These 
Dynamic  Market  Portfolio  and  Dynamic  OTC  Portfolio  ETFs,  are  different 
the  current  palette  of  products  because  they  track  indices  that  have  added  a 
ion  component  and  seek  to  outperform  their  benchmarks. 
performance  is  key  here  and  a  quality  that  will  make  ETFs  even  more 
rful  tools  in  the  future.  While  actively  managed  ETFs  have  yet  to  make  their 
ranee  in  the  market,  they  are  the  new  new  thing  on  the  ETF  front.  When  can 
ors  expect  to  see  these  products?  "I  don't  think  we'll  see  anything  on  the 
ly  managed  front  this  year,  but  hopefully  we  will  early  next  year,"  says  Cliff 
r,  senior  vice  president  of  the  ETF  marketplace  at  the  Amex.  ■ 

—  Marsha  Zapson  is  editor  of  ETF  Report,  an  industry  newsletter. 
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lerican  Stock  Exchange  —  www.amex.com/SPY 
nk  of  New  York  —  www.BLDRSFUNDS.com 
rSDAQ  —  www.NASDAQ.com 


The  Bank  of  New  York 

Building  International  Exposure 

Baskets  of  Listed  Depositary  Receipts  (BLDRS) 
are  the  only  ETFs  in  a  burgeoning  market  to  track 
pure  baskets  of  American  Depositary  Receipts 
(ADRs).  "Other  ETFs  offering  international 
exposure  include  non-U.S.  stock  into  the  mix," 
says  James  Boliver,  vice  president  at  The  Bank 
r  of  New  York's  depositary  receipt  division. 
Launched  by  the  NASDAQ  with  The  Bank  of 
New  York  as  Trustee  at  the  end  of  2002, 
BLDRS,  pronounced  "builders,"  offer  interna- 
tional exposure  to  two  regions  and  two 
markets:  Asia  and  Europe,  Developed  Markets 
and  Emerging  Markets. 

The  four  ETFs  (BLDRS  Asia  50  ADR  Index 
Fund,  BLDRS  Europe  100  ADR  Index  Fund, 
BLDRS  Developed  Markets  100  ADR  Index 
Fund  and  BLDRS  Emerging  Markets  50  ADR 
Index  Fund)  track  The  Bank  of  New  York's  ADR 
indices,  which  have  seen  trading  volumes 
increase  yearly.  ADRs  trade  throughout  the 
U.S.  trading  day  in  U.S.  dollars  (rather  than 
local  currencies)  and  are  settled  in  the  U.S. 

"With  BLDRS,  investors  have  the  advantage 
of  instant  portfolio  diversification  and  foreign 
ownership  while  simultaneously  benefiting 
from  buying  U.S.  securities,"  says  Laura 
Melman,  also  a  vice  president  at  the  bank's 
depositary  receipt  division.  "Because  ADRs  are 
more  convenient  and  cost  efficient  to  trade, 
we've  capped  the  cost  of  the  products  at  30 
basis  points."  (In  comparison,  most  other  inter- 
national ETFs  hover  at  around  80  basis  points.) 
All  companies  in  The  Bank  of  New  York  ADR 
indices  trade  on  the  New  York  Stock  Exchange, 
the  NASDAQ  or  the  American  Stock  Exchange 
and  are  ranked  by  market  cap.  The  largest 
companies  with  the  highest  degree  of  liquidity 
are  more  heavily  weighted.  All  are  SEC  reporting 
companies.  Even  more  importantly,  they  are  all 
GAAP    (Generally    Accepted     Accounting 
Principles)  compliant,  which  is  a  requirement 
to  be  exchange  listed  in  the  U.S.  And  because 
BLDRS  are  ETFs,  they  are  highly  transparent 
and  easily  bought  through  any  broker 
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AN  INTERVIEWWITH  JOHN  JACOBS:  NASDAQ'S  QQ 


John  Jacobs,  executive  vice  president  of  The  NASDAQ  Stock  Market®,  talks  about  t 
NASDAQ-100  Index  Tracking  Stock^"^,  an  exchange  traded  fund  (ETF)  that  trades  under  t 
ticker  QQQ  on  all  U.S.  stock  exchanges  and  a  nunnber  of  foreign  exchanges  as  w* 
QQQ^"  is  the  most  actively  traded  security  in  the  world  in  terms  of  average  daily  trade 
volume  and  the  second  largest  in  terms  of  assets  among  ETFs  globally.  QQQ  tracks  the  pi 
formance,  price  and  yield  of  the  NASDAQ-100  Index®,  an  index  whose  constituents  are  t 
top  100,  non-financial,  large-cap  growth  stocks  on  NASDAQ®.  In  addition  to  QQQ,  there  f 
numerous  mutual  funds  and  structured  products  benchmarked  to  the  NASDAQ  100, 
well  as  futures  and  options  on  futures  on  the  index  and  QQQ. 


Q:  What  makes  QQQ  so  popular,  and  why  do 
investors  buy  it? 

Al  There  are  many  reasons  why  QQQ  is  popular,  but  first 
and  foremost  it's  a  simple  and  inexpensive  way  to  participate 
in  NASDAQ  during  bull  and  bear  markets  without  having  to 
select  individual  stocks.  Of  course,  ordinary  brokerage  com- 
missions apply.  Investors  who  want  exposure  to  large-cap 
growth  stocks  don't  have  to  worry  about  picking  individual 
companies  because  QQQ  is  a  basket  of  the  top  100  non- 
financial  NASDAQ  stocks.  Trying  to  pick  individual  stocks  can 
be  risky,  but  with  QQQ,  investors  don't  have  to  try  to  pick  the 
right  stock,  they  can  pick  the  basket  that  has  all  the  attributes 
they  want  —  which  is  another  way  of  saying  they're  buying 
diversification. 


Q:  When  you  say  diversification,  what  do 
you  mean? 

Al  Investors  who  buy  QQQ  are  buying  100  categon/-defining 
NASDAQ  companies,  thereby  increasing  diversification 
across  industry  sectors  and  reducing  investment  risk.  But 
don't  forget,  while  QQQ  does  have  a  strong  weight  in  tech- 
nology, it's  also  Starbucks  and  Staples  and  Bed,  Bath  and 
Beyond,  and  many  other  companies  representing  diverse 
industry  sectors.  The  NASDAQ-iOO  Index  was  never  really  a 
tech  index,  but  rather  a  large-cap  growth  index,  which 
includes  nine  distinct  sectors,  such  as  computer  software, 
biotech,  retail  and  health  caie. 


Q:  How  easy  is  it  to  buy  QQQ? 

A:  QQQ  is  an  ETF  and  is  therefore  inexpensive.  It  carries: 
expense  ratio  of  20  basis  points.  QQQ  —  and  ETFs' 
general  —  is  a  tax-efficient  vehicle  and  very  liquid.  There  j 
no  sales  loads,  and  for  the  cost  of  a  commission,  you  c 
buy  it  from  any  broker.  You  should  consult  your  ■ 
professional  for  more  information. 


Q:  There  are  a  plethora  of  products  tracking  t 
NASDAQ-100  Index.  Why  would  an  invest 
select  one  over  the  other? 

A:  When  we  launched  QQQ  in  March  1999,  there  wa? 
any  other  way  to  buy  a  basket  of  NASDAQ-100  stoi. 
Consequently,  QQQ  attracted  immediate  activity. 

The  first  question  investors  should  ask  is  if  they  want  expos 
to  the  NASDAQ-100  Index,  which  means  large-cap  grow 
Then  they  should  select  the  most  appropriate  chan 
through  which  they  can  purchase  that  exposure,  whet 
It's  a  brokerage  account,  a  401  (k)  or  a  mutual  fund  accoi 
Interestingly,  though,  QQQ  continues  to  attract  the  lie 
share  of  investor  assets. 


Call  your  broker  for  information,  including  potential  risl< 
and  a  prospectus  (read  it  carefully  before  you  invest). 
See  important  disclaimer  information  on  the  next  page 
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THERE  ARE  103  GOOD  REASONS 
TO  INVEST  IN  QQQ. 


THE  FIRST  100  ARE  LISTED 
TO  THE  RIGHT. 
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tock^mmbol:  QQQ)  not  only  represents  ownership  in  100  of  the  world's  most  dynamic  and 
provide^i/estors  with  instant  diversification,  a  wide  range  of  trading  options  and  liquidity, 

WFRSIFJCATION':  QOO-  is  a  smart  and  sa^Rfay  to  diversify  your  portfolio.  With  a  single  transaction,  you  can  invest  in  NASDAQ's  100  leading 
jncial  companies.  These  companies  represent  a  wide  range  of  industries  that  include  manufacturing,  retail,  telecommunications, 
ledia  and  technology. 

RADING  OPTIONS:  While  QQQ  works  like  an  index  fund,  it  trades  just  like  a  stock.  Which  means  you  can  buy  and  sell  it  anytime,  use  limit 
rders,  stop-limit  orders,  even  margin  it. 

QUIDITY:  If  you  are  seeking  liquidity,  then  you  should  consider  QQQ.  Not  only  does  QQQ  have  a  higher  daily  share-volume  than  any  other 
(Change  -traded  fund,  it  is  also  one  of  the  most  widely  traded  equities  in  the  world, 

iversification.  Trading  ojjtions.  Liquidity.  These  are  just  a  few  of  the  reasons  why  so  many  individual  and  institutional  investors  have 
lade  QQQ  a  part  of  their  portfolios.  It's  time  you  consider  making  it  a  part  of  yours.    ^.B  j^  mm  mg^  ^  ^^^^^^® 
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i««tmeM  retwfis  and  ptincipal  value  will  fluctuate  so  that  an  Investor's  shajes,  when  redeeinBd  or  sold,  may  be  wortli  iiare  or  less  tiian  the  ongiitai  est 
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For  more  information, 
including  charges, 
expenses  and 
potential  risks,  obtain 
a  prospectus  from 
your  broker,  or  call 

888.627.3837 


or  visit  us  online  a! 


NASOAQ-100.com. 
Bead  it  carefully 
before  you  invest. 


•P^  make  no  warranty,  oxpn, 
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No  matter  how  challenging  the  world  may  be,  there  are 
always  investment  opportunities  out  there  waiting  to  be 
discovered.  For  savvy,  forward-looking  investors  seeking 
low-cost  international  equity  exposure,  the  search  just 
got  easier. 

introducing  the  BLDRS^"  Funds,  a  new  and  revolutionary 
family  of  Exchange  Traded  Funds  (ETFs)  from  Nasdaq 
Financial  Products  Services,  Inc.,  with  The  Bank  of  New  York 
as  Trustee.  The  BLDRS  Fund  Family,  a  unit  investment  trust, 
is  currently  made  up  of  four  ETFs,  including  two  market 
index  funds  and  two  regional  index  funds: 

BLDRS  Emerging  Markets  50  ADR  Index  Fund 

(Ticker  Symbol:  ADRE) 

BLDRS  Developed  Markets  100  ADR  Index  Fund 

(Ticker  Symbol:  ADRD) 

BLDRS  Europe  100  ADR  Index  Fund 

(Ticker  Symbol:  ADRL!) 

BLDRS  Asia  50  ADR  Index  Fund 

(Ticker  Symbol:  ADRA) 


The  BLDRS  Funds  are  carefully  crafted  to  meet  the  needs  ol; 
today's  demanding  international  equity  investors  who  want  Vt 
benefits  of  cost-efficiency  The  BLDRS  Fund  Family  delivers: 

•  A  low-cost*  way  to  invest  overseas,  with  a  0.30%  cap 
on  ordinary  operating  expenses 

•  Convenient  and  efficient  access  to  foreign  markets 
through  depositary  receipts 

•  Transparency  •  Liquidity  •  Diversification 

•  Trading  and  tracking  throughout  the  U.S.  trading  day 

BLDRS  Funds  offer  maximum  flexibility  with  the  ability  to 
implement  advanced  investment  strategies  such  as  short  sellii 
buying  on  margin,  hedging  risk  and  using  arbitrage.  I 

In  a  complex  world,  the  BLDRS  Funds  are  powerful  and 
convenient  investment  tools  that  redefine  the  typical 
international  equity  investing  experience. 

The  BLDRS  Funds  are  distributed  by  ALPS  Distributors,  Inc. 
To  learn  more,  contact  us  at  1.888.627.3837 
or  www.bldrsfunds.com. 


BLDRS 


'Brokerage  commissions  aniily 

For  more  complete  Intormalion  adoul  j  BLDRS  Index  fund,  including  risks,  charges,  and  ongoing  expenses,  piease  call  ALPS  Distributors,  inc.  at  1 .888,627.3837  or  refer 
to  ttie  BLDRS  Index  Funds'  Wch  site  ai  'vww.bldrslunds  com  lor  a  Prospectus,  An  Investor  should  read  the  Prospectus  caretuiiy  before  investing.  Past  performance  is  no 
guarantee  of  future  results,  Exch,mge  t ,;  .•■>'  funds  are  subiect  to  risks  similar  to  those  of  stocks.  Investment  returns  wiii  fluctuate,  and  are  subject  to  market  volatility,  so  that  an 
Investor's  shares  In  a  BLDRS  Fund,  .vhen   il.  ,  -  !  ci  sold,  may  be  worth  more  or  less  than  their  original  cost,  internationai  investing  may  also  be  subject  to  special  risks,  both  economic  and  political, 
TTie  Dow  Jones  Indexes*  ate  the  calculation  ,  i.  -  •  ■  ,,»  The  Bank  of  New  Yor1<  ADR  Indexes^  The  Bank  of  l^ew  York  utilizes  Dow  Jones  Indexes'  free-float  methodology  and  industry  group  classifications. 
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Behind  every 
breakthrougn 

drug  is 

a  hanoiul  of 

unknown 

geniuses  who 

conjured  up 

what  no  one 

had  dreamed 

of  before. 

BY  ROBERT  LANGRETH 
AND  ZINA  MOUKHEIBER 

PHOTOGRAPHS  BY  THOMAS  BROENING 


"Discovery  consists  of  seeing  what  everybody 
has  seen  and  thinking  what  nobody  has 
thought." 

— Albert  Szent-Gyorgyi,  1937  Nobel  Laureate  in  Medicine 


Drugmakers  like  to  brag  about  the  latest  high-tech 
tools — computerized  gene  sequencers  that  unravel 
DNA,  automated  machines  that  screen  thousands  of 
compounds  in  hours — and  how  they  will  lead  to  a 
boatload  of  breakthroughs.  In  reality  the  difference 
between  spectacular  success  and  abject  failure  can 
come  down  to  a  little  luck  and  a  few  dedicated  inven- 
tors toiling  behind  the  scenes.  These  medical  Merlins 
have  the  rare  combination  of  genius,  drive  and  faith 
needed  to  surmount  dismal  odds  against  a  new  drug's 
making  it  to  market.  Some  are  brilliant  biologists  who 
uncloak  the  role  of  crucial  disease-causing  genes.  Oth- 
ers are  crafty  chemists  who  concoct  compounds  to 
safely  block  those  bad  genes.  And  still  others  are  tena- 
cious proselytizers  who  keep  a  project  alive  when  no 
one  else  believes.  Here's  a  look  at  five  of  them. 
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Genentech  biolog 
Napoleone  Ferrar 
has  an  unerring 
knack  for  knowing 
when  a  clue  is 
worth  pursuing. 


Medical  MERLINS 


/ 

rhe  Single-Minded 


Mrenty  years  ago  biologist  Napoleone  Ferrara  discovered  a 

lysterious  protein  in  the  pituitary  gland  of  cows  that  seemed 
>  make  blood  vessels  grow.  He  foresaw  a  new  weapon  against 
incer — block  the  protein  and  tumors  may  be  unable  to  pro- 
'erate — but  the  finding  was  so  obscure  that  even  his  boss  was 
:eptical.  Last  month  the  drug  that  resulted  from  Ferrara's  work 
:gan  to  look  like  a  success:  Genentech  unveiled  trial  results 
at  showed  it  extended  colon  cancer  patients'  lives  by  a  median 

five  months,  or  30%,  one  of  the  bigger  advances  in  years. 
The  drug,  Avastin,  could  hit  the  market  by  year-end,  join- 
g  existing  anticancer  chemicals  and  radiation  as  standard 
erapy  for  colon  cancer — and  it  could  end  up 
arking  against  other  cancers.  Thus,  Avastin, 
lich  blocks  VEGF,  the  protein  Ferrara  first 
)lated,  could  become  the  first  entry  in  a 
■w  way  to  treat  cancer — antiangiogene- 
:,   which    shuts   down    tumors    by 
lelling  their  ability  to  form  the  new 
3od  vessels  that  feed 
sir  expansion. 

"It  is  a  big  achieve- 
jnt,"  says  Judah  Folk- 
in  of  Harvard's  Children's 
)spital  Boston.  He  was  an  early 
oponent  of  antiangiogenesis  and  is 
own  for  the  experimental  drugs  angiostatin  and 
dostatin.  "Napoleone  had  the  vision 
see  before  other  people  that  many 
Tiors  make  VEGF  and  that  you  might 
able  to  make  an  antibody  to  block  it. 
eryone  said  the  approach  wouldn't 
irk,  but  he  kept  going." 

In  biology  every  solid  clue  emerges 
er  a  dozen  red  herrings  that  can 
ste  years  of  effort.  Ferrara,  a  charm- 
;  46-year-old  with  a  Sicilian  accent 

0  is  known  as  Napo  ("NAP-oh")  to 
;nds,  is  a  medical  detective  with  an 

erring  knack  for  knowing  what  to  pursue.  "Many  people 
by  the  seat  of  their  pants  in  science,"  says  Genentech 
Jiologist  Kenneth  HiUan.  "Napo  has  an  incredible  nose  for 
owing  when  to  follow  up  on  something.  Even  when  his 
as  seem  wacky  to  start,  they  pan  out."  Rivals  at  other  drug- 
kers,  Hillan  says,  are  students  of  virtually  every  experi- 
nt  he  has  done. 
Dr.  Ferrara  joined  Genentech  as  a  junior  scientist  in  1988, 

1  his  colleagues  were  charmed  by  the  slightly  disheveled 
ilian  who  drove  to  work  on  his  Yamaha  VMAX  motorcycle 


VEGF 

Genentech 

Napoleone  Ferrara's  1989  discovery  of  vascular 
endothelial  growth  factor  (above)  led  Genen- 
tech to  pursue  a  radical  new  type  of  cancer 
therapy  that  starves  tumors  of  their  blood  sup- 
ply. Skeptics  said  that  would  fail,  but  its  new 
drug,  Avastin,  extends  cancer  patients'  lives. 


and  paced  the  hallways,  muttering  to  himself,  when  his  work 
was  going  well.  He  had  grown  up  as  the  only  child  of  a  judge 
and  graduated  from  medical  school  in  Catania,  Sicily  in  the 
early  1980s,  intent  on  practicing  obstetrics.  Curious  about 
research,  he  snared  a  two-year  postdoctoral  stint  doing  biology 
research  at  the  University  of  California,  San  Francisco.  There 
he  was  handed  the  low-priority  task  of  exploring  the  basic  sci- 
ence of  the  pituitary  gland.  That  meant  frequent  treks  to  the 
slaughterhouse  to  collect  cow  samples. 

One  day  he  mixed  follicular  cells  (an  extract  from  the  cow 
pituitary)  with  blood  vessel  cells.  To  his  great  surprise,  the 
blood  cells  started  multiplying  like  mad.  He  theorized  that  the 
pituitary  cells  were  secreting  a  protein — some  unknown  elbdr 
among  several  thousand  proteins  the  organ  churned  out — that 
instructed  blood  vessels  to  sprout  tendrils.  Skeptical  colleagues 
believed  he  had  merely  rediscovered  the  weO-known  fibroblast 
growth  factor.  Ferrara  couldn't  prove  otherwise  because  he 
wasn't  able  to  isolate  the  protein  and  lacked  enough  evi- 
dence to  publish  his  theory. 

But  his  gut  told  him  he  was  right, 
so  he  scrapped  plans  to  begin  an 
obstetrics  practice  in  Sicily, 
instead  staying  in  San  Fran- 
cisco to  devote  himself 
to  research. 

Though  he  was 
hired  by  Genentech 
in  1 988  to  work  on  a  pregnancy  drug,  he 
concentrated  on  the  tedious  work  of 
isolating  the  cow  protein  he  had  stum- 
bled upon  years  earlier.  Driven  by  the  idea 
that  he  might  discover  something  totally 
new,  he  labored  nights  and  weekends  for  months,  fil- 
tering out  thousands  of  other  proteins 
until  he  finally  separated  the  right  one 
in  1989  and  cloned  the  human  version 
of  the  gene  that  produces  it.  He  named 
it  Vascular  Endothelial  Growth  Factor, 
or  VEGF  (pronounced  "VEJ-ef),  for  its 
ability  to  act  as  a  molecular  fertUizer  for 
blood  vessels  while  having  little  effect 
on  other  tissues.  (Monsanto  found  it  at 
around  the  same  time.) 

He  realized,  five  years  before  Har- 
vard's Folkman  would  discover  angio- 
statin, that  blocking  VEGF  with  a  specially  tailored  drug  might 
lead  to  a  totally  new  type  of  cancer  therapy.  Ferrara's  team  and 
others  showed  that  many  tumors  secrete  large  amounts  of 
VEGF  to  spur  nearby  blood  vessels  into  growing  new  branches 
to  supply  the  tumor.  The  more  VEGF  a  tumor  contains,  the 
more  it  is  likely  to  grow.  By  1993  Ferrara's  Genentech  col- 
leagues had  engineered  a  monoclonal  antibody  that  latches  on 
to  the  VEGF  molecule  and  disables  it  so  it  can't  dock  onto  its 
receptor  in  blood  vessels.  The  antibody  dramatically  slowed 
the  growth  of  tumors  in  mice,  but  persuading  executives  to 
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Medical  MERLINS 


launch  costly  human  trials  was  a  struggle.  At  the  time  Genen- 
tech  focused  on  heart  disease,  not  cancer.  Ferrara  kept  coming 
back  at  them  with  more  data.  "He  is  kind  of  unstoppable,"  says 
Hillan.  "He  keeps  pushing  and  pushing  his  ideas,"  until  they 
prevail. 

Human  trials  of  Avastin  began  in  early  1997  and  proceeded 
with  little  fanfare  until  mid- 1998,  when  Harvard's  Folkman 
landed  on  the  front  page  of  the  New  York  Times.  A  media 
frenzy  ensued  over  Folkman's  success  at  wiping  out  tumors  in 
lab  mice.  Ferrara's  bosses  fretted  over  whether  Genentech  was 
pursuing  the  right  strategy.  He  urged  them  to  stay  the  course, 
noting  that  the  mechanism  of  Folkman's  drugs  was  unclear 
and  that  the  results  hadn't  yet  been  reproduced.  Sure 
enough,  it  took  years  to  reproduce  those  animal  findings, 
and  angiostatin  and  endostatin  have  been  delayed  while  their 
backer  EntreMed  looks  for  a  new  partner. 

Initial  trial  results  for  Avastin  in  colon  and  kidney  can- 
cer were  promising,  prompting  Genentech  to  start  large- 
scale  tests.  But  Avastin  faOed  to  help  breast  cancer 
patients  in  a  study  of  462  women  completed  last  fall. 
Many  analysts  wrote  off  the  drug  entirely.  Ferrara  felt  as  if 
he'd  been  punched  in  the  stomach.  Everything  now  was 
riding  on  the  big  colon  cancer  trial,  with  results  due  in  May 
2003.  As  the  outcome  neared,  Ferrara  found  it  harder  to 
sleep.  He  was  in  Italy  on  May  18  when  he 
received  an  urgent  mes- 
sage to  call  Genentech 
Chief  Arthur  Levinson. 
He  expected  mixed 
news  at  best.  Levinson 
told  him  to  sit  down: 
The  drug  had  far  exceeded 
expectations.  Ferrara,  feel- 
ing a  wave  of  relief,  was 
speechless. 

Ferrara  hopes  Avastin  is  just  the 
start.  He  has  been  mulling  other  dis- 
eases involving  VEGF,  including  eye 
problems  characterized  by  a  prolifera- 
tion of  blood  vessels.  Genentech  is  test- 
ing a  derivative  of  Avastin,  rhuFab  V2,  in 
patients  with  macular  degeneration,  a 
leading  cause  of  blindness.  It  is  now  in 
final-stage  human  tests.  Some  25  trials  of  Avastin  are  under 
way,  targeting  tumors  of  the  kidney,  lung,  pancreas  and  liver. 
VEGF  research  has  become  a  cottage  industry,  with  hundreds  of 
new  studies  emerging  every  year.  Resulting  drugs  could  help 
heal  severe  wounds  and  treat  heart  and  liver  diseases. 

Back  in  his  lab  Ferrara  is  working  furiously  to  figure  out  how 
tumors  can  become  resistant  to  Avastin.  One  theory,  which  may 
explain  its  failure  against  breast  cancer,  is  that  there  may  be  tis- 
sue-specific proteins  that  spur  tumor  grov^rth  in  the  absence  of 
VEGF.  "This  is  a  long-term  cjuest,  and  we  can't  assume  that  block- 
ing VE(iF  alone  will  be  enoug>  '  he  says.  "I  try  to  do  my  work  and 
move  on — and  not  get  stuck  >v  itini;  for  Godot." 
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The  Chemical 
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Celebrex 


Pfizer 

Name  almost  any  drug  and  John  Talley  can  draw 
its  molecular  structure  for  you  from  memory.  The 
master  chemist  has  authored  four  marketed  reme- 
dies, two  of  which,  arthritis  pain  reliever  Celebrex 
(above)  and  Bextra,  reap  $3.5  billion  in  annual 
sales  for  Pfizer.  Now  at  Microbia,  he  hunts  for  new 
weapons  against  deadly  fungal  infections. 


Most  chemists  in  the  drug  industry  go  their  entire  careen 

without  working  on  a  drug  that  makes  it  to  market.  John  J.  Talley 
51,  has  four  on  sale.  In  the  1990s  he  led  the  tiny  team  of  chemist! 
at  Monsanto  that  invented  the  stomach- friendly  painkillers  Cele 
brex  and  Bextra.  The  two  drugs,  now  sold  by  Pfizer  after  myriac 
mergers,  reap  $3.5  billion  in  combined  annual  sales. 

Now  Talley  is  searching  for  his  fifth  hit.  Last  year  he  quit  hi 

secure  job  at  Pharmacia  to  lead  research  at  a  no-name  biotect 

shop  working  on  antifungal  drugs.  It  is  a  vexing  pursuit;  orl} 

one  new  drug  class  has  emerged  in  15  years.  The  firm,  Mi 

crobia  in  Cambridge,  Mass.,  has  spotted  80  genes  thai 

fungi  use  to  morph  from  harmless  to  deadly  form,  infil 

trating  vital  organs  in  patients  with  weak  immune  sys 

tems.  Talley  must  invent  a  compoimd  that  gums  up  thi 

action  of  bad  genes  and  their  proteins. 

Designing  a  drug  is  akin  to  machining  an  oddl 

shaped  part  to  fit  a  slot  whose  exact  design  is  no 

yet  known.  Drugmakers  can  synthesize  10,00* 

new  chemicals  before  finding  one  that  can  slij 

harmlessly  through  the  body  and  disable  ont 

bad  protein  without  disturbinj 

good  ones.  Talley  has  an  un 

usual  ability  to  feel  his  way  to 

ward  the  right  component. 

"He  has  almost  an  innate  taste  fo 

what  is  the  right  molecule,  a  feel  for  th 

direction  he  wants  to  go,"  says  Marl 

Currie,  a  longtime  colleague.  Adds  Pete 

Isakson,  who  led  the  Celebrex  team:  "It' 

an  instinct  that  you  can't  teach.  You  ei 

ther  know  it  or  you  don't." 

A  heavy- smoking,  baseball-cappo 
lowan,  Talley  has  an  encyclopedic  h:iovA 
edge  of  chemical  compounds.  He  ca 
draw  from  memory  the  precise  structui 
of  almost  any  drug,  dissecting  their  flaw 
and  attributes  atom  by  atom.  "I  like  to  think  every  atom  is  ther 
for  a  reason,"  he  says.  He  always  carries  a  black  leather  notf 
book  so  he  can  scribble  down  new  molecular  structures  as  the 
float  into  his  mind  at  any  time  of  the  day.  At  home  he  sometime 
relaxes  by  reading  USAN,  an  annual  dictionary  of  newly  name 
compounds,  to  get  ideas. 

Talley  stumbled  into  chemistry  at  the  University  of  Nortl 
ern  Iowa  after  finding  business  classes  unbearably  dull.  Aft< 
grad  school  at  the  University  of  Minnesota  and  a  stint  at  GE 
labs,  he  ended  up  at  Monsanto's  Searle  unit  in  St.  Louis  in  198( 
His  first  yeais  were  frustrated  by  near  misses.  He  spent  yea 
on  a  blood-pressure  project,  but  the  molecular  target  was 
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dud.  He  designed  early  protease  inhibitor  drugs  for  AIDS,  but 
the  lead  molecule  faOed  in  trials.  In  1991  a  new  research  head, 
PhOip  Needleman,  shifted  the  focus  to  aspirin  substitutes  that 
avoid  causing  ulcers.  Needleman's  theory  was  that  one  could 
spare  the  stomach  by  selectively  blocking  the  enzyme  respon- 
sible for  inflammation,  COX-2  (cyclooxygenase-2),  while  avoid- 
ing the  one  involved  in  maintaining  the  stomach  lining,  COX-l. 
It  proved  to  be  devilishly  difficult.  The  only  difference  between 
the  two  types  of  cyclooxygenase  is  a  small  pocket  that  protrudes, 
like  the  thumb  of  a  glove,  from  the  main  binding  site.  Talley  needed 
to  modify  existing  painkillers  so  that  they  attached  only  to  en- 
zymes with  the  protrusion.  Six  chemists  spent  long  nights  paging 
through  piles  of  dusty  chemistry  journals  in  the  Monsanto  library 
to  see  if  anyone  had  invented  a  COX-2  inhibitor  without  realizing 
it.  In  early  1992  two  colleagues  got  wind  of  an  old  DuPont  com- 
pound that  seemed  to  fit  the  bill.  Talley's  chemists  rushed  to  dissect 
the  DuPont  compound  and  improve  it.  The  crux:  a  six-atom  side 
chain  that  fit  neatly  into  the  thumbhole.  TaUey  tweaked  it  to  boost 
potency  and  limit  potential  side  effects. 


The  Maverick  and 

the  Maestro 


Some  scientists  are  almost  apologetic  about  their  hunches.! 

Craig  Smith  is  anything  but.  Smith,  52,  is  the  voluble  half  of  ani 
odd  couple  of  Amgen  scientists  whose  early  work  led  to 
Enbrel,  the  billion-dollar  blockbuster  targeting  rheumatoid 
arthritis.  He  is  a  passionate,  messy,  untamed  biochemist  burst- 
ing with  more  ideas  than  he  could  ever  pursue.  "His  mind  i&i 
going  47  different  directions  at  once,"  says  a  former  colleague. . 
Everything  is  magnified  in  Smith's  world.  One  drug  he  is 
working  on  "is  the  most  exciting  development  in  cancer 
research  in  eons;"  another  "cures  lupus"  in  lab  animals.  He 
heaps  scorn  on  distracting  projects.  A  drug  that  flopped  in  the 
1990s  was  "ludicrous  beyond  human  comprehension,"  and 


Merck  also  was  working  on  COX-2, 
but  Monsanto  beat  it  to  market,  getting 
Celebrex  out  in  January  1999,  five  months 
ahead  of  Merck's  entry,  Vioxx.  Talley's 
second  COX-2  entry,  Bextra,  was  approved 
last  year,  beating  out  Merck's  second  ver- 
sion. Talley  got  a  $40,000  bonus  for  his 
breakthrough. 

Monsanto  merged  with  Pharmacia 
in  2000,  and  the  new  guard  emphasized  computerized  gene- 
hunting,  robotic  chemistry  and  other  gizmos.  Talley  grew  disil- 
lusioned, convinced  the  tech  glitz  was  diverting  drugmakers  from 
the  way  medicines  were  really  discovered — by  individual  artists. 

When  Microbia  wooed  him  last  year,  he  was  intrigued.  He 
knew  firsthand  how  badly  new  drugs  are  needed:  His  father-in- 
law,  weakened  by  cancer,  died  from  a  fungal  infection  in  1998. 
Upon  his  arrival  he  dumped  two  of  Microbia's  three  lead  com- 
pounds. His  gut  said  they  would  be  prone  to  side  effects,  so  he 
bet  everything  on  the  third. 

Each  day  Talley's  researchers  inch  closer  to  that  magic  com- 
bination of  properties  that  is  a  drug.  They  hope  to  have  a  com- 
pound ready  for  human  trials  next  year.  But  the  competition  is 
intense — both  Merck  and  Pfizer  .sell  antifijng.ils  and  are  pur- 
suing advances.  Talley  is  back  in  his  element:  chasing  another 
win.  "I'm  really  close  to  something,"  he  says,  eyes  afire.  "I  feel 
really  good  about  this." 
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Enbrel 

Amgen 


Biochemists  Smith  and  Goodwin  struck  up  a  col- 
laboration 15  years  ago  and  produced  magical 
results,  foremost  the  smash-hit  autoimmune  drug 
Enbrel  (above).  Yet  the  two  couldn't  be  more  dif- 
ferent Smith  is  a  human  whirlwind  of  words  and 
ideas,  while  Goodwin  deliberates  over  his  opinions 
as  carefully  as  he  plucks  out  new  protein  targets. 


another  "had  no  chance  of  working" 
but  the  study  went  on  because  the  com- 
pany brass  at  what  was  then  Immunex 
(now  Amgen)  "didn't  have  the  slightest 
idea  of  what  was  going  on." 

"Craig  drives  some  people  crazy, 
but  I  trust  him.  He  tends  to  be  right,' 
says  Smith's  research  partner,  Ray 
mond  Goodwin,  who  stays  out  of  the 
spodight.  Goodwin,  also  52,  is  the  counterbalance — a  quiet 
neat,  hyperefficient  gene  doner.  In  the  days  before  the  genome 
was  decoded  and  posted  on  the  Internet,  he  was  a  master  at 
fishing  new  genes  out  of  the  cellular  soup. 

In  an  eight-year  heyday  in  the  1990s  at  Immunex,  the  two 
men  helped  discover  some  of  the  most  important  new  drug 
targets  in  decades,  unearthing  a  family  of  immune-system 
genes.  Enbrel,  concocted  in  1989,  targets  the  prototype  membei 
of  this  gene  family:  tumor  necrosis  factor.  The  drug,  remarkable 
for  attacking  the  molecular  causes  of  autoimmune  disease,  was 
the  main  reason  biotech  giant  Amgen  acquired  Seattle-based 
Immunex  for  $17.7  billion  last  year.  Amgen  says  Enbrel's  sales, 
now  at  $1.3  billion,  could  hit  $3  billion  in  a  few  years. 

And  Enbrel  is  just  the  beginning.  Smith  and  Goodwir 
and  their  Immunex  colleagues  discovered  nearly  a  dozer 
new  TNF  relatives.  Drugs  targeting  them  may  one  day  treaf 
diseases  as  diverse  as  psoriasis,  multiple  sclerosis,  lupus 
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osteoporosis,  heart  disease,  even  cancer. 

The  two  biochemists  met  in  the  late  1980s,  soon  after 
Smith  arrived  at  Immunex.  Goodwin  recalls  seeing  a  terrific 
mess  inside  a  nearby  lab  and  wondering  who  made  it.  Craig 
Smith  was  the  culprit.  He  had  been  hired  to  work  on  a  class  of 
immune-system  proteins  called  interleukins,  but  he  had  a  bet- 
ter idea:  He  proposed,  instead,  that  the  two  of  them  work  on 
cloning  the  receptors  for  TNF. 

It  was  an  unlikely  choice.  Tumor  necrosis  factor,  named  for 
its  ability  to  make  cancer  cells  shrivel  and  die  in  the  test  tube, 
had  largely  fizzled  in  human  tests  because  it  was  too  toxic.  But 
Smith  figured  excess  TNF  might 
cause  autoimmune  diseases  such  as 
rheumatoid  arthritis  or  lupus. 

The  two  used  a  new  technique 
called  expression  cloning  to  fish 
out  the  TNF  receptor  in  a  mere 
three  months.  They  devised  the 
Enbrel  molecule  by  fusing  a  copy 
of  the  receptor  to  the  base  of 
another  protein,  so  it  would  float  in 
the  blood  and  sponge  up  excess 
TNF.  After  a  bumpy  road  through 
human  trials — Enbrel  flopped  as  a 
sepsis  remedy  before  Immunex 
found  the  arthritis  application — it 
won  approval  in  late  1998. 

Smith  and  Goodwin,  believing 
TNF  had  sibUng  receptors  that  also 
influenced  the  immune  system, 
eventually  found  several  more. 
Smith  chanced  upon  one  gene, 
dubbed  4-lBB,  one  night  at  2:30 
a.m.  while  surfing  the  Internet;  it 
may  play  a  role  in  lupus.  Now  oth- 
ers are  in  the  hunt  for  new  TNF 
genes.  The  most  promising  is  Trail 
(TNF-related  apoptosis-inducing 
ligand),  spotted  in  a  database  in 
1995  by  Steven  Wiley,  a  protege  of 
Goodwin  and  Smith  at  Immunex. 
In  the  test  tube,  Trail  causes  cancer 
cells  to  kill  themselves  while  sparing 
normal  cells.  The  possibility  of  liver 
damage  has  delayed  human  trials, 
but  Smith  is,  as  ever,  impatient.  "It's 
the  perfect  cancer  killer,"  he  says. 

So  far  his  new  bosses  at  Amgen 
are  letting  him  be,  but  he  dreams 
of  going  off  on  his  own.  He  has 
received  thousands  of  Immunex 
options  for  iiis  work  on  Hnbrel;  at 
his  own  boutique,  Smith  would 
reap  far  bigger  riches  for  his  next 
blockbuster. 


The  Tireless 

Hunter 


Some  miracle  drugs  emerge  from  eureka  moments,  but  more 

often  a  new  compound  results  from  years  of  meticulous, 
plodding  work  championed  by  a  relentless  true  believer.  And 
so  it  is  for  a  drug  approved  last  month  to  treat  a  deadly  can- 
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Julian  Adams 
never  gave  up  on 
his  cancer  drug, 
Velcade,  even  when 

if  i<illcel%very 
single  lab  mouse  it 
was  tested  on.        » 
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cer  of  the  blood  known  as  multiple  myeloma. 

Velcade,  from  Millennium  Pharmaceuticals,  is  the  first 
new  treatment  approved  for  myeloma  in  a  decade.  Myeloma 
afflicts  50,000  people  a  year  and  kills  70%  of  patients  within 
five  years  of  diagnosis.  Yet  in  middle-stage  trials  Velcade 
shrank  tumors  in  28%  of  188  patients  who  had  failed  two 
other  therapies;  20%  went  into  remission.  Those  results  so 
impressed  regulators  that  they  approved  the  drug  in 
only  four  months.  "It's  a  dream  of  a  lifetime,"  says 
chemist  Julian  Adams,  48,  head  of  drug  dis 
covery  for  Millennium. 

Eight  years  earlier,  when  Adams  first 
tested  his  drug  on  six  lab  mice,  every  one  of 
them  died  from  side  effects.  But  Adams  is  a 
hunter  who  never  gives  up.  He  doggedly 
shepherded  Velcade  through  development  and 
believed  in  it  when  no  one  else  would,  saving  it  from 
oblivion  when  two  successive  mergers  could  have 
killed  it.  "Velcade  is  a  testament  to  Julian's  tenacity 
and  brilliance,"  says  John  Littlechild  of  HealthCare 
Ventures,  a  backer. 

Adams  developed  his  relentless  style  after  gradu- 
ating from  the  Massachusetts  Institute  of  Technol- 
ogy and  joining  Merck  &  Co.  in  1982,  working  with 
Robert  Zamboni,  who  created  the  popular  asthma 
drug  Singulair.  Zamboni  taught  him  the  importance 
of  seeing  a  drug  from  inception  through  human 
trials.  "He  imbued  in  me  the  spirit  of  the  drug 
hunter,"  Adams  says  of  his  onetime  mentor. 

Adams  left  Merck  in  1987  to  make  a  name  for 
himself  at  the  German  drug  firm  Boehringer  Ingelheim. 
Two  years  later,  as  head  of  the  com- 
pany's Ridgefield,  Conn,  chemistry  lab, 
he  led  the  team  that  synthesized  Vira- 
mune,  the  first  in  a  new  class  of  HIV 
drugs  called  non-nucleoside  reverse 
transcriptase  inhibitors.  (Viramune 
grossed  $370  million  last  year.) 

Five  years  later  Adams  joined  Pro- 
Script,  a  startup  in  Cambridge,  Mass. 
founded  by  a  quartet  of  Harvard  pro- 
fessors. The  four  were  focused  on  the 
proteasome,  a  complex  of  proteins  in 
cells  that  work  as  molecular  garbage  disposal  units,  engulfing 
and  chopping  up  proteins  when  they  are  no  longer  needed. 
Only  a  handful  of  papers  had  explored  the  proteasome.  "It 
was  fresh.  I  love  the  thrill,  and  the  thrill  seemed  perfect." 

The  Harvard  profs  tinkered  with  ways  to  block  protea- 
somes  in  the  hopes  of  treating  disease;  in  need  of  an  expert 
drug  hunter,  they  signctl  him  up.  Clues  hinted  that  some  pro- 
teins might  be  signals  tin  rancer  cells  lo  multiply.  Adams  the- 
orized that  blocking  the  proteasome  with  a  drug  might  over- 
load tumor  (.c''s  with  proteins,  causing  the  signaling 
mechanism  to  short-circuit.  Adams  tracked  down  a  researcher 
at  the  Max  Planck  'istitutc  in  Germany  who  had  just  mapped 
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Proteasome 

Millennium  Pharmaceuticals 

Adams  endured  eight  years  of  struggle  and  scorn, 
at  one  point  putting  up  $250,000  of  his  own  money, 
to  prove  he  could  produce  a  cancer  drug  targeting 
the  obscure  proteasome  (above),  which  acts  as  a 
cellular  garbage  disposal.  He  was  vindicated  in  May, 
when,  months  ahead  of  schedule,  Velcade  was  ap- 
proved to  treat  lethal  multiple  myeloma. 


the  3-D  structure  of  the  proteasome,  which  was  shaped  like  a 
six-ringed  cylinder.  Using  this  data,  Adams  in  1995  concocted 
an  unusual  boron  molecule  that  snuggled  into  one  of  the  J 
enzyme's  active  sites  and  blocked  its  function.  In  test  tubes  the 
compound  destroyed  tumor  cells.  ProScript  then  raised  $37 
million  from  HealthCare  Ventures,  Aventis  and  Roche. 

Adams'  team  of  35  scientists  spent  two  years  tinkering 
with  dosages  to  reduce  toxic  side  effects,  settling  on  twice- 
weekly  injections  that  slowed  tumor  growth  in  mice  but 
didn't  kill  them.  "We  built  up  our  courage,"  he  says.  In 
1998  he  began  a  trial  of  60  patients  with  various 
tumors. 

The  following  year  he  received  some  results 
that  gave  him  hope.  One  patient's  prostatej'' 
tumor  temporarily  shrank,  and  two  patients, 
one  with  lung  cancer  and  one  with  neck  cancer,  also 
responded  positively.  But  the  drug's  potential  toxi- 
city still  was  a  problem,  and  ProScript  was  running 
out  of  cash.  At  one  tense  meeting  a  scientific  adviser 
told  Adams  he  wouldn't  give  the  drug  to  a  relative. 

"It  was  a  new  target  and  a  new  mechanism;  peo- 1 ' 
pie  looked  at  it  and  said  this  is  way  too  risky,"  recalls 
HealthCare  Ventures'  Littlechild. 

In  a  last-ditch  rescue  effort  Adams  lined  up  $2 
million  from  private  investors  and  put  up 
$250,000  of  his  own  money  to  try  to  buy  the  I, 
drug.  HealthCare  Ventures  nixed  his  offerlp 
and  sold  ProScript  to  LeukoSite,  one  of  its 
portfolio  companies,  for  $2.7  million  in 
June  1999.  Angry,  the  Harvard  founders 
quit,  but  Adams  stayed  on,  determined 
to  see  the  project  through.  Six  months 
later  his  efforts  were  disrupted  again 
when  Millennium  bought  LeukoSite 
for  $635  million.  Millennium  wast 
mostly    interested    in    LeukoSite's 
leukemia  drug,  Campath. 

Adams  began  lobbying  hard  for  his'  ^ 
drug.  "He  was  in  my  office  all  the  time,  | 
saying,  'We  need  more  money,  more 
people,'"  says  Mark  Levin,  Millen- 
nium's chief  Adams  even  arranged  foi 
Levin  to  have  dinner  with  doctors  who 
were  testing  the  drug.  More  data  trickled  in,  showing  the  drug 
was  especially  helpful  in  myeloma.  One  41-year-old  North 
Carolina  woman  went  into  remission  and  is  still  alive. 

The  data — and  Adams'  unwavering  faith — persuaded 
Levin  to  make  Velcade  the  centerpiece  of  Millennium's  can- 
cer program.  Midstage  trial  results  were  so  promising  thai 
Millennium  applied  for  federal  approval  this  year,  ever 
before  final-stage  trials  were  completed.  Now  Adams  is  rush- 
ing to  test  Velcade  on  tumors  of  the  colon  and  lung.  He  aimi 
to  boost  the  response  rate  by  combining  it  with  chemo 
Always  restless,  he  is  plotting  his  next  hunt:  "We  have  a  lo 
of  exciting  drugs."  il^ 


^ 


:iii| 


lag 


126      I     U    K    B    E   S 


line  23,  2003 


5  Microsoft :  jfporatkxi.  AH  rights  reser«(l.  Mfcrosoft  is  a  registered  trademarK  of  Mien 


eUnited,J?ates  and/or  other  wntries.  iviiofosoft  Business  S^lutionsApSjsalbsidiary  on%^ 


ng  important  decisions  is  your  job.  Delivering  the  insight  to  help  you  make  smarter  decisions  is 
With  business  applications  and  services  from  financial  management  to  customer  relationship 
igement,  we  have  the  experience  and  resources  to  help  you  succeed  in  an  ever-changing  business 
.  To  learn  more,  visit  microsoft.com/BusinessSolutions/lnsight  Software  for  the  Agile  Business. 


Microsoft 

Solutions 


Tfinhnoiogy 


Mr. 

Nanotech 

Steve  Jurvetson  is  campaigning  hard  to  become  the 
biggest  financier  in  the  i<ingdom  of  the  extremely  small. 

BY  ELIZABETH  CORCORAN 


HEN  THE  INTERNET  BOOM  BEGAN  IN  1995 

Steve  T.  Jurvetson  was  a  rookie  venture 

capitalist  fresh  out  of  Stanford  Business 

School.  He  saw  Silicon  Valley  celebrities 

such  as  John  Doerr  grab  the  limelight  as 

they  proclaimed  the  Internet  to  be  the 

greatest  legal  money  engine  ever  created. 

Over  the  next  few  years  his  firm,  Draper  Fisher  Jurvetson, 

landed  such  hits  as  Hotmail  and  Kana  Software,  although  it 

missed  investing  in  still-bigger  hits  Ebay,  Amazon  and  Yahoo. 

Jurvetson  is  determined  not  to  let  the  next  wave  sUp  by  again. 
WhOe  most  of  Silicon  Valley's  surviving  entrepreneurs  and  ven- 
ture capitalists  are  now  doing  12-step  programs  to  break  their 
addiction  to  Next  Big  Things,  Jurvetson,  at  the  ripe  old  age  of 
36,  is  loudly  championing  the  latest  N.B.T.:  nanotechnology. 

"It's  hard  to  think  of  an  industry  that  won't  be  touched  by 
nanotech,"  says  Jurvetson,  who  has  become  such  a  fixture  at  con- 
ferences that  he  often  gets  introduced  as  "Mr.  Nanotech."  Nano- 
devices  are  measured  on  the  molecular  level,  and  Jurvetson  likes  to 
wow  keynote  crowds  with  this  fact:  There  are  more  molecules  in  one 
drop  of  water  than  the  number  of  transistors  ever  built.  That  says 
something,  given  that  every  Pentium  4  has  55  million  transistors. 
Since  2000  Jurvetson  has  led  his  firm  to  invest  in  more  tiny-tech 
startups  than  any  other  venture  group:  $47.5  million  in  13  com- 
panies. About  one-fifth  of  the  firm's  $640  million  in  new  fiuiding 
will  go  into  nano.  Some  venture  capitalists  privately  grumble  that 
Jurvetson  is  pushing  too  loudly,  'oo  fast  for  a  technology  that  often 
looks  more  like  bench  sci',  nee  than  industrial  products.  In  the  past 
18  months  JPMorgan  Pai  iners  has  svnveyed  300  nano  business 
plans  and  invested  in  only  one:  Op'iva,  a  South  San  Francisco  firm 
that  wants  to  use  nanotech  t. .  make  i    n-panel  displays. 

"Lots  of  things  are  gcttin;:  ftmded  tliat  will  be  great  products, 
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but  with  few  exceptions  they'll  be  in  $10  mil- 
lion to  $30  million  markets,"  cautions  Vinoo 
Khosla,  a  partner  at  Kleiner  Perkins  Caufielc 
&  Byers,  who  has  yet  to  make  his  first  nano  in- 
vestment. Even  so,  Jurvetson  has  one  early  win 
In  May  portfolio  company  Coatue  was  ac-. 
quired  by  a  major  computer  chip  maker 
Coatue,  which  has  been  working  on  conductive 
organic  polymers  for  memory  chips,  has  hac 
major  support  from  Sunnyvale  microproces 
sor  maker  AMD. 

In  aiming  for  winners  and  a  reputation  a 
the  best  place  for  a  nanoscientist  to  get  mone) 
Jurvetson's  firm  suffers  through  many  a  half 
baked  business  plan.  He  held  eight  meeting 
with  entrepreneurs  trying  to  build  companie 
around  nanopowdered  materials  such  as  tita 
nium  dioxide — and  then  was  flooded  with  30  similar  proposals 
all  of  which  he  tossed.  He  also  bowed  out  of  a  chance  to  join  th 
second  round  for  Nanosys,  which  has  now  raised  $55  million  oi 
a  venture  to  make  biosensors  and  solar  cells. 

Nanotechnology  is  not  so  much  a  new  science  as  an  approad 
to  solving  engineering  problems.  It's  the  manipulation  of  man 
ufactured  materials  measuring  less  than  100  nanometers,  or 
thousandth  the  width  of  a  strand  of  hair.  One  nanometer  is  le&j 
than  ten  atoms  wade.  Get  small  enough — down  to  molecules  an(| 
atoms — and  everything  changes.  Newtonian  physics  gives  wa 
to  quantum  mechanics.  Biology,  chemistry  and  physics  fijse.  En 
gineers  start  to  think  about  programming  matter  to  have  th 
properties  they  want.  This  isn't  rocket  science.  It's  much  harde 
Jurvetson's  portfolio  reflects  nanotech's  far-flung  possibil 
ties.  Arryx,  in  Chicago,  sells  tweezerlike  tools  that  can  grab  pai 
tides  as  small  as  150nm.  Konarka  Technologies,  in  Lowell,  Mass 
hopes  to  make  inexpensive  plastic  sheets  of  solar  cells  that  can  b 
unrolled  like  wallpaper.  ZettaCore,  in  Denver,  aims  to  boo; 
memory  chip  performance  by  using  molecules  to  do  ultradens 
low-power  data  storage.  Nantero,  in  Woburn,  Mass.,  is  workir 
on  memory  chips  that  would  pack  a  terabit  of  data  in  a  squai 
centimeter,  a  thousand  times  as  much  as  stored  in  today's  rai 
dom  access  memory  chips.  In  May  Jurvetson  invested  in  Vai 
couver,  Canada-based  D-Wave  Systems,  which  aims  to  build 
solid-state  quantum  computer. 

Jurvetson  had  his  first  brush  with  nano  in  1989  while  worl 
ing  on  his  master's  in  electrical  engineering  at  Stanford  Unive 
sity  and  designing  chips  in  the  summers  at  Hewlett-Packar 
One  course  in  particular  captured  his  imagination:  a  lectu 
series  on  building  machines  that  could  manipulate  molecule 
The  teacher  was  K.  Eric  Drexler,  who  coined  the  term  "nani 
technology"  in  1986  and  later  founded  the  Foresight  Institute 


Itsy-bitsy  materials 

can  make  great  big 

businesses,  contends 

venture  capitalist 

Steve  Jurvetson. 
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Own  a  Medspai 

Earn  up  to  $200K  per  year. 

Participate  in  the  lucrative  healthcare  industry.  Own  a  Medspa  providing 
the  latest  in  cosmetic  laser  and  Iight45ased  procedures  in  an  upscale 

spa  environment 


DEPARTURE  THAN  OTHERS. 
The  Greenbriijr  is  as  cldsk  as  thk 

NEAKPXr  AIRKIKT.  AnO  AS  FAR  FROM  AN 
ORDINARY  MKE IINU  SKIE  AS  THE  ANCIENT 
AND  EASflNATlNG  SPORT  OF  FALCONRY. 
Our  6,500-ACRE  MOUNTAIN  ES1.A.TE 
OFFERS  IMI'EcrABLE  MEETlNCi  FACILITIES, 
ATTENTIVE  SERVICE  AND  MORE  THAN 
50  ACTIVITIES  THAT  WILL  MAKE  YOUR 
team's  Sl'IRITS  SOAR.  To  FLAN  YOUR 
MEETINC.,  CALL  80O.908.O7OI  OR  VISIT 
WWW.CREEHBR1BR.COM. 
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hnciici  >  Resort 
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Jurvetson  v/ent  more  pragmatic  afte 
getting  his  master's  degree.  He  did  a  tour  o 
duty  as  a  consultant  v^ith  Bain  &  Co.,  thei 
returned  to  Stanford  for  business  school  be 
fore  teaming  up  with  venture  capitalist 
Timothy  Draper  and  John  Fisher.  Jurvetsoi 
networked  furiously,  becoming  a  nami 
partner  in  the  firm  within  six  months.  "He' 
the  closest  thing  to  a  perfect  human  beinj 
that  I've  ever  met,"  says  Fisher,  without ; 
trace  of  irony. 

By  1999  Jurvetson's  enthusiasm  for  th( 
Internet  was  flagging  and  he  was  searchinj 
for  what  would  be  the  next  big  thing.  Th( 
nanoresearch  community  had  movec 
swiftly  from  visualizing  atoms  to  manipu 
lating  them  to  exploring  ways  to  builc 
devices  measured  in  nanometers.  Wher 
Jurvetson  learned  of  the  progress  at  a  \9% 
Foresight  Institute  conference,  he  wa; 
stunned.  He  began  reading  everything  h( 
could  find  on  the  subject,  telling  his  part 
ners  he  wanted  to  see  any  business  plar 
that  proposed  to  exploit  nanotechnology 
His  partners  backed  his  ambition  tt 
become  the  marquee  name  in  nano  in 
vesting.  Media  attention  "raises  the  profile 
of  the  firm;  it  raises  the  deal  flow.  That'; 
good  for  business,"  says  Fisher. 

At  times  Jurvetson's  attention  is  more 
on  the  technology  than  on  business  strat- 
egy. For  instance,  over  a  hot  chocolate  in  z 
Santa  Clara  hotel  in  late  April  as  he  tried 
to  raise  a  second  financing  round,  Jurvet- 
son wanted  ZettaCore  Chief  Randolph 
Levine  to  dish  on  what  other  venture 
investors  were  saying.  "Do  they  take  foi 
granted  that  the  science  is  there?"  Jurvet- 
son asked  him.  "Or  are  they  asking  a  lot 
of  questions  about  the  technology?" 
Turns  out  most  financiers  wanted  to 
know  far  more  about  ZettaCore's  plans  to 
penetrate  the  memory-chip  market  than  I 
they  did  about  how  molecules  store  data. 

Jurvetson  paused  to  chew  on  his  plastic  | 
swizzle  stick  before  diving  back  into  nano- 
speak.  What  are  the  latest  test  results  of! 
Levine's  prototype  chip?  How  fast  can  it 
fetch  and  store  data?  Can  ZettaCore  stack! 
its  memory  on  top  of  other  chip  compo- 
nents? Has  he  looked  at  putting  memory  I 
on  other  materials?  "Steve  is  always  push- 
ing us  to  see  how  far  to  the  edge  of  the  en- 1 
velope  we  can  go,"  says  Levine. 

Better  to  be  a  bit  early  than  too  late.  F I 


"Our  sights  are  set  on  corporate 
growth.  We  need  to  move  fast 
to  stay  competitive. 

My  IT  department  can  barely  keep 
their  heads  above  water  with  the 
day  to  day  issues,  let  alone  have 
time  to  research  new  system  options. 


I'm  willing  to  invest  in  the  education 
of  today's  technology  if  the  return 
improves  our  productivity  and 
bottom  line  results. " 


I  sending  my 

iient  Team 

r  America! 

The  Informatron  and  Communications  Technology  (iCT) 
Conference  and  Tradeshow  -  strictly  business  to  business. 


o  Ce 


amenca 


ine  18-20,  2003 
icob  K.  Javits  Center 
BW  York  City 


CeBIT  America's  3-day,  enterprise  only  Conference  and 

Tradeshow  provide  direct  access  to  the  world's  systems,  applications, 

communications  and  networking  leaders,  in  one  place,  at  one  time. 

If  you're  charged  with  integrating  technologies  and  applications  to 

meet  your  organization's  business  objectives,  then  we'll  see  you  at 

CeBIT  America  -  Where  the  World  Turns  for  ICT  Solutions. 

Register  Now!  Visit  www.cebit-america.com/info35  to  register  with  priority 
code  MBS3  and  view  our  online  brochure,  or  give  us  a  call,  212-465-0531. 


me  of  our  participating  partners:  Builder.com  •  Business  Council  for  the  United  Nations  •  CNET  NeWs.com  •  Computerworid  •  Gartner  • 
information  Technology  Association  of  America  •  MultiMeteor  •  Networl<  World  •  New  York  eComm  •  Novell  Best  of  BrainShare  • 
Oracle  •  Tech  Corps  •  TechRepublic  •  The  Wall  Street  Journal  •  Wall  Street  Technology  Association  •  ZDNet 


The  Wall  SIreet  Journal  «  is  a  Irademark  of  Dow  Jones  LP. 
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RGE  VANDE  WOUDE 
HAaykN^IMPRESSIVE  FOLLOWING. 


Thirty  seven  distinguished  cancer  researchers  and  scientists  from  10  countries  followed 

Dr.  Vande  Woude  to  the  Van  Andel  Research  Institute  (VARI).  Certainly,  his  reputation  and  credentials  as 

the  formsr  Director  for  the  Division  of  Basic  Sciences  at  the  National  Cancer  Institute  is  an  attraction 

as  is  VARI's  aggressive  work  in  cancer  research. 


This  is  na;t  of  the  story  of  what's  going  on  today  in  Michigan's  Life  Sciences  Corridor  There's  more. 
You  may  h,:  ^i  rprised  to  learn  that  Michigan  ranks  in  the  top  ten  states  in  the  nation  for  life  sciences. 


Your  c:    ;,  ..'id  provide  an  interesting  chapter.  Call  1.800.946.6829  or  visit  www.michigan.org 
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REAT  LAKES.  GREAT  LOCATION. 
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"ickery  Eckhoff 

ichigan's  been  making  headlines  recently  as  one  of  tine 
jn's  top  business  locations.  But  business  is  only  one  of 
ly  longstanding  bragging  rights  that  have  contributed  to 
state's  unsurpassed  quality  of  life  and  prospering  com- 
lities  in  recent  years. 

onn  its  vast  outdoor  landscape  to  its  revitalized  urban  centers, 
iigan  is  a  great  place  to  live,  work  and  visit.  Expansive  forests, 
Great  Lakes,  as  well  as  four  distinct  seasons  provide  year- 
d  sporting  activities  ranging  from  skiing  and  snowboarding  to 
and  water  sports.  Recreation  includes  outdoor  festivals, 
issional  sports,  30  art  museums,  zoos  and  award-winning 
}nes.  Add  to  this  leading  universities  and  colleges,  affordable 
jing,  extensive  health  care  and  safe  communities,  and  it's 
'  to  see  why  Michigan  continues  to  thrive. 
ter  years  of  living  out  of  state,  former  Gateway  President  and 
)  Rick  Snyder  moved  back  to  Michigan,  choosing  Ann  Arbor 
lis  home  and  new  business  address.  "Ann  Arbor  is  a  univer- 
town  and  a  fabulous  place  for  raising  a  family,"  says  Snyder, 
iiversity  of  Michigan  graduate.  "It's  extremely  multicultural 
has  a  high  standard  of  education.  In  the  elementary  schools, 
5  are  Ph. D.s  as  teachers." 

nn  Arbor's  recreational  and  cultural  activities  are  diverse: 
car  clubs,  football  games  at  the  University  of  MiQhigan, 
It  shopping  and  dining,  and  performances  by  the  visiting 
al  Shakespeare  Company,  among  others.  Within  30  min- 
;'  drive,  metro  Detroit  offers  easy  airport  access;  muse- 
'  and  galleries;  Lions,  Tigers  and  Red  Wings  games;  a 
Iter,  district  that,  with  the  exception  of  New  York,  has 


more  seats  than  any  other;  music  ranging  from  classical  to 
techno;  and  endless  possibilities  offered  by  the  city's  new 
riverfront  redevelopment  project.  And  that's  just  for  starters. 

Like  an  ever-expanding  number  of  Michigan  residents, 
Snyder  owns  a  second  lake  house  on  a  small,  undiscovered, 
spring-fed  lake,  one  of  11,000  inland  lakes  in  Michigan  besides 
the  four  Great  Lakes  that  are  located  there.  Add  to  this  over 
3,200  miles  of  shoreline  —  more  than  the  Atlantic  seaboard  — 
as  well  as  more  registered  boaters  than  any  other  state 
(825,000),  116  lighthouses,  in  excess  of  600  campgrounds  and 
tons  of  golf  courses. 

Michigan  has  more  than  800  courses  —  the  highest  in  the  U.S. 
—  and  is  one  of  the  top  spots  in  the  nation  for  golf.  Among  its 
leading  resorts  is  Treetops,  winner  of  6o/f/Vfagaz/ne's  prestigious 
Silver  Medal  Award  for  the  last  five  years.  Owned  by  legendary 
golf  instructor,  designer  and  communicator  Rick  Smith  in  Gaylord, 
Treetops  Resort  is  an  example  of  Michigan's  best:  world-class 
recreation  and  relaxation  with  about  5,000  acres  of  natural 
beauty  as  a  backdrop. 

No  wonder,  then,  that  northwestern  Michigan  was  picked  as 
a  top  location  for  golfers  to  settle  down,  based  on  a  study  that 
took  the  region's  low  crime  rate,  affordable  housing,  health 
care,  climate  and  other  quality-of-life  issues  into  account.  "This 
report  proves  what  many  Michigan  residents  have  known  all 
along,"  says  Sabrina  Keeley,  acting  chief  executive  officer  of 
the  Michigan  Economic  Development  Corporation.  "Michigan 
has  it  all  in  terms  of  quality  of  life.  It's  not  only  a  great  place  to 
golf,  but  it's  a  great  place  to  live  and  work." 


— -       Left:  Treetops  Resort  in  Gaylord,  Michigan 

-Center:  Playing  on  the  shores  of  Lake  Huron  (Photo  credit:  Thomas  A.  Schneider) 
Right:  Pictured  Rocks  at  Miners  Castle  (Photo  credit:  Raymond  J.  Malace) 


For  more  information,  contact  the 


Michigan  Economic  Development 


Corporation  at  800-946-6829 


or  visit  www.michigan.org. 
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Projectile  TV 


Three-dimensional  viewing  is  here— without  the  dorky  glasses, 


BY  ALIYA  STERNSTEIN 

THE  FAD-HUNGRY  MASSES  HAVE  BEEN 
wowed  by  various  incarnations  of 
3-D  over  the  years,  from  Charles 
Wheatstone's  first  stereoscopic  viewer  in 
1838  to  Creature  from  the  Black  Lagoon  in 
the  1950s  to  the  new  Shrek  4D  ride  at 
Universal  Studio's  theme  park  in 
Orlando,  Fla.  The  main  drag  on  three- 
dimensional  entertainment  all  along  has 
been  those  awkward  glasses. 

That's  about  to  change.  Hitting  the 
market  is  a  new  generation  of  displays 
that  produce  a  stereoscopic  effect  without 
glasses.  The  underlying  trick  is  still  the 
same:  Juxtapose  two  slightly  different  per- 
spectives of  the  same  image,  delivering 
one  to  the  left  eye  and  one  to  the  right. 
The  brain  combines  the  two  perspectives 
into  a  3-D  image.  But  instead  of  relying  on 


price  of  an  equivalent  2-D  flat-panel 
display,  their  widespread  use  in  living 
rooms  and  laptop  PCs  is  still  two  years 
away. 

A  New  York-based  firm  called  X3D 
transforms  2-D  into  3-D  using  a  combina- 
tion of  software  and  a  screen  sheathed  in 
prisms.  The  software  splits  an  image  into 
eight  segments,  arranged  like  pieces  of  a 
pie.  Tiny  filters  smaller  than  a  pixel  are 
etched  onto  an  LCD  screen  to  redirect 
light  from  those  images  to  the  eyes  so  that 
the  brain  is  fooled  into  believing  some  of 
the  action  is  happening  18  to  36  inches  in 
front  of  the  screen,  depending  on  the  size 
of  the  monitor.  Priced  at  $2,000,  the 
screens  are  soon  to  appear  in  retail  shops. 
The  privately  held  X3D  also  sells  $99, 
glasses-based  3-D  software  and  grossed 


Out  with  the  shades:  X3D  Chief  Executive  Elliot  Klein  with  his  eye-popping  displays. 


opaque  or  different  colored  lenses  to 
coordinate  the  shifted  images,  the  new 
displays  build  the  trick  into  the  very  glass 
of  the  viewing  screen. 

Two  U.S.  companies  and  Japan's 
Sharp  are  producing  3-D  monitors  for 
trade  shows,  window  displays  and  video 
arcade  games.  But  with  an  18-inch  LCD 
screen  costing  $3,000,  three  times  the 
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about  $6  million  last  year. 

StereoGraphics  of  San  Rafael,  Calif, 
uses  a  slightly  different  technique.  Instead 
of  prismatic  filters,  their  screens  have  a 
lenticular  surface,  similar  to  those 
grooved  rulers  or  stickers  with  images 
that  appear  to  change  when  you  move 
your  head  fi-om  side  to  side.  StereoGraph- 
ics uses  software  to  chop  images  into  nine 


perspectives,  also  arranged  like  pie  slices. 
Images  appear  to  pop  out  3  to  5  inches. 
StereoGraphics  claims  that  because  it 
doesn't  use  a  barrier,  its  screens  present 
the  brightest  3-D  images.  Its  22-inch  liq- 
uid crystal  display  packs  in  more  than  9 
million  pixels  and  costs  $18,000.  Revenue 
was  $10  million  last  year. 

Sharp  pulled  off  glasses-free  3-D  by 
layering  a  gratelike  sheet  of  liquid  crystal 
on  top  of  a  regular  LCD  screen.  Much  like 
a  picket  fence,  this  grate  splits  an  image 
into  two  views,  separated  by  four  or  five 
degrees,  so  that  the  left  eye  sees  a  slightly 
different  image  than  the  right  eye.  The 
fence  pickets  are  too  fine  to  be  visible. 

Because  the  3-D  mode  reduces  resolu- 
tion by  50%,  Sharp  provides  the  ability  to 
push  a  button,  switch  off  the  stripes  and 
revert  to  2-D  mode.  "You  don't  want  3-D 
for  a  highly  detailed  spreadsheet,"  says 
Joel  Pollack,  vice  president  of  Sharp's 
Microelectronics  Display  business.  A  2.2- 
inch  version  of  this  3-D  screen  is  in  a  $290 
camera  phone  sold  by  Japan's  NTT 
Docomo.  Pollack  says  larger  screens  will 
hit  stores  in  less  than  a  year,  with  15-inch 
monitors  costing  under  $1,000  and  lap- 
top PCs  under  $3,000. 

Glasses-free  3-D  won't  be  all  that  ftm 
until  more  movies,  games  and  programs 
are  produced  to  be  3-D-ready.  X3D  and  a 
software  firm  in  Santa  Monica,  Calif, 
called  DDD  are  avidly  pitching  Hollywood 
and  the  videogame  industry  on  their  abil- 
ity to  convert  content  into  3-D.  With 
DDD's  TriDef  software,  a  movie  studio 
would  pay  between  $100,000  and 
$150,000  to  convert  a  feature-length  DVD 
to  3-D.  Its  chief  executive,  Christopher 
Yewdall,  is  a  realist,  expecting  to  produce 
short  movie  trailers  by  2004,  followed  by 
full-length  movies  culled  from  old  3-D 
film  libraries.  "You're  not  going  to  be  able 
to  convince  Steven  Spielberg  to  remake 
Close  Encounters  of  the  Third  Kind,"  says 
Yewdall.  r  | 


I 
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Swear  by  it 
Not  at  it 


Common  Swear  Words  |  Innovative.  Reliable.  Dependable. 

The  Fujitsu®  LifeBook®  S6000  notebook,  with  Intel®  Centrino'"  mobile  technology,  gives  you  all  the  power  and 
unwired  access  you  need  to  work  on  anything,  anywhere.  Its  super  thin  and  ultra  tight  design  lets  it  easily  fit 

into  your  always-on-the-go  lifestyle.  But  what  really  sets  it  apart  is  how  we  build  it. 
While  other  notebooks  may  use  contract  manufacturers,  the  LifeBook  S6000  notebook 
is  designed,  built  and  tested  for  mobile  users  by  Fujitsu.  With  a  legendary  focus 
on  quality,  service  and  reliability.  Which  means  you'll  only  swear  by  it,  never  at  it. 
To  learn  why  the  LifeBook  S6000  notebook  should  be  your  new  system,  visit 
www.fujitsupc.com/swear  or  call  1.877.372.3473. 


MOBILE 
TECHNOLOGY 


Fujitsu  recommends  Microsoft®  Window^  XP  Professional  for  Mobile  Computing. 


Fujfrsu 


THE     POSSIBILITIES     ARE     INFINITE 
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registered  trademark  of  Intel  Corporation  or  «  subsidiaries  in  the  Unted  Stales  and  other  countnes,  Microsoft  and  Windows  are  registered  trademark  of  Microsoft  Corporation, 
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by  Stephen  Manes 


Kill  Spam  With  Your  Own  Two  Hands 


JUNK  E-MAIL  HAS  SPAWNED  A  CAT-AND-MOUSE  GAME 
of  countermeasures  so  intense  that  a  modern-day 
Allen  Ginsberg  might  declare,  "I  saw  the  best  minds 
of  my  generation  destroyed  by  spam."  Just  when  anti- 
spam  developers  figure  out  how  to  crush  a  particular 
genre,  the  ads  for  porn,  Viagra,  cable  TV  descramblers,  diet  piUs 
and  anti-spam  programs  creep  back  in  slimier  forms  and  the 
cycle  begins  again. 

My  regular  in-boxes  are  on  a  pace  to  receive  37,000  slices  of 
spam  this  year.  If  I  could  hit  the  delete  key  an  average  of  once 
per  second  I  would  spend  ten  hours  getting  rid  of  the  stuff.  In 
practice  it  takes  longer. 

Congressional  action  is  long  overdue.  Several  current  bills 
could  offer  some  relief,  including  the  satisfaction  of  seeing  spam- 
mers in  the  slammer.  But  so  far  aU  the  proposals  have  loopholes 
through  which  plenty  of  unsoUcited  commercial  mail  can  sail. 

So  it's  time  for  personal  action.  What  you  can  do  depends  on 
where  and  how  you  pick  up  your  mail — and  how  much  hassle 
you're  willing  to  put  up  with  in  exchange  for  whacking  the 
weasels.  And  though  it  may  rankle  to  pay  so  much  as  a  nickel  to 
fight  these  subhumans,  consider  investing  a  little  money  in  the 
effort.  There  are  plenty  of  cheap  ways  to  do  it. 

A  fi-ee  one,  as  implemented  by  the  editor  of  this  magazine: 
Give  your  correspondents  a  password  to  include  in  the  subject 
line  of  messages.  Then  use  your  e-mail  software's  filters  to  trash  any 
message  that  both  lacks  the  password  and  comes  from  a  sender  not 
in  your  address  book.  It  costs  not  a  sou,  and  it  works — if  you  don't 


mind  missing  greetings  from  old 
schoolmates,  alerts  from  online 
vendors  and  entreaties  from  off- 
spring who  forget  the  code. 

If  that  doesn't  suit  you,  first 
try  the  software  that  your  Inter- 
net service  may  offer,  like  Earth- 
link's newly  unproved  Spamina- 
tor.  My  mail  host,  Pair.com, 
recently  added  SpamAssassin, 
which  uses  rules  to  route  much 
of  my  mail  directly  to  a  deleted- 
items  folder.  It  can  even  be  fun  to  view  the  rationales  it  stashes  in 
the  header: "  'Subject'  contains  G.a.p.p.y-T.e.x.t"  or  "Message  body 
is  25%  to  50%  uppercase." 

But  for  further  fine-tuning,  the  answer  is  to  run  an  anti- 
spam  program  on  your  own  computer.  I  decided  to  test  several 
that  integrate  with  mail  programs  like  Outlook  or  Outlook  Ex- 
press rather  than  operate  separately.  I  didn't  nurse  any  through 
the  training  process  that  can  help  most  of  them  improve;  the 
better  a  program  does  right  out  of  the  box,  the  less  I  have  to 
worry  about  it.  With  a  couple  of  exceptions,  I  tried  only  Win- 
dows products  that  offer  free  trial  downloads. 

The  simplest  approach  is  a  whitelist  that  includes  everybody 
whose  mail  you  are  willing  to  accept.  Everything  else  gets  shunted 
to  a  special  folder — a  draconian  scheme  that  forces  you  to  review 
the  filtered  mail  carefully.  Programs  like  Qurb  ($25;  qurb.com) 
„.  ,  „,...  can  automatically  create  the  list  from 

your  computer's  address  book  and  your 
sent  mail.  When  I  tried  Qurb  on  910  in- 
coming messages,  it  passed  just  55  to 
my  in-box,  none  of  them  spam.  The  rest 
went  to  quarantine,  but  several  were 
messages  fi'om  readers,  many  were  press 
releases  and  newsletters  of  possible  in- 
terest, and  one  was  a  request  to  reuse 
my  material  and  pay  me  for  it.  That's  a 
little  too  aggressive  for  my  taste. 

A  concept  called  challenge-response 
extends  the  whitelist  concept  to  thwart 
machine-generated  spam  by  forcing 
correspondents  to  prove  they're  flesh 
and  blood.  When  you  get  a  message 
from  someone  who's  not  on  the  list,  the 
system  responds  with  a  message  that 
typically  asks  the  sender  to  type  a  num- 
ber that  appears  onscreen  or  answer  a 
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question  about  a  photo.  Once  the  sender  responds,  he  or 
she  is  on  the  whitelist  for  good. 

But  responding  is  a  nuisance  for  correspondents, 
particularly  when  the  challenge  subjects  them  to 
shameless  plugs  for  the  software  that  generated  it. 
Unless  you're  careful,  the  challenge  may  go  out  to 
everyone  on  a  mailing  list  you  participate  in.  When 
spammers  steal  legitimate  return  addresses,  you  may 
send  the  challenge  to  an  innocent  victim;  when  the 
return  address  is  a  nonexistent  one  at  a  legitimate 
domain,  you  may  get  a  delivery  failure  message. 

Besides,  if  you  do  any  sort  of  Web  commerce,  you 
get  plenty  of  machine-generated  mail  in  the  form  of 
receipts,  shipping  notices  and  the  like.  The  failed  chal- 
lenges will  consign  those  messages  to  the  spam  folder 
rather  than  your  in-box.  Challenge-response  looks  like 
a  solution  almost  as  annoying  as  the  problem. 

A  Los  Altos,  Calif,  firm  called  Mailblocks  owns  two 
patents  on  the  concept  and  has  sued  Earthlink  over  its 
similar  new  SpamBlocker  feature.  Mailblocks  itself 
($10  for  three  years,  no  free  trial;  mailblocks.com)  is 
designed  to  be  a  spam-free  alternative  to  the  likes  of 
Hotmail,  but  it  asks  you  to  use  a  special  address  for 
your  e-transactions,  and  its  ad-studded  challenges  are 
obnoxious.  For  now,  skip  it. 

As  delivered,  MailFrontier  Matador  ($30; 
mailfrontier.com)  does  challenge-response,  but  you 
can  turn  that  off — and  you  should,  since  it  performs 
extremely  well  without  it.  To  whack  spam,  it  uses  a 
variety  of  techniques,  including  whitelists,  content 
analysis  and  special  rules.  Of  the  612  messages  it  sent 
to  the  junk  bin,  only  8  were  ones  I  would  have  wanted 
to  see;  of  the  203  it  allowed  into  the  in-box,  only  18  had  to  be 
deleted.  Nothing  else  I  tried  worked  as  well,  and  the  Outlook 
Express  version,  though  slightly  clunky,  is  nonetheless  the 
hands-down  winner  with  that  program. 

Cloudmark  SpamNet  ($4/month;  cloudmark.com)  depends 
basicaOy  on  a  single  technique,  one  that  Matador  includes  in  its 
arsenal:  using  the  power  of  popular  opinion  to  decide  what's 
junk  and  what  isn't.  When  you  click  a  button  to  delete  a  mes- 
sage, you're  also  sending  a  vote  against  that  message  to  Cloud- 
mark's  servers.  If  they  trust  you,  they  mark  diat  message  as  spam 
for  SpamNet's  465,000  customers. 

That  keeps  most  messages  you  want  in  the  in-box:  Of  the 
564  messages  it  rejected,  only  3  weren't  spam,  and  those  were  all 
newsletters  the  world  must  like  a  lot  less  than  I  do.  But  53  of  the 
275  messages  it  accepted  should  have  headed  straight  to  the 
delete  bin.  That's  a  lot  of  junk  to  sift  through,  particularly  for  a 
monthly  subscription  fee. 

Ella  ($30;  openfieldsoftware.com)  uses  a  different  approach, 
learning  from  examples  of  mail  yor.'ve  already  received.  Then  it 
tosses  new  messages  into  one  of  thr<.  .•  folders — in-box,  spam 
and  another  you  can  define  (say,  notahK  newsle^ers).  After  pars- 
ing just  10  examples  for  each  folder,  it  came  up  f 
with  very  few  false  positives — ^just  6  good  mes    I 


8  Spamkillers 


Rules-Based 


Password 


METHOD:  Blocks  mail  without 
password  in  the  subject  line.- 
PROS  Only  those  who  know  the 
code  get  their  messages  through. 
CONS;  Messages  you  actually 
want  may  get  blocked  out. 


BlacklisL 


METHOD:  Blocks  mail  from 
banned  senders.  PROS  Knocks 
out  known  spammers,  not 
legitimate  messages.  CONS: 
Misses  lots  of  spam,  Including 
ads  you  may  not  want. 


METHOD:  Blocks  mail  based  on 
how  it  fits  with  predetermined 
rules.  PROS:  Catches  spam  by 
finding  telltale  signs  like  odd 
punctuation.  CONS;  Spammers 
can  develop  clever  ways  to  fool 
the  system. 

Community-Based 

METHOD:  Blocks  mail  based  on 
community  agreement  that  it's 
junk.  PROS;  Since  the  group 
decides  what's  spam,  personal 
material  gets  through.  CONS:  May 
not  catch  newest  messages,  can 
admit  too  much  spam. 


WhitelJsL 


Adaptive 


METHOD:  Allows  mail  only  from 
approved  senders.  PROS:  Blocks 
mail  from  unknown  sources. 
CONS:  May  hide  messages  you 
didn't  know  you  wanted. 

Challenge/Response 

METHOD;  Blocks  unapproved 
senders'  mail  until  response  to 
challenge  arrives.  PROS  Keeps 
out  machine-generated  mail. 
CONS;  May  block  mail  you  want, 
annoy  legitimate  correspondents. 


METriijD  Learns  by  analyzing 
examples  of  what  you  call  spam  and 
what  you  don't.  PROS;  Learns  your 
preferences,  may  allow  for  special- 
purpose  folders.  CONS  Takes  time 
to  train,  especially  at  the  start. 


Legislative 


METHOD:  Laws  to  regulate 
unsolicited  commercial  email.  PROS: 
Makes  some  spam  illegal,  sends 
some  perps  to  slammer  CONS; 
Spammers  already  going  offshore, 
some  spam  may  remain  legal. 


sages  among  the  562  it  flagged  as  spam.  Among  the  108  press 
releases  and  newsletters  it  tossed  into  my  "check  later"  bucke 
were  just  8  spams.  Alas,  30%  of  the  1 72  messages  it  left  in  the  in- 
box  were  junk.  But  this  program  should  benefit  from  furthei 
training  that  I  didn't  do,  and  it's  the  only  one  in  the  group  tha 
lets  you  create  a  category  between  spam  and  not  spam. 

An  anomaly  in  my  test  methods  may  have  made  IHateSpair 
($20;  sunbeltsoftware.com)  and  Apple's  OS  X  Mail  program  per-' 
form  worse  than  they  would  have  otherwise,  so  I  won't  cite 
numbers  here.  But  even  allowing  for  that,  IHateSpam  did  a  bet-' 
ter  job  out  of  the  box,  and  it's  in  for  a  major  upgrade  shortly. 

AOL  users  may  want  to  try  Spam  Inspector  for  AOL  ($30 
giantcompany.com),  which  was  smart  enough  not  to  delete  thi 
one  legitimate  message  I  got,  but  missed  15%  of  the  238  spam: 
that  came  in.  Alas,  because  it  has  to  open  each  message  one  at  i 
time,  it  can  take  nearly  two  seconds  per  item  to  do  its  work,  an< 
may  display  images  you  don't  want  to  see. 

For  standard  e-mail,  Matador's  omnivorous  approacl 
makes  it  my  first  choice.  But  the  nice  thing  about  all  these  prod 
ucts  is  the  no-risk,  try-before-you-buy  deal.  If  only  spammer 
were  so  considerate.  I 


forhf*^  I  ^'^P*"^"  Manes  (steve@cranky.com)  was  cohosf  of  Digital  Duo  and  has  been  covering 
31.,  I  technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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(^v<i^i/cM^  to  QMe^Fe  Q/f(o-^4aA 


One  of  the  world's  most  prestigious  museums  - 

New  York's  Metropolitan  Museum  of  Art  -  has 

created  its  own  collection  of  distinctive  gifts 

while  perfecting  the  fine  art  of  shopping.  With 

inspiration  from  the  legendary  jewelry  of  Peter 

Carl  Faberge,  these  items  are  designed  to 

enthrall  and  enhance  the  most  remarkable 

woman  in  the  world...  you! 


This  amusing  whistle  pendant  emulates  the  original  made  by  Peter  Carl  Faberge's 
workshop.  24kt  gold  plate  with  enamel,  on  24k.  gold-plated  chain. 

This  charming  egg  pendant  evokes  springtime.  24kt  gold  plate  with 
hand-painted  enamel,  simulated  pearls,  and  crystah.  Memorable! 


The  Forbes  Collection™ 

Over  his  lifetime,  Malcolm  Forbes  built  a  stellar  collection  o'tobjets  dart-  from 
signature  art  to  castles  to  presidential  papers  to  the  fabulous  Imperial  Eggs  of 
Peter  Carl  Faberge.  Many  of  these  exceptional  items  have  served  as  inspiration 
for  -  or  have  been  expertly  reproduced  by  -  some  of  the  worid's  renowned 
craftsmen.  These  extraordinary  pieces  are  what  we  call  The  Forbes  Collection. 


To  view  the  full  line  of  exquisite  items  from  The  Forbes  Collection,  please  visit 

vkTvw.forbes.com/forbescolJection. 

You  can  immediately  start  your  own  discriminating  collection  and  become  part  of  a  legendary  tradition. 


Marketing 


Sweet  spot:  Visible  World 
can  microtarget  TV  ads,  like 
these  for  l-800-Flowers. 


Spot  On 


SETH  HABERMAN  knows  what  you  want:  He  plans  to  customize  commercials 
for  individual  households.  Will  he  make  TV  relevant  for  more  advertisers? 


BY  ALLISON  PASS 

LAST  YEAR  ABOUT  1.7  MILLION  LOS  ANGELES  RESIDENTS 
got  a  cable  TV  ad  pitching  a  $47  box  of  chocolate-covered 
strawberries  from  1-800-Flowers.  Some  of  their  neigh- 
bors got  a  different  offer:  a  stuffed  bear  with  honey  candy 
for  $20.  The  experiment  in  target  marketing  was  a  success, 
generating  double  the  order  rate  of  the  standard  one-pitch-fits-all 
cable  ad.  Now  an  architect  of  this  kind  of  narrowcasting,  Seth 
Haberman,  wants  to  take  the  concept  a  lot  fiirther.  Why  not  have 
a  cable  system  run,  instead  of  just  a  few  different  commercials, 
thousands  of  variations?  Given  today's  technology,  he  says,  you 
could  even  run  an  ad  aimed  at  a  single  household. 

Haberman  is  president  of  New  York-based  Visible  World,  an 
ad-targeting  technology  firm  that  subdivides  the  cable  world  by 
consumer  buying  patterns.  Visible  World  does  a  lot  more  than 
spare  bachelors  from  commercials  for  diapers.  A  hotel  company, 
say,  can  send  one  come-on  to  a  fellow  who  has  just  booked  a  va- 
cation and  another  offer  to  his  neighbor,  a  frequent  guest. 

It  works  like  this:  Visible  World's  template-based  software  en- 
ables ad  agencies  to  prepare  thousands  of  versions  of  commer- 
cials that  can  be  changed  or  updated  almost  instantly.  It  breaks 
commercials  into  components,  such  as  video,  audio  and  graph- 
ics^— embedded  with  codes — in  an  MPEG-2  format.  Cable  opera- 
tors use  a  computer  server  from  Visible  World  and  ad-insertion 
company  SeaChange  International,  based  in  Maynard,  Mass.,  to 
send  the  files  down  the  cable  network.  For  analog  cable,  the  codes 
may  aim  a  certain  component — like  a  visual  of  a  strawberry 
dipped  in  chocolate — to  households  in  a  certain  zip  code,  say.  But 
with  digital  cable,  the  ads  can  be  more  targeted:  The  technology 
can  make  the  choice  of  components  a  function  of  the  number  of 
cars  and  kids  in  the  household,  the  credit  history  and  education 
level  of  a  homeowner — and  more.  In  that  case  the  components 
would  be  assembled  into  commercials  by  a  set-top  box. 

Such  advertisers  as  Kraft  and  Rent-A-Center  are  interested  in 
narrowcasting,  says  Visible  World.  "It's  taking  a  mass  medium  and 
turning  it  into  a  personal  medium,"  says  Jon  D.  Mandel,  co-chief 
executive  at  MediaCom,  a  unit  of  ad  giant  Grey  Global  Group. 
Grey  Global's  venture  arm  is  one  of  20  investors  that  coughed  up 
a  collective  $20  million  for  a  67%  staj.;  5n  Visible  World  in  2000. 
Cable  operators  are  excited.  Vi«ibk  .*  brld  can  currently  de- 
liver local  ads  to  5.5  million  homes  with  si-Jog  cable  in  six  cities. 
There's  also  network  interest:  Fox  may  usfr  i  he  system  to  update 
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product  prices  or  offerings  in  national  spots. 

But  Visible  World's  success  isn't  guaranteed.  Potential  user 
may  fret  about  infringing  on  consumers'  privacy.  And  Haber 
man,  who  has  some  competition,  must  still  win  over  cash-con 
strained  and  change-resistant  advertisers  and  their  ad  agencies 
Still,  he  is  optimistic:  "Mostly,  we  get  'Wow.' " 


->  special  Advertising  Feature 


over 


Country  Profile:  Australia  ->  www.investaustralia.gov.au/invest 


onomic 


frowth  behind  it,  andlorecasts  of 
solid  growth  into  the  future  -  is  the 
Australian  story  really  as  good  as 
it  looks? 


^Australia:  the  right  mix  for  investors? 


►  ECONOMIC  SCORECARD 


'  Australia  is  the  most 
resilient  economy  in 
the  world  '*' 

'  Global  FDI  inflows  to 
Australia  tripled  in 
2002  '" 

Robust  GDP  growth  has 
averaged  3.3%  since 
1990— outstripping 
almost  all  other  OECD 
countries  including  the 
US  and  UK'*' 

Productivity  growth 
was  3.8%  in  2002, 
compared  to  an  OECD 
average  of  2%  '*' 

World  Competitiveness  Yearbook  2002 
OECD,  4  April  2003 


The  Australian  economy  has  been  variously 
described  as  'miracle',  'remarkable'  and 
'the  envy  of  the  OECD.' 

But  while  its  performance  may  well  have  been 
miraculous,  the  cause  has  more  to  do  with  hard 
work  and  sound  economic  management,  rather 
than  divine  intervention. 

The  demand  for  continued  economic  stability  as 
well  as  the  need  for  greater  international 
competitiveness  has  ensured  that  prudent 
economic  management  is  foremost  on 
Australia's  agenda. 

Major  reforms  to  the  labour  market,  business 
taxation  and  competition  policy,  accompanied  by 
strong  productivity  growth  and  low  inflation  have 
driven  Australia's  economic  performance. 

This  has  been  backed  up  by  the  development  of  a 
highly  skilled  and  multicultural  workforce, 
sophisticated  IT  and  R&D  infrastructure,  high  tech 
adaptation  and  innovation,  competitive  business 
costs  and  an  efficient  regulatory  environment. 

The  end  result  has  been  the  creation  of  a  more 
open,  stable  and  globally  competitive  economy 
with  the  ability  to  respond  to  global  trends 
and  pressures. 


Surprising  the  World 

The  Australian  economy  has  time  and  again 
surprised  international  observers  with  its 
performance  and  its  remarkable  resilience  to  the 
Asian  economic  crisis  of  1997  and  the  recent 
global  downturn. 

Australia's  average  annual  GDP  growth  of  3.3  per 
cent  since  1990  has  exceeded  almost  all  other 
OECD  countries,  including  the  US,  the  UK,  Canada 
and  Germany. 

It  comes  as  no  surprise  that  the  World 
Competitiveness  Yearbool<  2002  has  rated 
Australia's  economy  as  the  world's  most  resilient  - 
highlighting  its  economic  performance,  stability 
and  potential. 

The  OECD's  forecast  growth  for  Australia  in  2003 
IS  3.2  per  cent,  compared  to  an  OECD  average  of 
just  1.9  per  cent.  The  outlook  for  Australia  in  2004 
is  even  better,  with  growth  forecast  to  increase  to 
3.8  per  cent. 

In  response,  international  investors  are  taking  note 
-  global  foreign  direct  investment  inflows  to 
Australia  more  than  thpled  in  2002,  against  a 
17  per  cent  decline  in  flows  to  all  OECD  countries. 
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OECD  GROWTH  FORECAST 

SOURCE:  OECD  ECONOMIC  OUTLOOK  72,  DEC  2002  AND 
.  OECD  ECONOMIC  SURVEY  OF  AUSTRALIA  MARCH  2003 
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According  to  Australia's  Federal  Treasurer, 
Peter  Costello,  Australia's  economic 
performance  is  a  direct  result  of  a  combination 
of  stable  prices,  a  sound  fiscal  position,  low 
public  sector  debt,  strong  financial  systems  and 
healttiy  employment  growtti. 

Ttie  US  Federal  Reserve  has  singled  out  ttie 
Australian  economy  as  one  of  ttie  few  to 
tiave  lifted  productivity  growtti  in  recent 
times,  noting  that  its  growth  rates  have  been 
higher  than  those  recorded  in  the  G7 
countries  over  the  last  decade.  Indeed, 
Australia's    productivity   growth    reached    a 


of  GDP. 

While  traditional  industry  sectors  continue  to 
flourish,  new  sectors  such  as  information  and 
communications  technology  and  biotechnology 
demonstrate  leading  edge  capabilities. 

Australia  is  also  well  positioned  to  supply 
high  value,  sophisticated  services,  such  as 
education,  health  and  financial  services. 

In  fact,  education  is  one  of  Australia's  fastest 
growing  services  exports  with  around  18  per  cent 
of  tertiary  students  attracted  from  overseas. 
Australia's  higher  education  enrolment  rate,  at 
around  80  per  cent,  is  the  highest  in  the  region 


Straits  Times  reported  that  "it  is  understood 
Singapore  offered  a  better  incentive  package 
dollar  terms   but    IBM    was   swayed    by 
'large    pool    of   experienced    IT    profession 
in  Australia." 

The  world's  largest  car  maker.  General  Mo 
(GM),  is  harnessing  the  skills  of  Austra 
engine  and  bodywork  designers  to  complen- 
its  design  centres  in  North  America  and  Euro 

With  Invest  Australia  and  Federal  Governrr 
assistance,  it  has  chosen  Australia  for 
state-of-the-art  manufacturing  plant  to  b 
lightweight,  fuel-efficient  engines.  It's  one  of 
two  such  plants  in  the  GM  world  and  conft 
Australia's  reputation  as  a  low  cost,  I" 
technology  auto  manufacturer. 

Emerging  Technologies  Fortify  the  Mix 

Australia's  telecommunications  and  IT  ma 
has  grown  to  become  one  of  the  biggest  in  / 
and  the  tenth  largest  in  the  world  according 
WITSA  Digital  Planet  2002. 


' 


: 


Widespread  use  of  mobile  phones  and  wire 
devices  make  Australia  the  second  larji 
market  for  mobile  commerce  in  the  Asia-Pa 
{IDC  mCommerce  in  Australia:  Marl<et  Upc 
2002).  It's  also  first  in  the  Asia-Pacific! 
'e-business'  readiness,  and  first  in  the  \ei 
and  third  in  the  world  for  the  number  of  sec 


high  of  3.8  per  cent  in  2002,  compared  with 
the  OECD  average  of  just  2  per  cent. 

The  Chair  of  Australia's  Productivity 
Commission,  Gary  Banks,  highlights  Australia's 
ability  to  take  up  and  invest  in  new  technologies 
so  as  to  'tap  new  productivity  potential'  as  one  of 
the  reasons  behind  Australia's  performance. 

As  a  vote  of  confidence  in  Australia's  financial 
system,  the  international  credit  rating  agency 
Standard  and  Poors  upgraded  Australia's  credit 
rating  to  'AAA'  in  2003.  This  follows  a  similar 
upgrade  by  Moody's  in  2002.  Moody's  said  that 
the  country  also  benefits  from  stable  politics,  a 
market  oriented  regulatory  regime  and  a 
pragmatic  policy  stance. 

Resilience  in  Diversity 

Australia's  strong  and  diverse  economy  has 
provided  a  buffer  to  global  fluctuation"^. 

Much  more  than  a  resource  econon-y,  services 
industries  are  the  main  stimulant  of  ocoiiomic 
activity   and    make   up   almost   80   p>     rent 


and  ranked  third  worldwide. 
Australia  also  has  the  highest  availability  of 
IT  skills  in  the  region  and  is  ranked  in  the  top  ten 
countries  in  the  world  for  the  availability  of 
skilled  labour,  IT  professionals,  finance  skills 
and  qualified  engineers.' 

When    IBM    chose    Sydney   over   Singapore 
for     its     e-lnnovation     Centre,     Singapore's 


servers   {Economist   Intelligence   Unit   2( 
E-business  Readiness  Rankings). 
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Australia  is  also  recognised  as  an  important 
market  for  emerging  technologies.  Micros' 
Managing  Director,  Steve  Vamos,  recogn 
Australia's  potential  and  opportunity. 


"Microsoft  has  been  operating  in  Australia 


CONTRIBUTIONS  TO  GDP  (%),  2002 
INDUSTRY  VALUE  ADDED  BY  MAJOR  SECTORS 

.iOOHCt   iMAl  lONAL  ACOOUN  I  S.  Abb.  UtCfcMBtH  2002 
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most  20  years  and  (is)  a  very  important  and 
t^ressive  market  for  information  technology 
nd)  Australians  are  early  adaptors  and 
novators  of  information  technology,"  he  said. 

artin  Duursma.  Vice  President  and  General 
anager,  Advanced  Products  Group  with  US 
iftware  Leader,  Citrix  Systems,  sums  up 
istralia  as  a  destination  for  investors  saying  the 
untry  "has  all  the  pieces  in  place." 

;  said  Australia  has  the  "language,  culture, 
ve,  education  and  high  technology  adoption 
es,  which  result  in  the  ability  to  act  as  a  global 
rhnology  development  centre  for  a  wide  range 
overseas  companies." 

rix  Systems  has  a  dedicated  R&D  centre  in 
stralia  and  decided  to  establish  the 
ility  after  it  was  demonstrated  that  Australia's 
;D  cost  structure  was  approximately  30  per 
It  less  than  an  equivalent  US  based 
D  facility. 

Iture  of  Innovation 

widely  recognised  that  Australia's  talent 
J  a  commitment  to  R&D  are  key  drivers 
lind  the  success  of  growth  industries  such 

biotechnology   and    renewable   energy. 

D  expenditure  by  government  agencies  in 

stralia  as  a  percentage  of  GDP  is  among 

highest   in   the  OECD.   The   number  of 


Fujitsu  has  built  a  strong  business  model  based 
around  Australia's  excellent  R&D  infrastructure. 

Robert  Bosch  Australia,  part  of  the  German- 
based  Robert  Bosch  Group,  also  continues  to 
upscale  its  Australian  operations,  having 
opened  a  new  A$21  million  diode 
manufacturing  line  to  increase  manufacturing 
capacity  by  30  per  cent  bringing  total  capital 
expenditure  by  Bosch  Australia  to  more  than 
A$220  million  since  1998. 

It  may  also  account  for  why  Siemens  VDO 
Automotive  Australia  has  started 
manufacturing    electronic    printed    circuit 


focus  on  enterprise  level  work  agreements 
has  created  more  flexible  employment 
arrangements  and  the  level  of  industrial 
disputation  is  at  a  record  low. 

Regional  Engagement 

Australia's  proactive  engagement  with  the  Asia- 
Pacific  region  provides  the  perfect  basis  from 
which  to  do  business. 

Its  membership  of  APEC  continues  to  play  a 
significant  role  in  Australia's  regional  and 
economic  well-being,  with  70  per  cent  of  total 
exports  going  to  the  region. 


'Australia  offers  one  of  the  world's  best  value  propositions  for  leading  edge  IT  R&D.  It  has 
)utstanding  universities,  highly  sophisticated  implementers  and  users  of  technology,  an  open 
economy  that  welcomes  investment  and  its  cost  structures  is  significantly  lower  than  in  most 
)f  the  developed  world" 


>  NEVILLE  ROACH  |  CHAIRMAN  |  FUJITSU 


(archers  in  Australia  (per  10,000  labour 
e  participants  )  outranks  major  economies 
h  as  Germany,  France,  Canada  and  the 
and  its  research  organizations  -  such  as 
national  scientific  and  research 
inization,  CSIRO  -  are  considered  world 
s. 

Dosition  Australia  at  the  forefront  of  the 
wiedge  economy,  the  Australian 
ernment  is  implementing  a  A$3  billion 
)vation  strategy.  Backing  Australia's 
<ty.  This  includes  the  development  of 
d  class  centres  of  excellence  in  IT  and 
echnology  and  significant  R&D 
:oncessions. 

ipanies  like  GlaxoSmithKline  and  Unilever 
I  the  UK;  Fujitsu  and  Toshiba  from 
in;  Hoechst  and  Siemens  from  Europe; 
Kodak  and  Motorola  from  the  US  -  to 
e  just  a  few  -  are  investing  in  Australia 
t9  high  value,  low  cost  technology  and 
valTve  culture. 


boards  (PCB)  in  Australia  -  previously  its 
PCBs  came  from  a  sister  company  in 
Malaysia. 

Cost  Competitive 

Australia  consistently  emerges  as  a  low  cost 
base  among  developed  nations.  Prime  office 
space  in  Australian  cities  is  often  a  fraction  of 
the  cost  of  similar  properties  in  cities  such  as 
London,  Tokyo  and  Singapore. 

Telecommunication  costs  are  also  among  the 
lowest  in  the  region  -  for  example,  an 
international  phone  call  in  China  can  be  five 
times  more  expensive  than  in  Australia.' 
Australia's  electricity  costs  are  around  half 
the  cost  of  those  in  Hong  Kong  and  30  per 
cent  lower  than  in  Singapore.' 

Taxation  and  industrial  relations  reforms  have 
also  improved  the  cost  base.  The  corporate 
tax  rate  has  been  dropped  from  36  per  cent 
to  30  per  cent  and  Australia's  overall  tax 
burden,  at  31.5  per  cent,  easily  falls  below 
the  OECD  average  of  37.4   per  cent.   The 


Through  APEC,  Australia  is  leading  the  push  for 
trade  and  investment  liberalization  with  a  goal  of 
open  and  free  trade. 

Australia  has  already  signed  free  trade 
agreements  (FTA)  with  Singapore  and  New 
Zealand  and  is  actively  pursuing  FTAs  with  other 
economies  including  the  US. 

This  environment  has  opened  the  way  for 
over  800  companies  to  establish  Regional 
Headquarters  or  Regional  Operating  Centres  in 
Australia   to   serve   the   Asia-Pacific    Region. 

Activities  range  from  business  services  such  as 
management,  financial,  treasury,  business 
planning,  marketing,  accounting,  IT, 
telecommunications,  training,  through  to 
R&D  and  customer  support  services. 

Among  the  most  significant  attractions  of 
Australia  as  a  base  for  regional  headquarters  is 
its  geographic  location  which  creates  a  logical 
business  bridge  between  the  US  and  European 
time  zones,  enabling  companies  to  conduct 
24  hour-a-day,  'follow  the  sun'  operations. 
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The  time  difference  between  Australia  and  most 
of  Asia  (including  Singapore,  Hong  Kong  and 
Malaysia)  is  only  2-3  hours.  The  end  of  the 
US  workday  overlaps  the  beginning  of  the 
Australian  business  day,  and  the  end  of  the 
Australian  workday  coincides  with  the  beginning 
of  the  business  day  in  Europe. 

Lufthansa  set  up  its  Global  Tele-Sales  centre  in 
Australia,  providing  multilingual  support  to 
operations  in  Europe  and  Asia.  The  company 
uses  its  Australian  base  as  an  essential  part  of 
its  24-hour  'follow  the  sun'  customer  support 
despite  the  fact  that  Lufthansa  doesn't  fly 
directly  to  Australia. 

Australia  offers  a  friendly,  multicultural 
environment  for  investors  from  all  corners  of  the 
globe.  This  provides  ease  of  interaction  and 
cultural  affinity  for  businesses  servicing 
emerging  Asian  markets.  Not  many  people 
realise  that  there  are  more  Asian  languages 
spoken  in  Australia  than  in  any  other  country 
in  Asia. 

And,  for  anybody  who  has  spent  time  in 
Australia  it  comes  as  no  surprise  that  Australia  is 
ranked  as  the  number  one  place  in  the  world 
where  expatriate  staff  want  to  live  and  work. 

Strong  Business  Focus 

The  Australian  Government  has  moved  to 
strengthen  its  investment  attraction  and 
facilitation  efforts  through  Invest  Australia. 

The  organization  is  dedicated  to  working  with 
potential  investors  to  provide  a  single, 
coordinating  entry  point  for  facilitating  tl-.C'' 
investments  in  Australia.  It  is  also  committed  to 
taking  care  of  existing  investors  to  ensurr 
relationships  remain  sound  and  to  enc^  '.'r'pe 
re-investment. 

Invest  Australia's  Chief  Executive  Office. 
Garry  Draffin,  says  it  is  paramount  that  Australia 
continues   to    reach   out   to   the   world    and 


demonstrate  a  commitment  to  establishing  and 
broadening  strategic  commercial  relationships. 

"We  have  rejected  the  'one  size  fits  all'  approach 
and  have  structured  our  services  to  ensure  we 
take  account  of  those  interests  peculiar  to 
geographic  regions,  industry  sectors,  skills 
and  capabilities. 

"Underpinning  this  targeted  approach  is  our 
deliberate  effort  to  staff  our  13  international 
offices  with  locally  engaged  people  because  they 
have  an  understanding  of  local  culture  and 
business  and  are  attuned  to  the  market  in  which 
they  are  operating,"  says  Mr  Draffin. 

"It  is  also  crucial  that  investors  know  it  is  easy  to 
do  business  in  Australia.  Invest  Australia, 
working  in  partnership  with  business  and 
government  offers  a  comprehensive,  free  and 
totally  confidential  service  to  potential  investors. 

"We  are  the  'front-of-house'  operation  for  all 
investment  attraction  programs  and  will  support 
potential  investors  by  ensuring  they  can  talk 
with  the  right  people  at  the  right  time,  reducing 
the  number  of  cross  governmental  contacts  to 
achieve  an  appropriate  outcome. 

"There  is  a  wealth  of  opportunity  on  offer  in 
Australia  and  Invest  Australia  is  the  key  for 
multinational  companies  to  unlock  that 
opportunity,"  concluded  Mr  Draffin. 

The  Australia  of  today  is  considered  by  the 
World  Competitiveness  Yearbook  2002  as  one 
of  the  most  stable  economic,  political  and  social 
environments  in  the  world,  outranking  the  US, 
the  UK  and  most  other  OECD  nations. 

ustralia's  regulatory  institutions  are  considered 

be  some  of  the  most  reliable,  transparent  and 

ripetitive   in   the   world,    providing   a    high 

.lee    of    .  'rtainty    and    predictability    for 

.  -'oss  planning. 

•  •(  h     newspaper,     Le     Monde,     recently 


acknowledged  this  as  a  key  reason  for  contind 
investment  flows,  declaring  Australia's  level 
^stability  and  transparency  as  almost  unhearc 
in  the  region. 

This  reputation  for  stability  is  a  reason  why 
2002,  Australia  jumped  into  the  ' 
10  investment  destinations  according 
AT  Kearney.  Dr  Paul  Kehn,  Managing  Direc 
affirmed  that  the  performance  was  a  "dir 
result  of  a  shift  in  investor  sentiment  to  counti 
with  greater  security  or  lower  political  hsks." 

Add  to  that  the  fact  that  foreign  investors  f; 
practically  no  imposts  when  seeking  credit 
loan  facilities,  and  few  restrictions  on  cap| 
flows,  profit  remittances,  capital  repathation, 
transfer  of  royalties  and  trade  related  paymer| 
and  the  case  for  Australia  becomes  e 
more  compelling. 


"Australia's  favourable 
investment  climate  and 
clear  regulatory  environment,: 
combined  \N\i\\  an  educated,  i, 
highly  skilled  local  workforce  \ 
make  Australia  a  logical 
investment  choice  for  global 
mining  companies  such  as 
Placer  Dome."  ->  placer  dome  in( 


What's  Next? 

All  indications  are  that  Australia  will  rem 
committed  to  a  program  of  economic  reforn- 
ensure  that  it  maintains  its  glo 
competitiveness. 

The  OECD's  latest  Economic  Survey  of  Austre 
states  that  'a  judicious  mix  of  macroeconoi 
and  structural  policies  ...  has  resulted 
exceptional  economic  performance  which 
expected  to  continue.' 

Salomon  Smith  Barney's  Chief  Econom 
Paul  Brennan,  summed  it  up  best.  "Australia 
a  good  story  to  tell:  the  economy  is  resilii 
performance  over  the  past  five  years  has  b 
good  in  the  global  context  and  there 
good  investment  opportunities  for  overs 
companies  here." 

The  only  question  remaining  is, 
"Where  are  you  doing  business?" 

www.investaustralia.gov.au/inv<j 
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Video  Jitters 

A  small  conferencing  equipment  maker  wanted  to  play  in  the  big  leagues. 
The  SEC  says  it  did  so  by  artificially  inflating  sales  and  profits. 


BY  LEA  GOLDMAN 


■      ™  ICHAEL  KEOUGH  IS  IN  THE  HOT  SEAT.      Static:  Michael  Keough      pany.  A  Brooklyn  native,  with  an  accent  she  never  left 

m    am  his  ClearOne  Communications,  a  $55  .  '"herited  a  company  being  ^ehmd.  Flood  earned  fame  for  punctuating  conver- 

Ifl  mmion  (sales)  maker  of  audio-vide-o  "'Z:S:C^r  --s  with  lines  IDce  "Mach  s'with  hair'on  fire!" 

H  ■  conferencing  equipment,  faces  the  '     And,  ''If  you're  not  with  me,  you're  against  me,"  a 

W    m  wrath  of  shareholders  and  federal  securities  cops,      credo  that  foreshadowed  the  serial  axing  of  executives  who  faOed 

r  much  of  that  he  can  thank  Frances  Flood,  who  hired  him.  to  meet  sales  or  other  performance  goals.  But  the  one  about  "Pigs 

flood  was  always  a  standout  at  the  Salt  Lake  City-based  com-      get  fat,  hogs  get  slaughtered"  may  have  proved  the  most  prescient. 
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Entrfiprfineurs 

In  January  the  Securities  &  Exchange 
Commission  filed  suit  against  ClearOne, 
Flood  and  her  chief  financial  officer,  alleg- 
ing that  for  most  of  2001  and  2002  they 
overstated  sales  and  earnings  and  thereby 
defi-auded  investors. 

The  pair  did  it,  according  to  the  SEC, 
by  dumping  unwanted  inventory  on  dis- 
tributors on  a  pay-as-you-sell  basis,  despite 
contract  terms  that  ostensibly  called  for 
payment  within  90  days.  Those  transac- 
tions, the  agency  alleges,  were  improperly 
booked  as  revenues.  Moreover,  the  rev- 
enues claimed,  according  to  the  suit,  were 
inflated  by  prices  on  the  invoices  higher 
than  customers  had  agreed  to  pay. 

Such  revenue  puffery  can  provide  only 
a  temporary  boost  to  a  company's  finan- 
cials.  Eventually  the  company  needs  to  turn 
receivables  into  cash,  and  that's  not  going 
to  happen  unless  the  wholesale  customers 
are  happy  with  the  goods  and  are  able  to 
sell  them  to  end  users. 

An  open-and-shut  case?  Scarcely.  Al- 
though Flood  declines  to  talk,  it  seems  she 
might  have  some  good  defenses.  The  whis- 
tie-blower  who  tipped  off  the  SEC  has  an 
ax  to  grind:  He  is  a  former  manager  who  is 
considering  a  suit  against  Flood  for  wrong- 
ful termination  and  sexual  harassment  (a 
separate  complaint  alleges  she  routinely 
hugged  and  kissed  men  in  the  office), 
charges  she  denies.  As  for  the  law,  there  is 
dispute  about  whether  flooding  distribu- 
tion channels  amounts  to  accounting  fi-aud. 

"Channel  stuffing  isn't  illegal,"  insists 
Keough,  who  replaced  Flood  as  ClearOne's 
chief  executive  in  April.  It  is,  at  the  very 
least,  common.  In  March  Bristol-Myers 
Squibb  restated  $2.5  billion  in  sales,  and 
$900  million  in  earnings,  on  the  heels  of 
an  SEC  Investigation,  charging  that  for  2001 
and  most  of  2002  the  company  had  dis- 
counted inventory  to  two  of  its  largest 
wholesalers  to  the  point  that  sales  qualified 
as  consignments.  Gaming  the  system  isn't 
all  that  hard,  what  with  dift'erent  revenue- 
recognition  standards  for  hardware,  soft- 
ware and  services.  That's  why  the  Finan- 
cial Accounting  Standards  Board  recently 
honed  the  language  on  some  of  its  revenue- 
recognition  guidelines  and  is  working  on 
further  clarification.  "You  won't  see  any- 
thing like  Thou  shalt  not  channel  stuff,' " 
says  Charles  Mu'->rd,  an  accounting  pro- 
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fessor  at  the  Georgia  Institute    Plausible  deniability?  Fran  was  some  [of]  what  I  will  ca 

of  Technology.  "But  you  just     F'ood  rejects  charges  of  slight  mismatch." 

can't  ship  a  bunch  of  product  ^''^""^'  s*"**'"^  3"'*  '''^'^^^        This  has  not  allayed  th 

a  former  vice  president. 


your  customer  can't  absorb 

and  claim  it's  all  new  strong  demand." 

In  testimony  during  a  hearing  in 
March  in  which  the  SEC  was  seeking  a  pre- 
liminary injunction.  Flood  denied  all 
charges  and  blamed  her  former  vice  pres- 
ident of  product  sales,  Timothy  Morrison, 
who  blew  the  whistle  to  the  SEC,  for  side 
deals  conducted  without  her  knowledge. 
As  for  distributors  who  paid  after  the  90- 
day  deadline,  Flood  claimed  she  was  just 
being  flexible  with  customers.  In  2001,  she 
added,  ClearOne  had  changed  its  distrib- 
ution model  and  was  having  difficulty 
gauging  ho\\'  much  inventory  distributors 
would  need,  acknowledging  that  "there 


anger  of  shareholders  wh 
have  seen  ClearOne's  shares  sink  from 
high  of  $23  in  February  of  2000  to  67  cen- 
in  April,  when  the  shares  were  delisted. . 
class  action,  charging  "false  and  misleac 
ing  financial  statements"  that  caused  tl" 
stock  to  be  "artificially  inflated,"  takes  aii 
at  Flood  and  Susie  S.  Strohm,  her  onetirr 
chief  financial  officer.  (Separately,  the  Ju; 
tice  Department  is  involved  in  a  crimin 
investigation  of  ClearOne.) 

Channel  stuffing  may  be  the  side  effe 
of  a  salesperson's  hyperkinetic  drive.  Whe 
Flood  joined  the  company  in  1996  as 
marketing  executive,  her  mandate  was  l 
revive  sales  and  earnings — ClearOne  lo 


TTie  Manufecturing 

Powerhouse 
for  Pharmaceuticals 
and  Medical  Devices. 


The  top  selling  biotech  drug,  50%  of  all  pacemakers  and  defibrillators  and  16  of 
the  20  top  selling  pharmaceutical  products  in  the  U.S.  are  made  in  Puerto  Rico. 


^ 

With  over  30  years  of  manufecturing  experience 
in  pharmaceuticals  and  medical  devices, 
Puerto  Rico  is  one  of  the  most  sophisticated 
manufacturing  locations  on  the  globe. 

Unparalleled  Financial  Value 

Puerto  Rico  offers  a  unique  value  proposition 
to  manufacturing  companies.  In  Puerto  Rico, 
you  can  enjoy  the  benefits  and  protection  of 
operating  within  a  United  States  jurisdiction 
with  the  added  tax  benefits  of  operating 
under  a  foreign  tax  structure.  In  combination 
with  Puerto  Rico's  attractive  incentives  package, 
you  will  enjoy: 

•  No  Federal  Income  Taxation 

•  No  withholding  tax  on  dividends 


*  Accelerated  depreciation  of  plant 
and  equipment 

•  An  effective  corporate  income  tax  rate 
of7%-2% 

A  Manufacturing  Powerhouse 

Productivity  per  dollar  rates  in  Puerto  Rico 
are  significantly  higher  than  U.S.  average. 
Easy  domestic  access  to  the  U.S.  mainland, 
combined  with  high  capacity  transportation, 
telecommunications  and  electrical 
infrastructure,  makes  Puerto  Rico  a  U.S. 


manufacturing  powerhouse.  Plus,  you  are  on 
familiar  ground,  with  U.S.  monetary  and 
banking  systems,  U.S.  patent  laws  and 
regulations,  and  the  security  and  quality  of 
life  you  expect. 

Jo  learn  more  about  all  the  benefits 
Puerto  Rico  offers,  visit  our  website  at 
www.pridco.com  or  call  1-888-5-PRIDC0 


COMMONWEALTH  OF  PUERTO  RICO 

Puerto  Rico  Industrial  Development  Company 


COMMONWEALTH     OF 

Puerto  Rico 

The  advantages  of  going  offshore.  The  security  of  being  home. 
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$373,000  on  $13  million  in  sales  during  fis- 
cal 1997,  ended  June  30.  She  whittled  down 
by  two-thirds  the  company's  muddled 
product  line,  which  ran  fi^om  hearing  aids 
to  radio  broadcast  equipment.  Stick  with 
audio-video  conferencing,  she  counseled. 
The  sales  force  was  jolted  with  incentives 
like  stock  options  that  vested  only  if  sales 
and  earnings  goals  were  met.  She  chris- 
tened the  1999  incentive  plan  "Hungry  Like 
A  Wolf,"  and  could  be  heard  howling  in  the 
hallways  when  a  sales  rep  nailed  a  deal.  Un- 
derperformers  were  quickly  shown  the 
door.  The  results  were  impressive.  Between 
1998  and  2000  sales  almost  doubled,  and 
earnings  tripled.  Twenty-one  months  after 
her  arrival  Flood  was  named  chief  execu- 
tive, squeezing  out  the  founder.  FORBES 
noted  her  success  back  when  the  company 
was  called  Centner  Communications 
{Oct.  29,  2001). 

But  former  employees  say  Flood  had 
already  set  the  stage  for  calamity.  She 
sometimes  hired 
executives  who  had 
no  experience  in 
ClearOne's  market, 
like  Morrison,  a  for- 
mer steel  executive, 
and  chief  operat- 
ing officer  Cregory 
Rand,   a   onetime 

Delta  Air  Lines  manager.  Those  who  fell  out 
of  favor  were  rapidly  demoted  or  canned — 
to  the  point  that  the  engineering  depart- 
ment joked  about  the  "manager-of-the- 
month  club."  Flood  set  preposterous  goals, 
like  the  mandate  to  a  newly  hired  sales  di- 
rector to  sell  $1  million  worth  of  the  com- 
pany's V-There  videoconferencing  units  by 
the  end  of  March  2002 — ^when  a  prototype 
didn't  even  exist  until  mid-February. 

Flood  aimed  high,  eager  to  compete 
against  multimedia  conferencing  gorillas 
like  Polycom  (2002  sales:  $466  million).  She 
tried  to  do  so  through  acquisitions — a  pol- 
icy that  failed  spectacularly  The  July  2000 
purchase  of  speakerphone  malcer  ClearOne 
for  $3.7  million  never  produced  the  video 
device  that  was  supposedly  in  the  pipeline, 
reports  Andrew  W.  Davis,  a  partner  at 
Wiiinhouse  Research  in  Brooklinc,  Mass. 
Fifteen  months  later  Flood  pioposed  a  buy- 
out potentially  worth  $32  million  of 
Dublin,  Ireland-based  Ivron  Syj  ;.  nis,  an- 


other videoconferencing  outfit.  (Eventually 
the  company  was  acquired  for  $8.3  mil- 
lion.) "It  was  a  colossal  mistake,"  says 
Davis.  Ivron's  chief  set-top  box,  VuLink, 
had  an  outdated  chip  and  wasn't  fast 
enough  to  accommodate  broadband  users.. 
Worse,  VuLink  couldn't  accommodate  sev- 
eral parties  on  a  conference  call  without  ex- 
pensive upgrades.  V-There,  the  ClearOne 
system  based  on  Ivron  technology,  bombed 
and  now  holds  less  than  1%  of  the  market. 
With  a  subpar  video  product  and  a 
slowdown  in  tech  spending,  ClearOne  was 
headed  for  a  wreck.  In  March  2001,  says 
the  SEC,  Flood  struck  a  secret  deal  with  a 
large  distributor  to  take  on  goods  and  pay 
for  them  later.  Over  the  next  six  quarters, 
typically  in  the  final  week,  the  SEC  alleges, 
Flood  pushed  distributors  to  take  more 
goods  than  they  needed.  In  testimony 
Flood  acknowledges  the  company  sold 
60%  of  its  inventory  in  the  final  weeks  of 
the  quarter,  not  unreasonable  given  a 

The  SEC  attributes  a  huge  rise 
in  receivables  to  "ClearOne's  CHANNEL 
STUFFING  QUARTER  AFTER  QUARTER 

and  side  agreements  with  distrikutjors^' 

forceftil  sales  push.  But  a  former  sales  man- 
ager says  othervwse:  In  June  2002,  with  just 
two  weeks  left  in  the  quarter,  ClearOne  had 
sold  only  12%  or  so  of  its  quarterly  inven- 
tory yet  still  managed  to  post  $16.6  mil- 
lion in  sales,  a  56%  jump  over  the  same 
quarter  a  year  earlier. 

All  this  created  a  flood  for  ClearOne 
distributors.  Angelo  Skiparnias,  chief 
executive  of  Pacific  Technology  & 
Telecommunications  in  San  Clemente, 
Calif.,  says  he  struck  the  deal  in  October 
2001.  His  first  shipment  of  goods,  he 
claims,  was  a  hodgepodge  of  outdated 
conferencing  equipment.  "They  shipped 
me  everything  that  wasn't  glued  down," 
he  says.  Once  he  ordered  100  V-There 
units,  but  ClearOne  shipped  him  50 
extra,  at  a  price  higher  than  agreed  upon. 
Until  February  of  2003,  he  says  he  never 
rt  ceived  a  collection  call  ft-om  ClearOne, 
tliough  he  often  paid  after  the  supposed 
90-day  deadline.  That  month  ClearOne 


froze  his  credit,  saying  he  owed  the  com 
pany  $676,000.  Skiparnias  is  asking  a  Cal 
ifornia  Superior  Court  for  an  injunctior 
ordering  ClearOne  to  honor  its  curren 
contract  with  him. 

In  June  2002,  the  SEC  says.  Flood  sen' 
an  Australian  distributor  $1  million  in  in 
ventory.  The  goods  idled  in  a  bondec 
warehouse  because  the  distributor  refiasec 
to  pony  up  import  duties.  That  same 
month  Flood  allegedly  sent  $500,00( 
worth  of  inventory  to  be  stored  with  ; 
New  York  headhunter,  who  happened  tc 
be  a  former  steel  crony  of  Morrison,  th< 
vice  president.  (Morrison  was  fired  in  Feb 
ruary  2003.) 

Inevitably,  ClearOne's  receivables  pUa 

up.  Between  2000  and  2001  they  rose  74°/ 

to  $7.2  million.  In  her  March  depositioi| 

Flood  said  she  warned  analysts  in  a 

October  2001  conference  call,  where  sh^ 

claimed,  "It's  just,  I  think,  a  little  paymeni 

slowdown  ...  but  we  certainly  are  activel; 

managing  it."  B; 

the  following  Jun 

receivables      ha( 

climbed  to  $20.: 

million.  The  SE( 

points  to  an  Apri 

2002  press  releas^ 

in    which    Floo( 

cites  the  additioj 

of  15  new  dealers  as  the  cause.  A  lie,  ac 

cording   to   the   complaint:    "Rathei 

ClearOne's  channel  stuffing  quarter  afte 

quarter  and  the  side  agreements  with  dis 

tributors  [were]  the  true  source  of  th 

increase." 

ClearOne  placed  Flood  on  administra 
tive  leave  after  the  SEC  filed  suit  but  left  he 
on  the  payroll.  (Neither  her  attorney  no 
the  company  will  say  whether  she  is  re 
ceiving  the  same  $256,000  salary  an^ 
100,000  stock  options  she  earned  last  year. 
For  the  first  fiscal  quarter  of  2003,  ende 
Sept.  30,  the  company  lost  $1.2  million  o: 
$13  million  in  sales.  That  was  the  last  tim 
ClearOne  released  figures;  there  are  n 
plans  to  restate  earnings  until  an  intern; 
investigation  is  complete.  I 

Keough  says  that  since  then  sales  hav 
picked  up  but  won't  say  by  how  much. "/ 
tiines  I  did  have  questions  about  [Flood'; 
strategy,"  he  says.  "But  we've  learned  a  k 
of  lessons."  So  have  shareholders.  I 
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A  Fish  Tale 

An  Aussie  tries  to  popularize 
the  mighty  barramundi— but 
stands  only  a  small  chance 
of  reeling  in  big  profits. 

BY  ALLISON  PASS 

IT'S  TEMPTING  TO  LINK  DA\aD  DOEPEL'S 
ordination  as  a  minister  and  his  latest  vo- 
cation as  a  fishmonger.  But  it's  a  pretty 
mundane  business,  spreading  the  word 
about  the  large-scaled  barramundi,  a  giant 
perch  (up  to  4  feet  long  and  80  pounds) 
ft-om  his  native  AustraJia.  His  plan:  to  get 
this  relative  of  the  snook,  popularly  Uf  mis- 
takenly) known  as  the  Australian  sea  bass, 
on  the  menu  of  American  restaurants; 
sooner  or  later  patrons  will  deniaiid  it  at 

150      FORBES-  June  23,  2003 


Albertsons  and  Wal-Mart. 

But  there's  a  catch  to  Doepel's  busi- 
ness scheme.  Even  if  Yanks  develop  a  taste 
for  the  fish,  there's  nothing  to  stop  another 
middleman  ft-om  undercutting  him  by  a 
few  cents  a  pound.  Notwithstanding  his 
mighty  efforts  to  spread  barramundi 
around  American  plates,  he's  by  no  means 
the  largest  in  this  business.  You  can't 
patent  putting  fish  on  ice. 

At  times,  Doepel  (pronounced  "de- 
PELL"),  who  has  been  a  doctoral  student  in 
theology,  a  documentary  filmmaker  and  an 
Internet  marketing  consultant,  has  been 
forced  to  give  the  stuff  away.  Like  the  hun- 
dreds of  samples  handed  out  at  the  Aus- 
tralian Trade  Commission's  festivals  in 
cities  throughout  the  U.S.  Or  at  the  "Taste 
of  Down  Under"  competition  in  February, 
where  students  from  Johnson  &  Wales  Uni- 
versity in  North  Miami,  Fla.  whipped  up 
recipes  like  .smoked  lemon  myrtle  barra- 


Always  a  catch:  David  Doepel  is  trying 
mightily  to  make  a  go  of  it  as  a  food  broker. 

m'undi  in  bark  from  a  Melaleuca  tree  and 
pan-seared  fillet  v«th  mango  chipode  glaze 
(admission  to  the  dinner:  $110).  Not  to 
mention  giveaways  on  cold  calls  to  chefs 
like  Dean  Max,  in  Fort  Lauderdale.  Max, 
who's  always  on  the  lookout  for  new  things 
to  throw  on  a  plate,  ordered  20  pounds. 
(He's  still  a  customer.) 

"You  can't  just  call  a  chef  and  say,  'Buy 
this,'"  says  Doepel,  43.  But  all  those  free 
samples  get  to  be  expensive.  Indeed,  Doe- 
pel's  Miami  Beach-based  import  company, 
Abel  Gower  (named  after  the  19th-century 
Australian  clipper  that  brought  Doepel's 
ancestors  Down  Under  from  Germany), 
lost  $24,000  on  sales  of  $240,000  its  ftrst 
year.  Doepel  believes  he  can  earn  $50,000 
this  year  on  sales  of  $1  million. 

A  little  hard  to  see  how.  Doepel  buys 
his  fish  ftom  three  farms  in  Australia — two 
in  the  Northern  Territory,  one  in  Queens 
land — paying  $2.14  a  pound  for  3,000 
pounds  a  week.  That  becomes  2,000 
pounds  once  the  heads,  guts  and  scales  are 
removed,  raising  his  per-pound  price  to 
$3.20.  Add  another  $2.86  for  export  fees 
and  packing  and  flying  the  fish  to  Los  An- 
geles and  from  there  to  Miami.  Doepel'sj  — 
sole  customer,  Triar  Seafood  Co.  in  Holly-j 
wood,  Fla.,  pays  him  $6.50  a  pound. 

Triar  spends  $3.50  to  $4.50  a  pound  fil- 
leting the  fish  and  shipping  it  around  th( 
country.  Chefs  and  supermarkets  pay  Triarj 
$12.50  to  $14  a  pound.  A  chef  can  turn  half 
a  pound  of  it  into  a  $24  or  $30  entree  atj 
places  like  the  San  Francisco  Grand  Hyatt 
and  Da  Silvano  in  New  York. 

Triar  has  agreed  not  to  buy  barra- 
mundi from  anyone  besides  Abel  Gower. 
Still,  Doepel  is  saddled  with  a  lot  of  risks — 
and  the  crummy  gross  profits  of  a  food 
broker.  You  can  make  nice  money  in  com 
modities  if  you  control  either  distribution 
(as  United  Fruit  once  did  in  bananas)  or  a 
brand  name  (as  Ocean  Spray  does  now  in 
cranberries).  Doepel  has  neither.  Indeea 
he's  at  the  mercy  of  air-freight  rates,  up 
20%,  he  says,  since  he  started  the  business 
14  months  ago,  and  the  Australian  dollar 
up  23%.  "It  wasn't  necessarily  the  best  o! 
economic  times  to  start  a  venture  lik< 
this,"  he  admits.  ( 
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Grab  Those  Tax  Cuts 

^ow  to  adjust  your  investing,  loan  and  AMT  strategies.  |  by  janet  novack 


THE  SWEEPING  CUTS  IN  INCOME  TAX  RATES 
President  George  W.  Bush  signed  into  law  in  May 
sound  straightforward.  For  2003  the  top  federal  tax 
rate  on  ordinary  income,  including  salary  and  in- 
terest, is  trimmed  from  38.6%  to  35%.  The  top  rate 
on  most  dividends  is  chopped  from  38.6%  to  15%, 
le  lowest  since  1916.  And  capital  gains  on  stocks  and  certain 
ther  property  (art  excluded)  held  for  more  than  a  year  are 
ixed  at  a  top  15%  if  realized  on  May  6  or  later,  down  from 
D%  for  earlier  gains.  It's  the  lowest  since  1933. 
But  there  are  more  angles  here  than  in  a  trick  pool  shot: 
^Think  short  term.  The  politicians  did;  so  must  you.  The 
ividend  and  capital  gains  rate  cuts 
faporate  in  2009;  other  tax  breaks  dis- 
)pear  in  2005,  2006  and  201 1.  These 
unsets"  were  used  to  squeeze  a  much 
gger  tax  cut  into  a  $330  billion  wrap- 
;r.  Republicans  likely  will  try  to 
:tend  the  cuts,  but  with  the  federal 
rficit  growing,  who  knows? 

So  consider  taking  long-term  gains 
id  other  income  while  rates  are  low. 
t's  a  window  of  opportunity,"  says 
icewaterhouseCoopers     financial 
anning  partner  Bernard  Kent.  Now 
ay  be  the  time  to  diversify  out  of  that 
ng-held  concentrated  stock  position, 
id  owners  of  closely  held  corpora- 
•ns-with  large  retained  earnings  (including  C  corporations  and 
:orps  that  converted  from  C  corps)  might  want  to  consider 
cing  big  dividends,  Kent  says. 
►But  factor  in  state  tax ... 

Before  you  rush  to  cash  out,  consider  the  state  and  local  tax 
e,  too,  says  David  R.  Marcus,  a  partner  in  Manhattan-based 
arks  Paneth  &  Shron.  Counting  a  recent  rate  hike,  Marcus' 
:w  York  City  clients  face  a  top  combined  city  and  state  rate  of 
.15%  on  gains.  At  least  they  can  deduct  those  taxes  on  their 
leral  returns,  right?  Nope,  many  pay  the  alternative  minimum 
:,  which  doesn't  allow  state  and  local  tax  deductions. 
►And  alternative  minimum  tax,  too. 

You  may  have  heard  Congress  raised  the  "AMT  exemption 
lount"  for  two  years,  thus  temporarily  shielding  taxpayers 
m  this  killer  tax  that  forces  victims  to  calculate  their  taxes  a 
and  time  and  pay  more.  The  increase  did  protect  families 


Sell  When  It's  Lnw 

The  top  long-term  capital  gains  rate  jumps  around  a 
lot,  and  is  now  at  a  70-year  low. 
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with  incomes  of  less  than  $100,000,  but  higher-income  folks 
have  been  thrown  en  masse  into  the  AMT's  maw.  This  year  55% 
of  taxpayers  with  adjusted  gross  income  of  $200,000  to  $500,000 
and  29%  of  those  with  AGI  of  $500,000  to  $1  million  will  owe 
AMT,  up  from  31%  and  15%,  respectively  before  the  tax  cut,  the 
Urban-Brookings  Tax  Policy  Center  projects.  For  some  AMT 
payers  in  the  range  where  the  basic  exemption  is  phased  out 
(between  $150,000  and  $382,000  in  alternative  minimum  tax- 
able income,  for  couples)  the  effective  tax  on  an  added  dollar  of 
capital  gains  and  dividends  is  not  15%,  but  22%. 

If  you're  in  the  danger  zone,  try  to  limit  deductions  that 
aren't  allowed  in  AM  T — for  example,  unreimbursed  employee 

business  expenses.  (Ask  for  a  bigger 
expense  account  instead  of  a  raise.) 
And  pick  your  muni  bond  funds  care- 
fully: Certain  muni  interest  is  taxed  in 
the  AMT.  There's  not  much  you  can  do 
to  avoid  the  state  and  local  tax  problem 
other  than  move,  but  you  may  be  able 
to  time  your  income  and  state  tax  pay- 
ments to  reduce  the  AMT  damage.  Of 
course,  for  that  you'll  likely  need  pro- 
fessional tax  help.  Gotcha!  Tax  prepara- 
tion fees,  when  taken  as  miscellaneous 
itemized  deductions,  are  disallowed  in 
the  AMT. 

►Rethink  deferral.  Take  a  fresh  look 
at  what  you're  holding  in  your  tax- 
deferred,  versus  your  taxable,  accounts.  Since  money  withdrawn 
from  a  401  (k)  or  traditional  IRA  is  all  taxed  at  the  high  ordinary 
income  rates  (even  if  it  includes  gains  and  dividends),  it  usually 
makes  sense  to  hold  more  of  your  assets  generating  ordinary 
income — taxable  interest  and  short-term  capital  gains — in  such 
accounts,  and  long-term  equity  investments  in  taxable  accounts. 
What  about  new  contributions?  You'll  always  come  out 
ahead  making  tax-deductible  contributions  to  a  40l(k)  or  IRA — 
provided  that  your  ordinary  income  tax  rate  now  is  the  same  or 
higher  than  it  will  be  when  you  retire,  notes  James  Poterba,  an 
MIT  economics  professor. 

But  question  deferral  schemes  handed  with  aftertax  dollars. 
For  instance,  deferred  variable  annuities.  These  are  mutual  funds 
held  in  an  insurance  container,  which  allows  taxes  on  investment 
income  to  be  delayed.  The  problem,  aside  from  annuities'  often 
high  fees  and  surrender  charges,  is  what  you  give  up  for  deferral: 

FORBES-   June  23,  2003       153 


M  I  1  I  I  n 
'95       '00 


I   I   M   I   M 

'05   '08 


Money  &  Investing 

When  you  take  out  the  money,  all  your  gains  and  dividends  will 
be  taxed  at  the  higher  ordinary  income  rate. 

In  fact,  all  sorts  of  gimmicky,  high-fee,  or  legally  iffy  deferral 
ploys  make  even  less  sense  now.  Example:  exchange  funds,  those 
contraptions  that  let  wealthy  folks  diversify  concentrated  stock 
positions  while  deferring  gains  taxes.  "They  aren't  cheap,  you're 
subject  to  [withdrawal]  restrictions  for  seven  years  and  you  may 
be  deferring  to  a  point  when  the  rates  are  going  to  be  higher," 
says  Lehman  Brothers  tax  expert  Robert  WiUens. 

^  All  dividends  are  not  equal. 

While  payouts  from  your  bond  fund  may  be  called  "divi- 
dends," they're  really  interest  and  don't  qualify  for  the  15%  rate. 
Real  estate  investment  trust  dividends,  for  the  most  part,  don't 
either.  Dividends  from  publicly  traded  foreign  companies  get 
the  1 5%  rate,  but  taxpayers  are  now  limited  to  that  rate  in  claim- 
ing the  foreign  tax  credit:  If  a  foreign  country 
withholds  a  30%  tax,  you  only  get  a  credit 
against  your  U.S.  tax  bUl  for  half  of  it. 

Warning:  To  get  the  new  15%  rate,  you  must 
hold  a  stock  for  61  of  the  120  days  surrounding 
the  date  it  goes  ex-dividend:  that  is,  starts  tradmg 
without  an  upcoming  dividend  attached. 
Tempted  to  ditch  your  bonds  in  favor  of  pre- 
ferred stock  paying  high  dividends?  Be  careful. 
These  shares  carry  not  only  company  risk,  but 
also  interest-rate  risk.  And  you're  limited  in  how 
much  you  can  hedge  your  risk  during  the  61 
days — you  can't  buy  a  put,  although  you  can 
write  a  "qualified  covered  call,"  which  provides 
far  less  protection.  Another  possibility,  says 
Robert  Gordon,  president  of  Twenty-First  Secu- 
rities, is  "auction-rate  preferred,"  whose  payout 
adjusts  up  and  down  with  interest  rates.  These 
securities  are  now  sold  primarily  to  companies 
in  $100,000  blocks  and  have  low  yields.  But  if 
rates  climb,  they  won't  take  a  hit. 

One  other  complication:  If  you  borrow  to 
buy  stocks  in  a  margin  account,  your  broker  may 
lend  any  of  your  shares — worth  up  to  140%  of  the  balance  of 
your  loan — to  shorts,  notes  Edward  Kleinbard,  a  tax  lawyer  at 
Cleary,  Gottlieb,  Steen  &  Hamilton  in  New  York.  If  your  stock  is 
lent  out,  instead  of  real  dividends,  you  receive  something  called 
"payments  in  lieu  of  dividends,"  which  aren't  eligible  for  the 
lower  1 5%  rate. 

Don't  panic.  Congress  has  given  the  brokers  a  reasonable 
period  (probably  until  the  end  of  the  year)  to  begin  tracking 
what  payments  are  real  dividends  and  what  ones  are  the  in-lieu 
kind,  which  they  don't  track  now.  As  long  as  the  brokers  con- 
tinue to  report  the  payments  to  you  as  true  dividends,  you  can 
claim  the  15%  rate  for  them.  Longer  term,  Kleinbard  suggests 
keeping  high-dividend-pdving  stocks  in  a  separate,  all-cash 
account  that  has  no  margin  locns.  iluis  keeping  the  shares  off- 
limits  to  shorts. 

^The  investment  interest  twisi 

Interest  you  pay  on  a  margin  a.xount  can  be  deducted  on 


the  Num 


Rates  on  investment 
income  are  lower  now,  but 
they're  still  not  simple. 


5% 

Lowest  rate:  dividends, 
long-term  stock  gains 


15% 

Top  rate:  dividends, 
long-term  stock  gains 


20% 


Top  rate:  long-term 
stock  gains  pre-May  6 


28% 

Top  rate:  long-term 
gains  from  collectibles 


35% 

Top  rate:  interest, 
short-term  gains 


your  tax  return,  but  only  to  the  extent  that  you  have  "investrnen 
income."  Here's  the  catch:  Only  investment  income  taxed  a 
ordinary  rates,  such  as  interest,  short-term  capital  gains  and,  yes 
payments  in  lieu  of  dividends,  qualifies.  (If  you  elect  to  deduc 
investment  interest  expenses  against  dividend  income,  the  divi 
dends  get  kicked  up  to  ordinary  rates.)  If  you  have  bonds,  yoi 
could  borrow  money  to  buy  favorably  taxed  stocks,  whi 
deducting  the  interest  cost  on  the  margin  loan  against  tht 
bonds'  investment  income.  But  you'd  probably  be  better  off  jus 
selling  the  bonds  and  plowing  the  money  into  stocks. 

Perhaps  you're  tempted  to  take  a  bigger  low-rate  mortgage 
than  you  need  and  invest  the  spare  cash  in  the  stock  market' 
After  all,  you  can  deduct  interest  on  up  to  $1  million  borrowee 
to  buy  a  home,  plus  another  $100,000,  so  long  as  you  have  excesi 
equity.  Aside  from  the  risk,  the  problem  is  that  interest  on  thi 
extra  $100,000  won't  be  deductible  in  the  AMI. 
^  Don't  trade  in  Spiders. 
If  you  want  to  bet  on  the  direction  of  thd 
market  or  an  industry  sector,  don't  us( 
exchange-traded  funds  (ETFs),  such  as  S&P  500 
tracking  Spiders,  says  Gordon.  Instead,  trad< 
broad-based  index  options.  Those  options 
whether  you  go  long  or  short,  and  even  if  you 
hold  them  for  only  a  few  days,  receive  special  ta> 
treatment:  60%  of  your  gains  and  losses  are  con- 
sidered long-term  and  40%,  short-term.  Tha) 
translates  into  a  blended  top  tax  rate  of  just  23% 
compared  to  a  35%  top  rate  on  short-term  prof 
its  in  ETFs.  Thanks  to  changes  Congress  made  ir 
2000,  most  industry  indexes,  including  biotech- 
nology and  defense,  now  qualify  as  broad-based 
an  up-to-date  list  is  at  www.twenty-first.com. 
KGive  away  appreciated  stock. 
You  and  your  spouse  can  each  give  anyom 
$1 1,000  in  assets  a  year  without  worrying  about 
the  federal  gift  tax.  Consider  giving  the  kids 
appreciated  stock.  A  child  14  or  over  who  has  no 
other  income  could  realize  up  to  $29,150  ir 
long-term  gains  and  dividend  income  this  year  and  pay  taxes  at 
a  5%  rate — that's  the  new  gains/dividend  rate  for  folks  whose 
ordinary  income  is  taxed  at  15%.  (Younger  kids  are  taxed  or 
investment  income  above  $1,500  at  their  parents'  tax  rate.)  II 
you  lose  your  personal  exemptions  because  you  earn  too  much 
or  you're  caught  in  the  AMT,  and  your  family  won't  qualify  foi 
any  college  financial  aid,  it  may  make  sense  to  give  your  kidi 
appreciated  stock  before  they  go  off  to  college  and  to  let  them 
support  themselves  through  stock  sales,  says  Pricewaterhouse'5 
Kent.  In  addition  to  getting  the  5%  rate,  they  can  claim  theil 
own  personal  exemption  and,  maybe,  some  college  tax  credits. 
^Adjust  your  quarterly  payments. 

If  you  have  large  amounts  of  dividend  income,  visit  your  taJ 
pro  now  to  recalculate  your  June  1 6  quarterly  estimated  tax  pay- 
ment. Other  taxpayers  may  want  to  wait  until  their  Sept.  15  pay- 
ments are  due.  Remember  when  calculating  this:  Your  employei 
will  be  withholding  less  as  a  result  of  the  new  tax  law.  f 


154      1-    O    R    I!    E   S   ■   lunc23, 2003 


Forbes 


CFO 
FORUM 


ic  28-24, 2003,  The  Plaza  Hotel,  New  York  City 


Join  your  peers  at  the  2003  Forbes  CFO  Forum 
which  will  tackle  crucial  issues  that  are 
important  to  the  survival  of  your  enterprise. 
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Life  after  Sarbanes-Oxley 


•  R.  Glenn  Hubbard,  architect  of  the  Bush  Tax  Plan,  will  tell  you  why 
what  you  don't  know  CAN  kill  you. 

•  Leading  CFO  headhunters  will  tell  you  the  seven  ways  that  CFO's 
self-destnict  —  and  how  you  can  avoid  these  common  mistakes 

•  Steve  Forbes  will  share  his  up-to-the-minute  global  and  US  economic 
forecast  insights  and  data 

•  The  CFOs  of  .\merican  Express,  Northrop  Grunmian  (Forbes  company 
of  the  year),  and  other  blue  chip  enterprises  will  tell  you  how 

they  are  investing  for  growth  on  the  cheap,  planning  for  uncertainty 

(financial,  political,  legal  and  otherwise),  and  regularly  stress  testing 

their  corporate  governance  practices 

Our  lineup  of  speakers  is  unsurpassed  and  will  provide  provocative 
insights  on  coiporate  governance,  the  post-war  economy,  capital  markets, 
cap-ex  spending,  and  the  coming  "cheap  revolution." 


For  more  information  and  to  register  online, 

please  see  www.forbesconferences.com. 

Or  contact  Jessica  Kouvaros  at  212-367-3521; 

jkouvaros@forbes.com. 
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JipTERNATIONAL  INVESTING 


in  that  country  transparent?  Is  the  market 
no  more  rigged  for  the  benefit  of  insiders 
than  the  one  we've  got  in  New  York?  Are 
transactions  on  the  foreign  bourse  settled 
quickly  and  painlessly? 

We  evaluated  a  dozen  overseas  mar- 
kets on  these  criteria  and  came  up  with 
two  favorites,  London  and  Sydney.  Run- 
ners-up:  Stockholm  and  Singapore. 

Elkins/McSherry  LLC,  a  New  York' 
company  that  studies  trading  costs  for 
institutional  investors,  finds  that  thej 
round-trip  frictional  cost  of  trading  is 
1.15%  in  London  versus  0.8%  on  Nasdaq 
and  0.6%  on  the  Big  Board.  London's 


It's  a  Big  World  After  All 

The  best  overseas  bourses,  based  on  cost  and  access?  London  and  Sydney. 

BY  JUSTIN  DOEBELE  AND  RICHARD  HELLER 


DESPITE  THE  PLUMMETING  DOL- 
lar,  which  makes  buying  for- 
eign stocks  in  their  home 
countries  expensive,  diversify- 
ing abroad  makes  sense  now. 
Yes,  when  the  U.S.  market  slumps,  the  rest 
of  the  world  does,  too.  But  if  a  U.S.-led 
recovery  is  indeed  coming — as  it  will 
someday — ^you  can  find  bargains  overseas 
with  a  good  chance  of  doing  well  later. 

The  three  easiest  ways  to  get  foreign 
stock  exposure:  U.S.  mutual  funds  spe- 
cializing in  international  stocks;  fixed  bas- 
kets of  foreign  stocks,  like  the  Barclays 
iShares  for  various  overseas  markets,  that 
trade  on  U.S.  exchanges;  and  American 
Depositary  Receipts,  the  U.S.  doppel- 
gangers  of  overseas  issues.  They  all  have 
disadvantages.  Foreign  funds  have  high 
fees  (often  1 .5%  to  2.5%  a  year  for  an 
actively  managed  portfolio).  The  baskets 
tend  to  offer  only  generic  exposure  to 
large  stocks.  The  main  drawback  to  ADRs 
is  that  they  are  available,  by  and  large, 
only  for  the  most  visible  foreign  issues.  If 
you  want  to  fish  in  the  inefficient  corners 
of  the  market,  you  will  find  the  ADR  selec- 
tion limited. 

The  cosmopolitan  investor  doesn't 
stop  there.  You  can  a.  w  individual 
foreign  stocks  on  ovei         exchanges. 


Open  an  account  in  dollars  with  a  U.S. 
broker,  such  as  J.R  Morgan  Chase  or 
Charles  Schwab  Europe  (recently  bought 
by  the  U.K.'s  Barclays),  have  the  broker 
convert  the  dollars  to  yen  or  euros  or 
whatever  you  need,  and  place  a  trade.  At 
this  point  you  need  to  be  sensitive  not 
only  to  the  choice  of  which  company  to 
invest  in  but  also  to  which  country  you're 
sending  your  money  to.  Is  the  accounting 

Local  Hemes 


number  is  pushed  up  by  a  trading  tax. 

The  big  Continental  bourses  tend  to 
be  cheaper  than  the  U.K.'s  because  their 
taxes  are  negligible,  but  London  boasts 
superior  transparency  and  efficiency; 
British  companies  regularly  rank  at  the 
top  end  in  various  rankings.  London  is 
also  a  good  corporate-governance  town,i 
probably  besting  New  York. 

On  the  Australian  Stock  Exchange,  asi 


These  are  some  good  stocks  with  good  growth  prospects  to  consider  in  the  U.K.  and 
Australia.  Most  major  U.S.  brokers  can  purchase  them  for  you. 


Company/industry 


Recent  price 


52-week  high 


P/E 


Ml 
n 

Ep 

II 
Str 
mi 

Ga 


LONDON 

Carpetright/retall 

Excel/logistics 

Recl<itt  Benckiser/household  products 

Scottish  &  Newcastle/brewing 

Smith  Group/conglomerate 

SYDNEY 

Cuchlear/medical  devices 

Noble  GroupVfinance 

ciingapore  Airlines^/airline 

Wosfarmers/conglomerate 

Woolwortht  'retail 


$10.16 

$10.85 

13 

10.96 

13.58 

17 

19.48 

19.89 

19 

6.27 
10.93 

10.19 
13.24 

12 
17 

20.27 

1.07 

5.53 

16.35 

798 


;,  >;.«; 


23.16 
1.07 
771 

16.82 
8.60 


32 
12 
11 
18 
24 


'Cioss-listed  froi  i  Singapore.  Source:  FactSet  Research  Systems. 
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ASRC  Aerospace  Corporation 

6301  I\->-  Ln.,  Suite  300  •  Greenbelt,  MD  20770 

(301)  345^500  I  35  Spacecraft  Engineering,  Information  -  30 

Systems  &  Engineering  Products    |  vwvw.asrcaerospace.com 

Bennington  Marine  Corporation 

52791  CR 113  •  Elkhart,  CV  46514  •  (888)  906-2628 
Bennington  builds  high  quality  marine  products  and 
relationships.  |  www.BenningtonMarine.com 

Berea  College 

220  Edwards  Building  •  Berea  College,  KY  40404-0001 

(859)  985-3520  |  Berea  College:  learning,  labor  &  service  for 

Appalachia  &  beyond.  |  vvwrw.berea.edu 

CHCC  Companies 

9184  Market  Street  •  North  Lima,  OH  44452  •  (330)  965-9200 
Skilled  nursing  facilities  offering  rehabilitation/ subacute  care, 
vents  &  dialysis.  |  www.CHCCcompanies.com 

Clarion  Mortgage  Capital,  Inc. 

9034  E.  Easter  Place,  Suite  205  •  Englewood,  CO  80112 

(303)  843-0777  |  Mortgage  Origination  Services  for  Mortgage 

Professionals  in  CO,  CA,  KS,  MO,  TX.  |  www.clarionmortgage.com 

Cleary  Building  Corporation 

190  PaoU  Street  •  PO.  Box  930220  •  Verona,  Wl  53593 

(800)  373-5550  |  Pre-Engineered  Buildings,  Manufacturer,  and 

Construction  Company.  |  www.clearybuilding.com 

Cruise  Specialists,  Inc. 

221  First  Avenue  West  #210  •  Seattle,  WA  98119 

(800)  544-2469  |  Renowned  travel  agency  specializing  in  luxury 

land  &  sea  vacations.  |  www.csiseattle.com 

Dyno  Nobel  Transportation,  Inc. 

Eleventh  Roor  Crossroads  Tower  •  Salt  Lake  City,  UT  84144 
(801)521-2447  |  Carrier  specialized  in  movement  of  explosives 
&  related  materials.  |  www.dvnonobel.com 

e-ME>s 

500  VV.  Whitestone  Blvd.  •  Cedar  Park,  TX  78613  •  (512)  257-5200 
Medical  software  to  improve  patient  care  &  increase  revenue. 
www.e-MDs.com  • 

Epsilon  Group,  The 

120  VVhitewood  Road  •  Charlottesville,  VA  22901  •  (434)  975-0097 
Strategic  post-marketing  healthcare  consulting  &  research  firm. 
wvvw.epsiJongroup.com 

Gali  Service  Industries,  Inc. 

6934  Arlington,  Rd.,  Suite  B  •  Bethesda,  MD  20814  •  (301)  986-8890 
Gali  Service  Industries  is  a  total  facility  service  provider. 
kvww.galiservice.com 

Harris-Stowe  State  College 

J026  Laclede  Avenue  •  St.  Louis,  MO  63103  •  (314)  340-3366 
A  4-year  public  institution  in  Missouri's  higher  education  system. 
<vww.HSSC.edu 

Hydro  Spray  Carwash  Equipment  &  Buildings 

1237  W.  4th  Street  •  Mansfield,  OH  44906  •  (419)  529-5669 
Complete  line  of  self-service  car  wash  equipment  and  buildings, 
(vww.hydrospray.com 

LAM  Design  Associates,  Inc. 

109  ManviUe  Road  •  Pleasantville,  NY  10570  •  (914)  773-7600 
Brand  Consultancy  Specializing  in  Packaging  and  Promotion 
Design.  |  www.LAMdesign.com 

:.egacy  for  Life,  LLC 

^O.  Box  410376  •  Melbourne,  FL  32941-0376  •  (800)  557-8477 
-egacy  is  a  distribution  company  of  proprietary  wellness 
products.  I  www.LegacyforLife.net 


"Summerall  Success  Stories  spotlights 
companies  and  organizations  that  define 
'success'.  Each  has  demonstrated 
strong  leadership,  growth  and 
community  involvement  and 
is  worthy  of  your  patronage." 


-  Pat  Summerall 

-*  —  •  —  •  —  •  —  •  —  •  —  •  —  •- 

Mark  T.  Barclay  Ministries 

2010  N,  Stark  Road  •  Midland,  MI  48642  •  (989)  832-7547 
A  global-level  ministry  providing  leadership  to  other  leaders. 
www.marktbarclay.com 

Musco  Family  Olive  Co. 

17950  Via  Nicolo  •  Tracy,  CA  95377  •  (209)  836-4600 

Musco  Family  Olive  Co.  is  the  top  supplier  of  olives  in  America. 

www.olives.com 

National  Congress  for  Community  Economic  Development 

1030  15th  Street,  N.W.  •  Washington,  DC  20005  •  (202)  289-9020 
Empowering  People,  Organizations,  and  Commuruties. 
www.ncced.org 

Oscar  Renda  Contracting 

522  Benson  Lane  •  Roanoke,  TX  76262  •  (817)  571-9391 
Specializing  in  Pipeline,  Structure,  Dredging  &  Environmental 
areas.  |  www.oscarrendacontracting.com 

PAR  Electrical  Contractors,  Inc. 

4770  N.  Bellcview  Ave.,  Ste.  300  •  Kansas  City,  MO  64116 
(816)  474-9340  |  Construction  of  high-voltage  fransmission,  distri- 
bution lines,  substations,  storm  restoration.  |  www.parelectric.com 

Port  of  New  Orleans 

1350  Port  of  New  Orleans  Place  •  New  Orleans,  LA  70130 

(504)  528-3222  |  Port  of  choice  for  movement  of  cargo,  i.e.  steel, 

grain,  containers  and  manufactured  goods.  |  www.portno.com 

Progressive  Impressions  International 

One  Hardman  Drive  •  Bloomington,  IL  61701  •  (800)  664-0444 
"Enabling  the  sales  professional  with  marketing  solutions." 
www.whateverittakes.com 

Simplicity  Mortgage  Corporation 

4015  E.  Lincoln  Way,  Suite  D  •  Sterling,  IL  61081  •  (800)  532-0818 
A  leading  mid-west  residential  mortgage  broker  with  locations 
in  3  states.  |  www.simplicitymortgage.com 

South  Kentucky  Rural  Electric  Cooperative  Corp. 

925-929  N.  Main  Street  •  Somerset,  KY  42503  •  (606)  678^121 
A  Touchstone  Energy®  electric  cooperative  in  south-central 
Kentucky.  |  www.skrecc.com 

Unicircuit,  Inc. 

8192  Southpark  Lane  •  Littleton,  CO  80120  •  (303)  730-0505 
A  world  class  mfg.  of  hi-reliability  electronic  products. 
www.unicircuit.com 

-*  —  *  —  *  —  •  —  •  —  •—•  —  •  —  •—•  —  •—•—•- 

Learn  more  about  these  up-and-coming 

companies  by  visiting  their  web  sites  or 

contacting  them  directly. 
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Made  possible  by: 

Pat  Summerall  Productions 

Richardson,  Texas   •   (972)  907-2525 
patsunuTierall.com 


Money  &  Investing 

it  is  known,  the  round-trip  cost  is  0.7%, 
and  its  Anglo  business  models  should 
make  Americans  feel  at  home.  It  also  has 
a  cross-listing  agreement  with  the  Singa- 
pore exchange. 

In  our  table  we  show  a  sampling  of 
what  the  world  has  to  offer.  In  London 
Carpetright,  Europe's  largest  carpet 
retailer,  is  expanding  aggressively.  Brewer 
Scottish  &  Newcastle,  having  divested  its 
pubs,  also  has  lots  of  cash  for  expansion 
outside  Britain. 

In  Sydney  Wesfarmers  has  a  record  of 
strong  profits.  And  Noble  Group,  the 
Hong  Kong-based  (and  Singapore-listed) 
commodities  trader,  is  a  play  on  China's 
future  growth. 

Stockholm's  exchange  is  another 
transparency  zone.  The  Swedish  Small 
Shareholders  Association  is  117,000 
strong  and  often  challenges  the  country's 
business  and  financial  estabUshment.  Sin- 
gapore, despite  its  many  harsh  rules,  is 
open  and  tolerant  regarding  finance.  The 
exchange's  companies  are  ranked  number 


one  in  Asia  for  governance  in  a  survey 
done  by  Credit  Lyonnais  and  the  Asian 
Corporate  Governance  Association. 

Other  exchanges  in  Asia  and  Europe 
present  murkier  pictures.  The  current 


gle  between  the  government  regulatoi 
Consob  and  the  Bank  of  Italy  has  left  thi 
Italian  markets  regulator  short  on 
enforcement  powers. 

Protection  for  minority  shareholders 


e 


There's  superior  transparency  and 
efficiency  in  the  LJ.K.  and  Australia. 


scandals  involving  the  SK  group  in  Korea 
are  a  prime  example  of  the  problems 
investors  face  in  many  Asian  exchanges. 
One  bright  spot  is  the  exceptional  gover- 
nance of  India's  tech  stars  such  as  Infosys 
and  Wipro,  which  set  transparency  stan- 
dards that  equal  or  surpass  those  found  in 
more  developed  markets. 

French  companies  are  major  offend- 
ers in  terms  of  clear  reporting:  Such  lead- 
ing concerns  as  the  luxury-goods  maker 
LVMH  and  retailer  Pinault-Printemps- 
Redoute  regularly  show  up  at  the  bottom 
of  transparency  tables.  Italian  reporting 
has  its  problems.  The  jurisdictional  strug- 


varies  widely.  Amsterdam,  for  example, 
permits  some  very  major  corporate  deci 
sions  without  shareholder  approval,  as 
witnessed  by  Gucci's  1999  sale  of  40%  ol 
its  shares  to  PPR  without  first  consulting 
LVMH's  Bernard  Arnault  and  other 
minority  shareholders. 

Asia  still  has  much  to  do.  Last  yean 
the  battle  over  Japanese  company  Tokyo 
Style  was  a  case  in  point.  The  fashion 
company  managed  to  defeat  an  attempt 
by  shareholders  to  have  it  pay  a  special 
dividend,  even  though  Tokyo  Style  had 
more  cash  on  its  books  than  its  marke 
capitalization. 


The  2nd  Annual 


Corporate  Governance  Forum 


The  New  Environment  for  Board  Service 
What  it  means  and  how  companies  move  forward 

If  you're  a  Director  or  CEO  join  us  to  discuss: 

•  The  Unintended  Consequences  of  Sarbanes-Oxley 

•  Stress-testing  Your  Audit  Committee   •  Will  D&O  liability 

insurance  suffice?  •  The  Compensation  Revolution  •  Who  will  serve? 

Septeinber  25,  2003 
30  Rockefeller  Fluz^>.   Ne7v  York  City,   The  Rainbow  Roo?n,  Pegasus  Suite 


Speakers  include: 

RICHARD  C.  BREEDEN, 
President  and  CEO, 
Richard  C.  Breeden  &  Company; 
former  SEC  Chairman 


/ 


Co-sponsored  by  IIUSI  American  International  Companies' 

with  special  support  from  Dcremus,  Forbes  and  Hewitt  Associates 


Register  to 


Visit  wiviv. 


J.  MICHAEL  COOK, 
former  Chairman  and  CEO, 
Deloitte  &  Touche  LLP; 
Director  of  5  Fortune  500  companies 

ROBERT  E  EELTON, 
Corporate  Governance 
Practice  Leader,  North  America; 
Director,  McKinsey  &  Company 

JOHNW.KEOGH, 
President  and  COO  of 
National  Union  Fire  Insurance 
Company  of  Pittsburgh,  PA®, 
a  member  company  of 
American  International  Group,  Inc. 

CHARLES  E  KNIGHT, 
Chairman,  Emerson  Electric  Company 
Director,  IBM  and 
SBC  Communications 

DR.  JEEFREYA.  SONNENFELD 
Associate  Dean,  Executive  Programs, 
Yale  School  of  Management  and 
President  and  CEO  of  the 
Chief  Executive  Institute 
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Money  &  Investing 


STOCK  FOCUS 


The  Case  for  Stodgy  Stocks 

The  fast-growth  funds  blew  up  three  years  ago.  Jahna  Sampson's 
slow-growth  fund  is  a  survivor  |  by  jody  yen 


You  DECIDE  WHETHER  MONEY 
manager  Janna  Sampson  was 
brave  or  foolhardy  to  sit  out 
Cisco  Systems'  rise  from  $13  to 
$80.  That  rise,  in  the  late  1990s, 
was  enticing.  Since  then  Cisco  has  given 
almost  aU  of  the  gain  back. 

What  put  Sampson  off  about  Cisco 
was  what  entranced  other  investors:  a  42% 
annualized  growth  rate  between  1995  and 
2000.  "Companies  that  grow  too  quickly 
are  in  industries  that  are  either  too  young 
or  too  dependent  on  innovation,"  she 
says.  She  likes  companies  that  dominate 
established  industries,  either  because  they 
steadily  expanded  themselves  into  that 
position  or  because  they  are  protected  by 
patents  and  strong  brands.  Supernovas  she 
is  not  interested  in. 

So  Sampson's  AmSouth  Select  Equity 
invests  in  medium-size  and  larger  compa- 
nies (minimum  market  capitalization  of 
$2  billion)  that  can  turn  in  steady  revenue 
growth  in  the  low  teens  year  after  year.  The 
fund,  which  was  launched  in  September 
1998,  has  since  its  inception  returned  a 
4.1%  annual  return  versus  -0.1%  for  the 


S&P  500.  It  has  been  a  sound  defensive 
investment  in  a  falling  market,  with  an  8% 
annual  return  over  the  last  three  years. 

Sampson's  investment  philosophy  is 
based  upon  her  expertise  in  industrial 
organization.  She  studied  how  companies 
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Janna  Sampson:  leery  of  untested  stars. 

sustain  market  share  for  her  master's 
degree  in  economics  from  Georgia  State 
University.  She  used  this  knowledge  dur- 
ing a  ten-year  stint  as  a  portfolio  manager 
for  American  National  Bank,  a  subsidiary 


Steady  and  Sure 

AmSouth  Select  Equity  comanager  Janna  Sampson  holds  these  stocks.  As  growth 
stocks  go,  they  are  tortoises,  delivering  consistent— if  unglamorous— earnings  gains. 

ESTIMATED                               SaiFS 

Recent 
Company                                      price 

2003            EPS 

P/E           growth' 

latest  12  mos   2003  est 
(SmiJ)         growth 

American  Power  Conversion       $15.69 

20             10% 

$1,312           4% 

Coca-Cola                                     44.66 

24             11 

19,983           7 

Walt  Disney                                 18.87 

31             15 

26,255           6 

Gannett                                       76.75 

17             10 

6,461           4 

Gillette                                        32.99 

26             10 

8,692           6 

Pfizer                                          31.97 

18             14 

33,151         42^ 

Pitney  Bowes                               36.92 

15             10 

4,451           3 

JM  Smucker                                36.97 

17               8 

1,159         90^ 

Prices  as  of  May  27.  'Annualized;  projected  over  the  next  t 
'Includes  the  acquisition  of  Jif  and  Crisco.  i  ci/rces.  Bloon 
Thomson  First  Call  via  FactSet  Research  Systems. 

hree  to  five  years.  'Includes  the 
iberg  Financial  Marl<eis:  FT  Inte 

acquisition  of  Pharmacia. 
ractive  Data.  Multex  and 
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of  First  Chicago.  In  1998  she  became 
founding  partner  of  OakBrook  Invest- 
ments, an  economics-driven  investment 
advisory  firm.  It  is  the  subadviser  to 
AmSouth  Select  Equity.  Three  of  its  prin- 
cipals comanage  the  fund. 

Just  24  stocks  are  in  their  portfolio, 
with  turnover  averaging  less  than  30%  a 
year  (good  for  investors  with  taxable 
accounts,  since  low  turnover  minimizes 
realized  gains).  Sampson  doesn't  like 
stocks  whose  financials  are  propped  up 
by  accounting  magic,  such  as  off-balance- 
sheet  entities,  or  those  that  make  heavy 
use  of  options  to  pay  employees.  "This 
suggests  that  the  company's  core  business 
isn't  generating  enough  cash  to  meet  pay- 
roll," she  says. 

One  of  her  largest  holdings  is  Pitney 
Bowes,  maker  of  postage  meters  and  mail- 
ing equipment.  It's  no  Dell  Computer  in 
growth,  but  it's  a  steady  performer;  it  has 
held  a  dominant  share  in  postage  meters 
since  the  day  it  was  founded  in  1920. 
These  meters  generate  68%  of  the  com- 
pany's $4.4  billion  annual  revenue.  It 
holds  patents  in  encryption  and  meter- 
ing technology,  and  it  is  expanding  rev- 
enues from  maUroom  services.  This  mar- 
ket leader  is  cheap — just  15  times 
estimated  2003  profits. 

Sampson  has  owned  J.M.  Smucker 
Co.  since  the  fund  opened  its  doors. 
Smucker,  in  business  since  1897,  has  40% 
of  the  U.S.  market  for  jams  and  jellies. ' 
"When  consumers  go  to  the  grocery  store, 
they  are  willing  to  pay  an  extra  dollar  for  j 
this  brand,"  says  Sampson.  Smucker  | 
shares  are  up  61%  from  Sampson's  first 
purchase. 

The  $52  million  AmSouth  Select  is 
too  new  to  be  rated  by  FORBES.  Also,  it's  a 
load  fund,  so  you  may  be  better  off  look- 
ing at  Sampson's  ideas  than  buying  her 
fund.  The  table  lists  some  of  the  fund's 
holdings.  Fj 
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Portfolio  Strategy  By  Kenneth  L.  Fisher 

Volatility,  the  Good  Kind 


or  more.  That's 
moronic.  It  has 


WHY  IS  IT  HARD  FOR  MOST  STOCK  INVESTORS  TO 
see  a  big  rally  ahead?  Partly  for  the  same  reason 
most  of  them  completely  missed  the  last  three 
negative  years.  Volatility  blindness.  Test  yourself. 
What  is  the  more  likely  return  for  the  market  in 
any  given  year — say,  2009:  (a)  something  between  0%  and  20%, 
or  (b)  something  outside  that  range? 

We're  talking  about  total  return,  price  appreciation  plus  div- 
idends. The  long-run  average  is  10%  a  year.  Figuring  that  the 
results  cluster  closely  around  the  average,  most  people  would  bet 
that  (a)  is  the  correct  answer — that  stocks  return  between  0% 
and  20%  most  of  the  time. 

The    truth    is    just    the  _,       , 

reverse.  Since  1925  the  market  "hO  DOar  market 

200/ tnd "!'" '''  °°lo;    made  It  fashionable 

20%  band  m  24  years,  or  30% 

of  the  time   In  70%  of  the       fO  Say  StOCRS  might 

years  the  S&P  soo's  total  return 

was  either  better  than  20%  or      faO  flat  f Or  tOn  yOarS 

negative.  Big  moves  are  the 
norm  in  the  U.S. 

The  British  stock  market 
is  less  volatile;  it  falls  out- 
side the  0%  to  20%  range         ngvor  happonecl 

only  60%  of  the  time.  The 

French     market     is     more         that  StOCRS  IIO  flat 

volatile;  it's  outside  the  range 

75%  of  the  time.  f  or  a  docacle. 

Why  do  we  expect  so 
much  more  placidity  fi-om  the  market  than  it  has  historically 
demonstrated?  Why,  that  is,  do  we  have  this  cognitive  blindness 
to  volatility?  It's  natural.  Our  brains  weren't  set  up  to  do  the 
stock  market.  We  got  our  information  processors  from  ances- 
tors eons  ago.  We  are  only  here  because  they  did  well  then  and 
passed  their  genes  on  to  us.  Financial  markets  came  much  later. 

In  nature  most  phenomena  follow  normal  distributions, 
meaning  you  can  make  a  simple  bell  curve  out  of  them  and 
most  occurrences  cluster  fairly  consistently  around  the  aver- 
age—average rainfall,  temperature,  whatever.  Equity  returns, 
whether  plotted  daily  monthly  or  annually,  do  not  follow  a  nor- 
mal distribution.  They  are  bi  modal  and  skewed. 

You  can  make  the  stock  performance  pattern  look  a  litde 
closer  to  normal  by  plotting  it  on  a  logarithmic  scale,  on  which 
a  +300%  move  looks  exactly  as  big  ^s  a  -75%  move,  a  -f-33% 
move  as  big  as  a  -25%.  This  is  the  so-called  log-normal  distrib- 
ution talked  about  in  finance  textbooks.  But  even  then  the  pat- 
tern doesn't  fit  very  well.  The  stock  market's  history  has  been 
punctuated  by  too  many  big  swinjv,  for  it  to  fit  under  a  lo^,- 
normal  curve.  If  stock  market  retn-n^  were  normal  or  log- 
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normal,  the  one-day  move  o  , 
more  than  -20%  witnessed  or 
Oct.  19,  1987  would  be  well- 
nigh  impossible. 

Expecting  normalcy  where 
there  was  none,  people  were 
blind  to  how  far  volatility  could 
carry  the  market  up  in  the  late 
1990s  and  then  down  in  the  last 
three  years.  Now  they  are  blind 
to  the  likelihood  of  a  big 
upward  move. 

The  bear  market  made  it  fashionable  to  say  stocks  might 
be  flat  for  ten  years  or  more.  That's  moronic.  It  has  never,  ever| 
happened  that  stocks  lie  flat  for  a  decade.  Sometimes,  rarelyj 
the  market  is  no  higher  ten  years  later.  But  there  is  too  much 
volatility  to  ever  have  a  ten-year  period  without  huge  moves 
within  it.  Up  or  down,  it's  still  volatility. 

Look  at  rolling  ten-year  periods  in  the  history  of  the  U.S. 
market,  and  measure  the  size  of  the  smaDest  round-trip,  mean- 
ing moves  from  high  to  low  and  back  within  the  decade.  The 
quietest  ten-year  interval  was  1963-72,  when  the  swing  was 
34%.  The  biggest  swing  came  in  1929-38,  at  97%;  the  average 
swing  was  57%.  Those  are  big  enough  numbers  to  drive  most 
folks  crazy.  Don't  go  crazy.  After  three  bad  years  prepare  your- 
self for  upside  volatility,  the  good  kind.  Here  are  some  stocks  to 
help  you  with  that. 

Constellation  Brands  (26,ST7)  makes  and/or  distributes  more 
than  200  brands  of  booze,  from  Almaden  to  Corona  Light  to 
Black  Velvet,  and  excels  in  marketing  and  distribution.  The  price 
is  12  times  trailing  earnings  and  80%  of  annual  revenue. 

England's  BOC  Group  (25,  BOX)  is  one  of  the  world's  largest 
producers  of  industrial  gases.  Folks  can't  see  the  industry  surg- 
ing, which  is  why  the  stock  is  down.  This  is  a  great  firm,  and 
cheap  at  12  times  earnings. 

It  is  precisely  because  Wall  Street  is  freaked  out  about  con- 
sumers being  tapped  out  that  I  think  shares  of  consumer 
goods  makers  wUl  do  well.  Among  them,  Swedish-based  Elec- 
trolux  (38,  ELUX)  should  shine,  thanks  to  its  great  appliance 
product  lines  like  Frigidaire  and  Eureka,  strong  market  share 
and  solid  growth.  You  can  get  it  for  ten  times  earnings  and  half 
of  revenue.  It  yields  4%  on  expected  2003-04  dividends. 

Recendy  California  has  screwed  up  its  labor  laws  more  than 
any  other  state.  Others  are  catching  up.  That  builds  demand  for 
personnel  consulting,  and  Watson  Wyatt  (21,  WW)  helps  out.  At 
90%  of  revenue  and  a  P/E  of  14  it,  too,  can  grow  enough  to 
more  than  pay  for  the  stock.  r 
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Absoiute  Return  By  Lisa  W.  Hess 

After  SARS 


WHAT  COULD  BE  MORE  SEEMINGLY  INSENSITIVE 
than  to  call  SARS  a  buying  opportunity?  Well, 
disasters  like  wars  and  epidemics — ^whose  effects 
on  people's  lives  are  heartbreaking — also 
prompt  irrational  investing  decisions.  And  that 
is  exactly  what  has  happened  with  three  good  Asian  airlines, 
whose  market  caps  range  from  $6.7  billion  to  $840  million. 
Their  shares,  already  hurt  by  the  global  economic  slowdown 
and  terrorism  threats,  have  suffered  still  more  from  the  SARS 
scare.  Investors,  though,  should  realize  that  these  companies  are 
some  of  the  world's  best  bargains. 

Now  that  the  World 
Health  Organization  has  lifted 
its  travel  advisory  to  Hong 
Kong  and  China's  Guangdong  ^^^^^  ,  j^g^  ^^  j 


The  disease  has 


harmed  Asian 

stocks.  Some  of  the 

hardest  hit  are 

airlines.  But  the 

passenger  slumps 


province,  the  airlines'  stocks 
have  risen  a  bit  but  are  still 
very  cheap.  Let's  hope  that  the 
outbreaks  of  severe  acute  res- 
piratory syndrome  are  indeed 
waning  and  that  a  cure  is 
found.  For  all  we  know,  there 
may  be  new  occurrences  caus- 
ing more  panic. 

Over  the  long  term  SARS 

should  prove  not  to  be  the    wott't  last.  Hero  aro 

dread  global  pandemic  that  , 

was  originally  feared.  Since       SOmO  rOal  bargamS. 

the  Chinese  stopped  playing 

their  ludicrous  denial  game, 

the  whole  world  has  been  aligned  in  trying  to  stop  this  menace. 

We  have  already  identified  the  virus  and  know  how  to  isolate 

the  sufferers. 

Therefore  it  is  only  a  matter  of  time  until  commerce 
resumes  in  a  normal  way  People  will  soon  have  to  go  shopping; 
they'll  get  bored  and  want  to  go  to  the  movies;  and  ultimately 
business  types  will  need  to  travel.  Just  to  put  the  SARS  panic  into 
perspective:  To  date  only  five  people  have  contracted  the  ail- 
ment on  an  airplane.  Put  this  in  context.  Thousands  die  in  car 
crashes,  but  we  have  not  shut  down  the  car  industry 

The  three  Asian  airlines  1  like  best  are  selling  below  book 
value,  a  level  not  seen  since  Sept.  li,  2001  and  the  1998  Asian 
financial  crisis.  While  their  passenger  counts  dropped  dramati- 
cally, note  that  their  cargo  load ;  did  not,  signaling  this  region's 
underlying  economic  strength.  They  should  thus  benefit  when 
the  SARS  scare  is  truly  over.  Prices  are  in  U.S,  dollars. 

Singapore  Airlines  (e.siASP)  has  one  of  tl  t  great  global  ft-an- 
chises,  with  a  far-ranging  intern.itional  route  structure  and  a 
reputation  for  superb  service  (hard  to  feature  for  an  airline,  I 


t 


admit).  Most  important,  it  has ; 
bulletproof  balance  sheet 
which  should  enable  the  com 
pany  to  withstand  even  a  pro 
tracted  slowdown.  It  has  a  his 
tory  of  amortizing  its  plane 
faster  than  anyone  else,  whicl 
means  its  earnings  are  under 
stated  and  it  is  uninhibitec 
about  keeping  its  fleet  young. 

Trading  on  the  Singapor 
exchange,  the  stock  sells  at  U 
times  trailing  earnings,  which  sounds  high.  But  the  airline': 
enterprise  value  (stock  plus  debt,  minus  cash)  is  only  5.5  time; 
the  latest  12-months'  operating  income  (earnings  before  depre-. 
ciation,  interest  and  taxes).  Compare  this  with  Southwest  Airi 
lines'  enterprise  multiple  of  14  times. 

The  ADRs  of  Catiiay  Pacific  Airways  (e.50,  CPCAy)  are  dowri 
22%  from  their  high.  Headquartered  in  Hong  Kong,  Cathay  ha; 
been  through  a  harrowing  50%  decline  in  passenger  traffic  anc 
at  one  point  was  losing  at  least  $3  million  a  day.  As  a  result  o: 
this  financial  pressure,  in  early  May  the  company  slashed  its  div4x 
idend  in  half.  Each  ADR  represents  five  Hong  Kong  shares 
Cathay  recently  was  granted  licenses  to  fly  from  Hong  Kong  to 
three  cities  in  China — Beijing,  Shanghai  and  Xiamen — which 
should  improve  its  competitive  position. 

The  company  sells  at  eight  times  trailing  earnings  and  one 
times  book,  has  a  fabulous  balance  sheet  and  has  a  5.5  enter- 
prise multiple. 

Finally,  there's  China  Southern  Airlines  (26  CENTS.  1055  HK)  foi 
adventuresome  buyers  (no  ADR  is  available).  Moneylosing 
China  Southern  is  one  of  three  carriers  that  the  government  has 
publicly  committed  to  support;  it  would  be  extremely  difficult 
for  the  politicians  to  lose  face  and  back  off  that  commitment. 

China  Southern  is  the  largest  of  the  domestic  Chinese  carri- 
ers. It  also  is  the  cheapest  of  the  three,  at  only  60%  of  book 
value;  however,  it  is  also  the  most  highly  leveraged.  With  more 
than  twice  as  much  debt  as  equity,  it  should  have  the  sharpest 
rebound  when  things  turn  around  in  China.  While  currently 
running  in  the  red,  the  company  has  an  affordable  enterprise 
multiple  of  7. 

As  I  said  in  my  Mar.  17  column,  I  think  China  and  South- 
east Asia  are  where  the  greatest  global  growth  will  come  from, 
and  nothing  about  SARS  has  changed  that  view.  Investing 
is  about  many  things,  and  one  of  them  is  how  chaos  creates 
opportunity.  Sometimes  you  have  to  be  politically  incorrect  to 
be  right.  r 
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inning  your  company  is  hard  enough. 

!  Forbes/IEDC  Business  Relocation  Guide  featuring  tine  Corporate  Relocation  Calculator 
\/ides  a  faster,  smarter  way  to  make  expansion  and  relocation  decisions.  In  addition  to 
Calculator,  this  one-of-a-kind  resource  offers  instant  access  to  relocation  hot  spots, 
Des  research,  conference  resources,  a  site  selection  guide  and  links  to  Business 
Dcation  Guide  resources. 

not  only  easy  —  it's  all  free  ...  from  Forbes  and  the  International  Economic  Development 
incil  —  the  one  source  for  economic  development  information.  Go  to  vwvw.forbes.com/iedc 
give  the  Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

itact  Peter  Malloy  at  212-620-2224  for  more  information. 
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Finar  cial  Strategy  By  A.  Gary  Shilling 

Where  Are  the  Profits? 


WALL  STREET  ANALYSTS  ASSURE  YOU  OF  ROBUST 
profits  to  come.  For  345  of  the  S&P  500  index 
companies,  they  expect  earnings  growth  exceed- 
ing 10%  per  year  for  the  next  three  to  five  years, 
and  for  123  of  these  companies,  more  than  15% 
per  year.  The  rosy  view  does  not  exclude  tech  companies,  which 
have  suffered  mightOy  in  the  past  three  years.  Analysts  forecast 
10%-plus  yearly  profits  growth  for  82  of  the  91  tech  stocks  in 
the  S&P  500  index,  and  greater  than  20%  for  18  of  them. 

All  told,  forecasts  for  component  companies  add  up  to  $61 
per  S&P  unit  for  earnings  for  2004,  before  writeoffs.  The  $61 
represents  a  rousing  double 
fi-om  the  $28  that  S&P  reports 
for  bottom-line,  postwrite- 
off  earnings  over  the  past  12 
months. 

This  zealous  belief  in 
prosperity  around  the  corner 
is  understandable.  Analysts 
still  get  paid  to  push  stocks 
and  want  to  curry  favor  with 
corporate  managements.  And 
they  really  want  the  rally  to 
stay  alive.  Without  big  profit 
gains  to  come,  today's  high 
stock  prices  don't  make  any 
sense.  Right  now  the  S&P  500  is 
trading  at  31  times  trailing 
earnings  (after  writeoffs),  far 
above  the  historical  average  of 

15.  For  stock  prices  to  get  back  into  line,  either  profits  have  to 
shoot  up  or  stock  prices  have  to  tumble  catastrophically 

Here's  what's  wrong  with  the  theory  diat  earnings  will  gal- 


The  rally  hangs 

on  a  rousing 

increase  in 

corporate  income— 

an  increase  that 

doesn't  square 

with  either 

economic  or 

political  reality. 


1980s  and  1990s,  when  inflatiojl 
unwound  and  restructurin  | 
reigned.  But  over  the  long  pul 
corporate  profits  can't  outrui 
the  economy  unless  labor' 
share  of  national  income  falls 
In  a  democracy,  that's  a  poUtics 
impossibility. 

So  the  key  to  the  profits  out 
look  is  economic  expansion, 
look  for  2.5%  annual  growth  ii 
real,  or  price-adjusted,  GDP  ii 
the  years  ahead.  There  are  three  reasons  it  can't  move  fastei 
First,  gigantic  excess  industrial  capacity  wLU  curtaU  any  mean 
ingful  capital  spending  boom  for  years.  Second,  consumers  ari 
embarking  on  a  saving  spree  after  a  20-year  borrowing-and 
spending  binge.  The  switch  from  spending  growing  0.5%  faste 
than  aftertax  income  to  growing  1%  slower  will  cut  one  per 
centage  point  off  GDP  growth. 

And  third,  deflation  is  unfolding.  I  continue  to  forecast  th 
good  deflation  of  excess  supply,  driven  by  new  tech-spawne( 
productivity  growth — and  thank  the  Federal  Reserve's  recen 
public  deflation  worries  for  making  my  long-held  forecast  cred, 
ible.  Trouble  is,  few  expect  deflation  and  are  prepared  for  it 
Deflation  will  push  up  the  real  cost  of  gigantic  corporate  ani 
consumer  debts,  and  reducing  them  to  size  wUl  be  challenging 
With  2.5%  real  GDP  growth  per  year  and  1%  to  2%  defla 
tion,  nominal  GDP  will  advance  1%  annually.  That  doesn't  leav 
much  room  for  profits  to  soar.  Moreover,  the  writeoffs  of  th 
1990s  excesses  will  probably  continue  for  years.  Companie 
never  seem  to  get  all  the  cancer  out  in  the  first  several  trips  ti 
the  operating  room.  Earnings  will  also  suffer  as  artificial  profit 
ft^om  defined-benefit  pension  ftinds  vanish  and  companies  ar 


lop  ahead.  The  consensus  forecast  for  the  economy  is  modest:  a  |  forced  to  shell  out  real  cash  to  prop  up  these  lagging  funds  (se 
real  annual  gross  domestic  product  growth  of  3%,  coupled  with 
2%  inflation  in  the  years  ahead.  That  means  nominal  GDP  is  ris- 
ing at  5%.  How  can  profits  race  ahead  at  10%  when  the  econ- 
omy is  growing  at  5%?  They  can't.  Historically,  corporate  sales 
increase  in  step  with  the  economy  and  profits  grow  slower  than 
that.  From  1959  through  2002  GDP  rose  an  average  7.3%  per 
year  and  nonfinancial  corporations'  sales  also  climbed  7.3%. 
Pretax  profits  for  those  same  companies,  however,  went  up  only 
6.2%  annually.  S&P  500  companies'  reported  earnings  increased 
still  slower,  at  5%. 

Analysts  hope  for  earnings  leverage  from  rising  sales  volume 
and  prices,  cost-cutting  and  financial  leverage.  But  slippage  and 
overhead  increases  take  their  toll. 

There  are  spurts  of  higiie:  profit  gains,  such  as 
when  the  economy  conies  out  of  recessions  —or  in  the 


my  Sept.  2,  2002  column).  And  of  course,  with  global  deflatior 
corporate  pricing  power  will  erode  further. 

On  balance,  in  the  years  ahead,  count  on  low  corporat 
earnings  growth.  If  you  assume  that  I'm  right  with  my  mill 
deflation  forecast,  Treasury  yields  will  decline  enough  to  justif 
current  P/Es.  Then  stock  prices  will  go  up  about  1%  annually- 
only  as  fast  as  profits  rise  over  the  next  decade. 

If  instead  you  accept  the  consensus  forecast  of  2%  inflatioi 
and  the  historic  2.5%  risk  premium  for  stocks  versus  Treasury} 
a  13  P/E  is  in  the  offing,  less  than  one-half  the  current  level.  Sc 
even  with  4%  annual  earnings  growth,  stocks  would  declii 
38%  over  the  next  decade. 

With  my  forecast  of  deflation,  I'm  the  optimist  on  stocks. 
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A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
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Health 


Inflamed  Hearts 

Heart  attacks  are  caused  by  inflammation  of  blood  vessels. 
A  tiny  company  tries  to  reduce  the  swelling  |  by  matthew  herper 


AMERICANS'  ARTERIES  ARE  NOT  JUST  CLOGGED— 
they're  swollen.  Wildly  popular  drugs  like  Lipitor 
and  Zocor  cut  down  on  deaths  from  heart  attacks 
and  strokes  by  lowering  blood  cholesterol,  but  they're 
not  enough.  Despite  them,  cardiovascular  disease 
kills  946,000  Americans  a  year.  "If  we  put  these  drugs 
in  tap  water,  cardiovascular  disease  would  stiU  be  a  leading  cause 
of  death,"  says  Steven  E.  Nissen,  a  cardiologist  at  the  Cleveland 
Clinic. 

Half  of  all  heart  disease  patients  don't  even  have  high  cho- 
lesterol, a  fact  that  confounds  the  layman's  myth  that  heart  at- 
tacks are  caused  by  cholesterol  clogging  up  the  body's  plumbing 
like  grease  in  pipes.  While  lowering  cholesterol  helps,  it  only  par- 
tially heads  off  the  real  danger:  the  body's  own  inflammatory  re- 
sponse. Swelling  of  vessel  walls  causes  cholesterol  plaques  to  rup- 
ture. A  clot  forms  around  the  loose  gunk,  creating  a  blockage 
that  starves  the  heart  of  oxygen,  killing  part  of  it. 

The  scary  part  in  this  chain  of  events  is  that  it  can  happen  to 
anyone,  at  any  time.  "It's  not  the  size  of  your  blockage  that  de- 
termines whether  you're  going  to  have  a  heart  attack  or  not.  Your 
heart  attack  may  occur  in  some  part  of  the  artery  that  looks  nor- 
mal to  us,"  says  Russell  Medford,  chief  executive  of  drug  firm 
AtheroGenics  in  Alpharetta,  Ga. 
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Here's  how  AthcroGenici 

docks  with  a  cell  surface 

genes  in  the  nucleus  (3)  to  iriduct  t' 

where  white  blood  cells  (6)  s\\  «rm  it. 

can  choke  the  heart.  The  dru?  blocks 


perimeiilal  drug  fights  vascular  swelling:  An  inflammatory  agent 
.^eptor  0).  The  docking  creates  signals  inside  the  cell  (2)  to  prompt 
VCAM-I  protein  (4).  VCAM-I  moves  to  the  surface  (5), 
•lamnjaiirn  results,  ri'pturing  cholesterol  plaques  that 
•signals  ft om  beginr.iKg  the  cycle  in  the  cell. 


There  is  far  more  that  medical  sci- 
ence can  do  to  detect  and  treat  inflam- 
mation. In  January  the  American  Heart 
Association  and  the  Centers  for  Disease 
Control  &  Prevention  recommended 
that  doctors  add  a  test  for  C-reactive  pro- 
tein, a  measure  of  cardiac  inflammation, 
to  the  established  predictors  of  heart  at- 
tacks (like  high  cholesterol  or  blood  pres- 
sure). But  one  company,  the  tiny  Athero- 
Genics, has  a  piU  that  promises  to  save 
lives  by  reducing  the  swelling.  After  ten 
years  of  work,  Medford  is  finally  steer- 
ing his  experimental  drug,  AGI-1067,  into 
late-stage  clinical  trials. 

This  summer  the  company  will 
begin  a  $40  million,  two-year,  4,000-pa- 
tient  trial  to  see  if  taking  the  pUl  in  ad- 
dition to  existing  drugs  can  reduce 
death  and  hospitalizations  from  heart 
attacks,  strokes  and  other  cardiovascular 
problems  in  people  who  have  already 
had  heart  attacks.  There  is  no  proof  that  AGI-1067  will  work,  bu 

cardiologists  such  as  Nissen  give  th 
drug  a  pretty  good  chance.  And  givei 
the  size  of  the  cardiovascular  drug  cat 
egory — Lipitor  will  gross  $9  billion  thi 
year — a  successful  trial  would  yiel( 
AtheroGenics  a  billion-doUar  pill. 

Medford  began  his  research  ii 
1990,  after  he  became  an  assistant  pro 
fessor  of  medicine  at  Emory  Univer 
sity.  At  the  time,  the  idea  that  swellinj 
and  inflammation  caused  heart  dis 
ease  was  stiU  new.  No  one  knew  wha 
caused  the  swelling.  Medford  and  R 
Wayne  Alexander,  Emory's  chief  car 
diologist  at  the  time,  hypothesized  tha 
the  same  glue  that  adheres  cholestero 
to  the  artery  wall  may  also  set  off  thi 
inflammation. 
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Most  of  the  time  low-density  lipoprotein  (LDL),  better  known 
"bad  cholesterol,"  sits  around  doing  little.  It  only  sticks  to  ar- 
ies  aiter  it  becomes  electrically  charged  in  the  normal  chemi- 

process  of  oxidation.  By  blocking  the  oxidation  process,  the 

0  doctors  reasoned,  they  might  be  able  to  curtail  the  inflam- 
itory  response.  Sure  enough  they  were  able  to  prove  that  stop- 
ig  oxidation  also  halted  the  production  of  VCAM-1,  a  vascular 

1  adhesion  molecule,  that  helped  set  off  the  inflammatory 
xess.  Unfortunately  the  chemical  they  used  to  stop  oxidation 
s  unsafe  for  human  use. 

Within  months  of  publishing  their  results  in  1993,  Medford 
i  Alexander  started  AtheroGenics  out  of  their  offices  at  Emory 
find  a  safe  drug  that  would  stop  the  oxidation  process.  In  1995 
;dford  left  die  tenure  track  at  Emory  in  order  tp  run  the  new 
npany  full  time. 

AtheroGenics  got  a  lucky  break  at  die  outset.  A  drug  some- 
ng  like  what  Medford  wanted  already  existed,  in  the  form  of 
)bucol,  a  cholesterol  pill  once  sold  by  Marion  Merrell  Dow. 
)bucol  was  a  bit  of  dog;  it  had  been  pulled  from  the  market  in 


AtheroGenics  Chief  Russ  Medford  may 
have  the  next  cardiac  blockbuster. 


1995  after  it  was  found  to  disrupt  the  elec- 
trical impulses  that  guide  the  heart's 
rhythms.  It  also  lowered  the  so-called 
good  cholesterol,  or  high-density  lipopro- 
tein (hdl),  and  it  did  not  enter  the  cell,  a 
characteristic  Medford  wanted  his  drug  to 
have,  because  some  of  the  oxidation 
process  takes  place  within  cellular  mem- 
branes. By  1996  AtheroGenics'  chemists 
had  reengineered  the  molecule  to  fix  those 
problems.  The  result:  AGI-1067. 

Around  that  time  Jean-Claude  Tardif, 
a  cardiologist  at  the  Montreal  Heart  In- 
stitute, was  doing  his  own  work  with 
probucol.  In  a  study  published  in  the  New 
England  Journal  of  Medicine  in  1997,  he 
showed  that  arteries  were  less  likely  to  re- 
clog  in  patients  who  were  given  the  drug. 
But  Tardif  also  knew  probucol  wasn't  vi- 
able. "We  were  using  it  to  prove  a  con- 
cept," he  says.  He  and  Medford  hit  it  off  at 
a  conference  in  Florence,  sharing  their  re- 
search over  lunch  at  a  nearby  trattoria. 

In  1999  Tardif  began  testing  AGI-1067 
on  300  patients  who  had  had  their  arter- 
ies propped  open  with  angioplasty 
surgery.  The  trial  was  to  determine 
whether  the  drug  kept  the  arteries  from 
reclosing  as  much  as  those  treated  with 
probucol.  After  three  grueling  years  Med- 
ford and  Tardif  had  the  first  evidence  of 
the  drug's  superiority,  with  no  evidence 
of  the  older  drug's  side  effects.  When 
Tardif  threaded  an  ultrasound  probe  into  patients'  coronary  ar- 
teries, he  found  something  better:  Patients  who  took  AGI-1067 
had  less  plaque  even  in  areas  the  angioplasty  hadn't  touched. 
That  meant  the  drug  might  be  effective  at  reversing  atheroscle- 
rosis— something  drugs  like  Lipitor  and  Zocor  only  do  after  a 
very  long  time. 

A  meeting  with  the  Food  &  Drug  Administration  followed, 
and  AtheroGenics  decided  to  move  forward  with  the  big  4,000- 
patient  trial  designed  by  Tardif  and  Hansard  Medical  School  pro- 
fessor Marc  Pfeffer.  "It's  exciting  because  this  is  the  next  big 
plunge,"  says  Pfeffer. 

Joel  Sendek,  an  analyst  at  Lazard,  is  optimistic  about  Athero- 
Genics' chances  but  points  out  that  the  new  trial  is  a  big  jump 
from  the  company's  previous  studies.  Proving  that  a  pill  can  ex- 
tend lives  is  far  trickier  than  showing  it  can  keep  vessels  from  re- 
closing.  And  AtheroGenics,  a  tiny  firm  with  no  revenue  and  only 
$74  million  in  cash,  needs  the  backing  of  a  big  drug  company.  A 
partnership  with  Schering-Plough  failed,  in  part,  Medford  says, 
because  he  wanted  to  move  faster  than  Schering.  F 
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It's  400  miles 
from  here  to 
your  next 
brioche.  Right: 
Guests  go 
looking  for 
all-white 
Spirit  Bears. 


Playing  the  Floal 


Sony  heir  Joe  Merita  plopped  a  fishing 

lodge  alongside  a  piece  of  pristine 

Canadian  rain  forest.  But  environmentalists 

can't  find  much  fault  with  it. 

BY  JESSICA  MAXWELL 

FROM  A  SEAPLANE  IT  LOOKS  LIKE  AN  ADIRON- 
dack  Great  Camp  air-dropped  into  the  British 
Columbian  wilderness.  The  Inside  Passage 
points  a  cold  f^ord-like  finger  at  its  fi-ont  door. 
Behind  it,  to  the  east,  the  white  teeth  of  the 
coastal  range  gnaw  on  a  narrow  neck  of  powder- 
blue  sky.  Our  plane  skims  the  malachite  surface 
of  the  cove.  Instead  of  a  crowded  marina,  the  only  man-made 
structure  is  King  Pacific  Lodge,  a  floating  five-star  hotel  400  air 
miles  north  of  Vancouver,  anchored  to  the  lip  of  one  of  the 
world's  largest  temperate  rain  forests. 

Open  only  from  May  to  October,  King  Pacific  turns  a 
$360,000  (U.S.)  profit  on  $2.3  million  in  revenue.  Since  1999, 
when  it  opened,  it  has  established  it.self  as  the  gold  standard  of 
eco-fi-iendly  retreats.  "Gold"  as  in  expensive  (see  box,  p.  172),  but 
evidently  worth  it:  The  17  roonis  are  85%  booked. 

How  did  owner  Hideo  (Joe)  Morita  accomplish  this?  "To  be 
honest,"  he  shrugs,  "I've  been  lucky"  Lucky  to  be  the  son  of  Akio 
Morita,  who  in  19k>  .>  founded  what  would  become  Sony  Corp. 
with  an  investment  oi  '  90,nc  '  ven  (a  paltry  $500).  But  besides 
luck  and  ready  capital,  5I-yea:  .1  Joe  Morira  has  the  original 
mind  of  a  Shinto/Buddhist  bus        ,man  who  looks  at  wilder- 
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ness  and  sees  ways  both  to  preserve  it  and  to  make  money. 

Ten  years  ago  Morita  built  a  ski  resort  near  the  Nippon  Alp^i 
where  Siberian  winds  keep  the  place  in  deep  powder;  last  wdnte 
he  opened  the  beautiful  Aral  Mountain  &  Spa  Resort  there.  EarJi 
in  2001  he  completed  Dolphins  Pacific,  a  $2.5  million  nonprof 
dolphin  park  in  Palau  on  the  west  end  of  Micronesia;  ten  im 
ported  Japanese  dolphins  Uve  in  an  enclosed  natural  water  narrow 
among  several  islands  where  guests  can  participate  in  dolphi 
swims;  a  for-profit  hotel  is  now  on  the  drawing  board.  In  Col 
orado  he  completed  the  purchase  of  Telluride  Ski  Co.  only  month 
ago.  He  owns  ancillary  properties  in  the  town  of  Mountain  Village 
which  he's  transformed  into  a  family-ft-iendly  luxury  resort  at 
cost  of  more  than  $12  million  over  the  past  two  years. 

"You  never  know  what  he's  going  to  do  next,"  says  Hirosl 
Kojima,  a  director  of  Raykay,  the  Morita  family  investment  vehi 
cle,  and  general  manager  of  all  overseas  projects.  "It's  alway 
crazy.  And  it  always  works." 

"Actually,  I  had  no  intention  of  creating  a  ski  resort  or 
fishing  lodge  or  a  dolphin  park,"  Morita  insists.  "I  just  want  t 
create  places  where  people  can  relax  and  be  happy,  and  I  keej 
bumping  into  places  that  are  really  special.  People  in  specia 
places,  they  always  look  for  someone  crazy  like  me  for  a  busines 
partner."  Laughter  animates  his  handsome  face.  His  eyes  at 
large,  luminous;  his  hair  worthy  of  a  shampoo  commercial. 

People  say  Joe  takes  after  his  father,  who  died  in  1999  and  i 
still  revered  in  Japan.  Akio's  fame  impelled  Joe  to  make  his  marj 
abroad,  which  he  has  done  with  a  passion,  virtually  living  on  hi 
Gulfstream  IV  private  jet,  flying  nonstop  ft-om  meeting  to  meet 
ing  around  the  globe,  with  short  furloughs  in  Nagoya  to  see  hi 
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Reachable  by 
seaplane  from 
Vancouver,  the 
floating  fishing 
lodge  boasts 
wrought-iron 
fixtures,  custom 
furniture. 
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wite  and  sons.  Of  Merita's  600-plus  employees,  about  half  work 
for  his  resort  enterprises. 

"Dealing  with  people  is  probably  in  my  genes,"  he  says.  "My 
family  has  been  brewing  sake  at  our  Nagoya  headquarters  in  cen- 
tral Japan  for  400  years.  We  created  the  local  post  office,  fire  sta- 
tion, school.  I  know  that  if  you  create  something  somewhere,  you 
have  to  work  with  the  local  people,  or  they  won't  accept  you." 

To  get  King  Pacific  into  the  water,  Morita  had  to  be  a  diplomat, 
earning  the  trust  not  just  of  British  Columbia's  provincial  govern- 
ment but  also  of  the  native  GitGa'at  people,  whose  territories  in- 
clude the  forest.  "Joe  believes  that  we  are  the  guests,"  explains 
Michael  Uehara,  president  of  King  Pacific  Lodge  and  a  close  friend 
of  Morita's.  The  lodge  pays  tlie  government  a  hotel  tax  of  8%,  prop- 
erty tax  of  $50,000  annually  and  land  usage  fees  of  $3,500  (plus  $5 
per  guest).  When  Morita's  people  lirsr  approadied  the  GitGa'at, 
they  brought  a  donation  of  $1,500— and  .i  ■■  ery  big  sabnon. 

In  King  Pacific,  Morita  had  loftier  goal.s  than  just  making  a 
lodge,  and  he  spent  $5  million  to  accomplish  them.  "City  people 
won't  come  to  a  die-hard  fishing  lodge  with  tlieir  wiN-es.  Wherever 
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I  go,  I  always  ask  myself  whether  this  place  is  good  enough  for  my 
wife."  Credit  for  King  Pacific's  sumptuous  appointments  and 
striking  look  goes  to  Regula  Wipf,  the  lodge's  Swiss-born  general 
manager.  Wipf  created  the  interior  design  and  decor  to  evoke  a 
"long  house,"  the  traditional  cedar  home  of  die  Northwest  coastal 
tribes.  That  means  guests'  rooms  are  open  and  spare — Pottery 
Barn  goes  Zen. 

The  cuisine  marries  indigenous  ingredients  to  French  tech- 
nique, resulting  in  such  dishes  as  "Cameron  Cove  wild  foraged 
mushrooms  on  toasted  brioche  with  seared  scallops."  This  is  what 
customers  return  to  after  long  days  of  heli-fishing  rivers  as  ftill  of 
trout  and  salmon  as  they  were  a  hundred  years  ago,  or  watching 
humpback  whales  or  looking  for  Spirit  Bears — an  all-white  bear 
subspecies  unique  to  this  vaporous  corner  of  the  Pacific  Northwest 

When  King  Pacific's  season  ends  in  October  the  lodge  is 
hauled  45  miles  north  to  Prince  Rupert  for  the  winter,  leaving  be- 
hind a  coast  as  pristine  as  it  was  after  the  last  Ice  Age.  "It's  easy  to 
make  quick  money  and  be  complained  about  later,"  says  Morita. 
"It's  harder  to  make  money  for  the  long  term  and  be  accepted  by 
the  world."  He  sits  back  and  spreads  both  hands  on  the  table.  "You 
know,  maybe  that  is  the  major  difference  between  American  in- 
vestors and  me.  American  investors  have  to  create  the  return  as 
quickly  as  possible.  My  term  is  long;  I'm  thinking  150, 200  years.  I 
don't  even  have  the  intention  of  liquidating  my  investments — ^I 
want  to  leave  them  to  my  sons."  Indeed.  But  a  publicly  traded 
hotelier  would  sniff  at  a  7%  pretax  return.  F 

ECO.BUT   NOT   CHEAPn . 


Stays  at  the  King  Pacific  are  a  minimum  of  three  days.  A  one- 
week  package  deal  for  a  couple  that  includes  meals  and  such 
activities  as  hiking  and  kayaking  costs  U.S.  $9,960  and  up, 
including  tax  and  a  "conservation  fee."  Guided  fishing  trips 
(largest  salmon  recently  caught:  62  pounds)  and  helicopter 
jaunts  cost  extra,  www.kingpacificlodge.com;  888-592-5464. 
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See  Website:  OlympicsAthens2004Yachting.com 

C.liiirtir  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  gucst.s. 

from  50'  to  200'  and  S^OO  to  SiO.OOO  per  clay  for  entire  yacht  with 

Its  full  crew)  from  VALEF  YAC;HTS.  a^jents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

Vl  CXISTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

Bl  T 

•  \ou  can  plan  your  own  itinerary  with  your  own  captain 

•  \'i)uv  food  with  your  own  chef 

•  ^'our  drinks  with  your  own  stew  ard,  or  leave  it  up  to  them 

to... pamper  \()u. 

VALEF  YACHTS  LTD 

fiitcrnational  I  Ii-adcjuancrs:  '25  i  I'lr  Kd.,  RCJ.H.  i85,  Ambler,  PA  19{)()2  U.S  A 
Tel:(215K)il-l62l  •C'15K>1l-Oi23  •(800)223-.i«i5  •  Fax:  (215)ryH-17l6 
E-mail:  infofe valefyachts.com  •  Website:  VALEITACHTS  ctim 


Osterville,  Cape  Cod  $6,990,000 

Acre  plus,  deep  water  dock  on  river  to  Cape  Cod  Bay,  view  of  river  and 
bay.  Young  Cape  Cod  style  house,  with  cathedral  ceilings,  3  bedrooms 
first  floor,  4th  bedroom  over  3  car  garage,  off  family  room,  could  be 
apartment,  or  dormitory.  Loaded  with  luxury  items,  custom  windows, 
3  fireplaces,  6  baths,  sauna,  lots  of  closets,  walk  out  sliders  in  basement, 
large  entertainment  deck,  wonderful  kitchen,  more. 
508-881-1600  Fafard  R.E.  Cell  Phone:  508-294-4206 
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THOURHTS 

On  the  Business  of  Life 


■  ^     nid  Nemy,  that  sparkling,  star  New  York  Times  Style  commentator,  observed  how  car 

I  driving  strains  marriages  almost  to  the  point  of  rupture.  She  quotes  one  wife:  "In  35  years 

.^Lmm^  of  marriage,  I  must  have  traveled  100,000  miles  in  the  wrong  direction  with  my  husband. 

I've  screamed  and  pleaded,  but  he's  as  stubborn  as  an  ox.  Every  time  we  get  into  the  car  the  same  thing 

happens.  I  wear  out  my  throat,  and  he  ends  up  on  the  verge  of  apoplexy." — ^MALCOLM  S.  FORBES  ( 1980) 


When  you  see  what  some  girls  marry, 
you  realize  how  they  must  hate  to  work 
for  a  living. 

—HELEN  ROWLAND 


In  marriage,  a  man  becomes  slack 
and  selfish,  and  undergoes  a  fatty 
degeneration  of  his  moral  being. 

—ROBERT  LOUIS  STEVENSON 


No  man  worth  his  salt,  no  man  of  spirit 
and  spine,  no  man  for  whom  I  could 
have  any  respect,  could  rejoice  in  the 
identification  ofTallulah's  husband. 
It's  tough  enough  to  be  bogged  down 
in  a  legend.  It  would  be  even  tougher 
to  marry  one. 

— TALLULAH  BANKHEAD 


The  wife  who  always  insists  on  the  last 
word  often  has  it. 

—KENNETH  HUTCHIN 


A  good  husband  is  healthy  and  absent. 

-JAPANESE  PROVERB 


/  married  him  for  be 
but  not  for  lunch. 


or  worse. 


-HAZEL  WEISS 


Why  does  a  woman  work  ten  years 
to  change  a  mans  habits  and  then 
complain  that  he's  not  the  man  she 
married? 

— BARBRA  STREISAND 


The  only  really  masterful  noise  a  man 
ever  makes  in  a  house  is  the  noise  of  his 
key,  when  he  is  still  on  the  landing, 
fumbling  for  the  lock. 

—COLETTE 


/  wasn't  allowed  to  speak  while  my 
husband  was  alive,  and  since  he's  gone 
no  one  has  been  able  to  shut  me  up. 

— HEDDA  HOPPER 


/  think  every  woman's  entitled  to  a 
middle  husband  she  can  forget. 

— ADELA  ROGERS  ST.  JOHNS 


It  is  ridiculous  to  think  you  can 
spend  your  entire  life  with  just  one 
person.  Three  is  about  the  right  number. 
Yes,  I  imagine  three  husbands 
would  do  it. 

—CLARE  BOOTHE  LUCE 


A  little  in  drink,  but  at  all  times  your 
faithful  husband. 

—RICHARD  STEELE 


A  Text... 

And  a  man's  foes  shall  he  they 
of  his  own  household. 

—MATTHEW  10:36 


Sent  in  by  JosepJi  Cirelli,  Coraopolis,  Pa. 
What's  your  favorite  text?  The  Forbes  Book  of 
Quotations:  Thoughts  on  the  Business  of  Life  is 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  1 4,000  "Thoughts,"  arranged  alphabetically  by 
subject,   are   available   in   a   900-page,   one-volume 
deluxe  edition,  Forbes  Book  ofQuoumom:  noughts  on  the! 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  and! 
$1  per  item  for  handling  (add  applicable  sales  tax).  ' 
To  order,  please  call  toll-free,  1-800-876-6556. 
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And  you  thougl 


Sure,  Honda  is  best  knovvn  for  its  automobiles.  But  we  are,  first  and  foremost,  an  engineering  companj 
As  well  as  the  worlds  largest  engine  manufacturer  Today,  we  build  some  of  the  most  dependable 
motLTycles,  personal  watercraft,  lawnmowers,  marine  engines,  generators,  snowblowers,  tillers  and 
all-terrain  vehicles  out  there.  And,  yes.  We  also  manufacture  those  world-renowned  cars. 
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)  only  made  cars. 


rom  our  low-emission  automobiles  to  our  clean  and  quiet  marine  engines,  every  Honda  is  designed  to 
nee  the  thrill  of  fun  and  performance  with  society's  need  for  fijel  efficiency  and  cleaner  air.  Ultimately, 
le  kind  of  thinking  that  improves  the  quality  of  life.  And,  certainly  the  T-TC!^l\rT^.7V 
jnturesome  quality  of  your  weekends.  Get  things  going  at  honda.com.        The  power  of  dreams: 
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BETTER  MANAGEMENT  DOES 

iie  secrui  tn  a  secure  enterprise  lies  in  not  just  monitoring  the  ptuts,  bui  nidriaging:  it  as 
!e  That's  exactly  what  eTrust"  lets  you  do.  In  fact,  our  eTrust"  Secuiity  Conmandtet)ii 
■'3  perfect  solution  to  security  information  overload.  It  gives  you  the  big  picture; f(:orn  a « 
ii.iiage  point,  with  all  your  event  information  prioritized.  So  you  can  identify  actual  ifj}^ 
Kid  external  th'reats  before  they  can  wreak  havoc.  Anything  \es^  \Aiou\f'biQ^:w<^^i:&^ 

security  managemeiii,  go  10  ca.com/etrust/ma{||^,fi10nt.^^.|^^^^^^ 


eTrust 


ACCESS    •    THREAT  •  IDENTITY 

SECURITY  MANAGEMENT  SOFTWARE 


>JyO'i  Cof{i',xniSi  Aistici-'iii'i j  liiK-rhationai.  irta\(CA)  AH  lijnt;;  rcj-o- 
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Computer  Asspciates<s 


With  an  economy  of  gesture,  he  can  choreograph  a  complex 
dance  of  10-ton  trucks.  A  short  blast  of  his  whistle  and  a 
fleet  of  cab  drivers  know  exactly  what  he's  thinking. 

How  well  do  you  share? 


Imagine  being  able  to  conduct  information  tlirough  your 
organization  with  the  same  efficiency  as  Poliziotto  Formisano. 
It  can  begin  by  simply  using  your  existing  IT  network  to 
share  images  and  documents  more  effectively. 


nmm 

Image  Communication 


Go  to  ricoh.com/share  to  see  how  Aficio'networkable 
equipment  can  help  you  share  better.    ^^       --^ 
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3  oz.  Grey  Goose'  Le  Citron 
Garnish  with  a  lemon  twist 


To  make  the  best 
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m  r/2£^  zt>or/(i,  ^ran  z^/r/z  Grey  Goose  Le  Citron. 
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In  2001,  the  Beverage  Testing  Institute  of  Chicago 
conducted  a  blind  taste  test  of  the  world's  top  lemon 
flavored  vodkas.  They  awarded  points  based  on  smoothness, 
nose  and  taste.  After  careful  consideration.  Grey  Goose  Le 
Citron  was  rated  the  ni.rnber  one  lemon  tasting  vodka.  Praised 
for  its  "exceptionally  snooth...  medium  body"  and  "very 
clean  finish."  Le  Citron  is  i'  e  best  tasting  vodka  in  the  world 
u.i<i'.^d  with  the  light  zest  of  .»-esh  lemon. 


Rank  I  Vodka 


1st 


2nd 


3rd 


4th 


GREY  GOOSE  LE  CITRON 

...Finishes  very  cleanly  with  an 
incandescent  wash  of  ripe  lemon  flavor 


Stolichnaya  Limonaya  Vodka 


Absolut  Citron  Vodka 


Tanqueray  Sterling  Citrus  Vodka 


5  th 


Ketel  One  Citroen  Vodka 


To  sen> 


ofC'. 


SPIRITS  oi    i,i{  www.S77spirits.com 
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Void  where  prohibited.       www.greygoosevodka.com 
Drink  Responsibly. 
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realize  a  savings  of 
3.7  million  dollars 


— Pierre  Gagnon,  Chairman  and  CEO, 
Mitsubishi  Motors  North  America,  Ii 
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Te  Gagnon  knows  that  whether  you're  building  cars  or  serving  customers,  performance  counts, 
scially  in  a  fast-growing  business.  By  relying  on  Siebel  CRM,  Mitsubishi  has  smoothly  handled 
%  increase  in  monthly  call  volume  while  reducing  cost  per  call  by  38%.  And  that  increased 
:iencyhas  resulted  in  an  8%  improvement  in  Mitsubishi's  key  customer  service  metric.  From 
)motive  to  banking,  energy  to  insurance,  Siebel  industry-specific  CRM  solutions  dehver  real  results. 


Proven  CRM.  Proven  results. 

To  learn  more  about  how  Mitsubishi  achieved  these  results,  call  1-800-356-3321  or  visit  siebel.com/results. 
iebel  Systems,  Inc.  All  rights  reserved.  Siebel  ond  the  Siebel  logo  ore  trodemorks  of  Siebel  Systems,  Inc,  ond  may  be  registered  In  tertoin  jurisdictions.  Other  product  names,  designotions  and  logos  may  be  the  trademarks  of  their  respective  owners. 
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When  Lexus  engineers  set  out  to  build  the 
SC  430  hardtop  convertible,  they  weren't 
just  building  a  convertible.  They 
were  building  a  Lexus.  This 
is  no  small  distinction. 
You  see,  your  traditional 
ragtop  may  offer  the  thrill 
of  an  open  sky,  but  it's  hardly 
a  bastion  of  comfort.  Ragtops  are 
noisy.  They  have  been  known  to  leak  both  air 
and  water.  Now  that's  not  very  Lexus-like,  is  it? 


the 


NOTHING  ABOUT 

"RAGTOP" 

SEEMED    VERY 

LEXUS. 


^  ^ 4-         .3 

No,  a  Lexus  convertible  would  have  to  rets 
the  requisite  luxuries  of  its  brethren.  En1 
ingenious,  elegant  SC  4^ 
hardtop  convertible.  Simp 
press  one  button  and  t) 
SC  430's  hardtop  rais 
or  lowers  itself  graceful 
In  25  seconds,  no  less. 
When  the  top  is  up,  the  SC  43 


IS  transformed  into  a  secure,  weatherproof  spoi 
coupe.  Put  the  top  down  and  it's  you,  the  ope 


' 


•Lexus  Vehicle  Ski.i  CoMtml  (\'SC) ,.  m,  clectranic  s>^: -m  .i.-signed  tolv 
li..-  «-,•;„  ih.in  .,>,ivenli„n.nl  tires    lire  life  may  be  Mtbslanliallv  Ics. 


(I.m  '^    ■<    ,,„■' ■7-''"  ^'"f-'f"^"'""'"" '■Averse  conditions.  It  is  not  a  substitute  for  safe  driving  practices.  Factors  mcl 
...  ..0  „„le.s.  mt,n.flat  tn.  teehnolcg>-  ,s  designed  for  hn,ited  enrergeney  .,se  onK,  If  ,,ir  pressr.rVis  lost,  vehicle  sped 
a  D,^  „on  of  loyota  Motor  Sales.  U.S.A.,  Inc.  Lexus  renunds  you  to  wear  seatbelts,  secure  childre. 


y  and  its  potent  4.3-liter,  300-hp  V8  engine. 
>  keep  all  this  power  under  control,  tlie  SC  430 
equipped  with  Vehicle  Skid  Control  (VSC),* 
action  Control  (TRAC)  and  anti-lock  brakes 
•BS).  And  huge  18-inch  alloy  wheels/  with 
ailable  run-flat,  low-profile  tires,'  hug  the  road 
id  further  announce  its  sport  coupe  intentions. 
Yet,  if  the  SC  430  performs  like  a  sports  car, 
e  experience  behind  the  wheel  is  remarkably 
fined.  A  v\  indshield-high  cockpit  cowling  and 


rear-wind  deflector  reduce  wind  drafts,  hituitive 
Climate  Control  senses  and  then  automatically 
regulates  cabin  temperature,  even  in  the  face  of 
a  changing  sun.  Hand-stitched  fine  leather  trim 
caresses  eye  and  skin  and  is  accented  by  burled 
walnut  or  birds-eye  maple  trim.  Both  front  seats 
are  power-adjustable  and  heated. 

In  short,  the  SC  430  stands  uncompromised. 
And  while  this  might  not  be  very  common  in  a 
convertible,  it  is  quite  common  in  a  Lexus. 


in  un  automobile  delight,  comfort,  fascinate  and  energize  you?  Take 
nts.com  for  a  test  drive  and  find  out.  The  Passionate  Pursuit  of  Perfection. 
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ancTdriver  steering  input  can  all  affect  whether  VSC  will  be  effective  in  preventing  a  loss  of  control.  '  18  x  8.0-in  wheels  with  low-profile  245/40ZR18  tires  are  expected  to  experience  greater 
)er  hour;  cornering,  braking  and  accelerating  must  be  done  with  extreme  caution;  and  the  tire  should  be  replaced  within  100  miles.  See  your  Lexus  dealer  for  details  ©2002  Lexus» 
w-s  and  drive  responsibly.  For  more  information,  call  800-USA-LEXUS  (800-872-5:'J8). 
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ompany  we  were  5  years  ago.  Build  me  one  for  the  company 

i  see  5  years  from  now. 
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If  you're  leading  your  company  in  a  new  direction, 
we  suggest  a  first  stop  at  Brown:"  Our  supply 
cfiain  people  have  years  of  experience  designing, 
implementing  and  managing  syncfironized  transpor- 
tation and  distribution  networks.  Combine  that  with 
our  expertise  in  customs  and  cross-border  services 
and,  perhaps,  it's  time  to  sit  down  and  talk.  Not  five 
years  from  now,  but  today.  To  learn  more  about 
UPS  Supply  Chain  Solutions'  visit  UPS-SCS.com. 
YOUR  SUPPLY  CHAIN.  SYNCHRONIZED. 
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Off  With  Her  Head! 


Investors,  still  sr 
ing  from  the  bear  market,  would  ideaUy  like  to  see  a  few  i 
public  executions.  With  the  assistance  of  an  insider  tradinj 
so  vague  that  it  can  be  made  to  fit  any  trade  at  aU,  the  pros 
tors  are  cruising  WaU  Street  for  targets.  To  see  how  expai 
the  law  can  be  in  satisfying  a  lust  for  vengeance,  go  tc 
Martha  Stewart  story  by  Michael  Freedman  and  EmHy  Lam 
on  page  46. 

Just  what  constitutes  insider  trading?  No  one  knows.  If 
trade  on  advance  information  about  a  copper  deposit,  yoi 
clearly  guilty.  But  what  if  the  inside  information  consist 
nothing  but  the  tip  that  other  people  are  buying  or  seUing 
stock?  Or  nothing  but  the  fact  that  a  report  will  be  publis 
favoring  or  condemning  a  stock?  That  was  at  issue  in  a  4- 
decision  by  the  Supreme  Court  in  1987  involving  the  infan- 
ex-Journal  reporter  R.  Foster  Winans. 

If  it's  a  crime  to  tip  off  three  people  on  a  stock  before  p 
lishing  the  report  to  a  miUion  readers,  why  is  it  not  a  crim 
publish  a  report  to  20  institutional  subscribers  before  pubHst 
it  to  20,000  retail  clients? 

Let's  say  an  analyst  is  so  well  respected  that  her  repo 
always  move  stocks.  Before  panning  Ebay,  she  complains  ab 
it  to  her  husband  over 
the  breakfast  table. 
He  shorts  the  stock 
and  makes  a  killing 
when  her  report  comes 
out.  That's  enough  to 
warrant  a  firing.  But 
an  enforcement  case? 
Change  the  facts 
just  a  bit.  The  tippee 
now  is  not  the  hus- 
band but  the  analyst  

herself.  She  runs  a  hedge  fund  and  shorts  100,000  shares.  Th 
she  publishes  a  white  paper  on  the  Web,  trashing  the  compa 
Insider  trading?  What  if,  instead  of  using  the  Web,  she  gi 
FORBES  to  do  a  story  questioning  the  company's  accounting? 
Another  hypothetical.  Warren  Buffett  decides  that  D( 
Jones  &  Co.  is  a  terrific  buy  at  $47.  He  picks  up  2  million  shar 
Then  he  tenders  for  the  rest  at  $70.  The  people  who  sold  at  $ 
would  love  to  have  known  what  he  was  thinking.  He  had  insi 
knowledge  of  his  own  plans.  Can  the  SEC  sue  him? 

The  securities  laws  are  so  wonderfully  fluid  that  a  jury  can  1 
found  to  convict  anybody  on  WaU  Street  of  anything.  But  the 
why  bother  with  laws  at  all?  We  could  dispense  with  trials  ar 
determine  Martha's  guilt  or  innocence  by  popular  vote.  We' 
pretty  close  to  mob  justice  already. 


^  Editor  ■ 
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!ry  leader  follows  a  different  path.  Most  read  the  FT  along  the  way.  With  over  400 
nalists  worldwide,  the  FT  offers  a  true  global  perspective  on  the  issues  that  matter 
3t  to  senior-level  executives.  Which  is  why  over  half  our  readers  are  CEOs,  CFOs, 
Os  and  the  like.  Consider  this  your  invitation  to  join  them.  READ  TO  LEAD 
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You  are  accountable. 

To  your  shareholders. 

And  your  board, 
and  your  employees, 
and  your  customers. 

Who  is  accountable  to  you? 
Who  could  be? 

Who  could  bring  together 

enough  talent  . 

to  handle  a  major  initiative?  f 

The  whole  thing 
start  to  finish? 

Who  would  have  the  depth? 
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Going  Overboard? 

The  article  "Shipshape"  (Apr.  14,  p.  249) 
attempts  to  paint  a  bleak  picture  of  med- 
ical treatment  facilities  aboard  cruise 
ships  but  in  fact  depicts  conditions  from 
years  ago  rather  than  the  medical  envi- 
ronments found  aboard  ships  today. 
Every  Holland  America  cruise  is  staffed 
with  at  least  one  physician  and  three 
nurses.  Our  ships  have  infirmaries  with 
much  the  same  equipment  found  in 
emergency  departments  throughout 
hospitals  in  the  U.S.  The  article  states 
that  the  highest  sanitation  rating  re- 
ceived by  a  Holland  America  Line  or 
Windstar  ship  from  the  Centers  for  Dis- 
ease Control  is  a  97;  in  fact,  our  ships  re- 
ceived higher  ratings  over  the  past  year, 
including  two  perfect  "100"  scores.  Hol- 
land America  Line  takes  health  issues  se- 
riously and  considers  the  safety,  security 
and  comfort  of  our  guests  our  number 
one  priority. 

A.  KIRK  LANTERMAN 
Chief  Executive,  Holland  America  Line 

Seattle,  Wash. 

Wrong  Turn 

"An  Educated  Consumer"  (June  9, 
p.  95)  made  several  incorrect  points 
regarding  Nissan's  finance  practices. 
Race  and  ethnicity  play  no  part  in  our 
credit  approval  process,  nor  do  they 
affect  interest  rates  or  finance  charges. 
In  fact,  because  Nissan  doesn't  know 
our  applicants'  race  or  ethnicity,  it  is 
impossible  to  intentionally  give  differ- 
ent rates  and  fees  on  that  basis.  The 
study  alleging  that  our  minority  buyers 
pay  disproportionately  higher  finance 
markups  and  fees  is  simply  incorrect.  It 
didn't    consider    such    variables    as 
whether  the  vehicle  was  new  or  used, 
the  amount  financed,  when  it  was 
financed,  or  special  APR  or  incentive 
deals.    When    these    variables    are 
mcluded,    similarly    situated     cus- 
tomers—regardless of  race  or  ethnic- 
ity—are  shown  to  pay  the  same  amount 
in  finance  charges. 

To  iielp  car  buyers  research  and  bet- 
ter understand  the  automotive  finance 
process,  and  to  find  the  best  financing 
♦erms  available  to  them,  Nissan  has 
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Background  Check 

I  thoroughly  enjoyed  "All  Eyes  on 
Google"  (May  26,  p.  100).  My 
daughter  returned  from  a  three- 
day  break  in  Las  Vegas,  where 
she'd  met  a  guy  from  Cape  Town. 
He  had  spun  quite  a  story  about 
his  exploits  and  charitable  activi- 
ties around  the  world,  and  they 
really  hit  it  off  My  daughter's 
skeptical  instincts  were  on  high 
alert,  but  she  confidendy  told  me 
that  everything  he  had  said  was 
true.  "How  can  you  be  so  sure?"  I 
asked.  "Easy,"  she  said,  "I  Googled 
him!"  I  guess  I'd  better  Google 
myself  and  see  what's  out  there. 
WILLIAM  CHRNELICH 
West  Trenton,  N.J. 


created  a  national  consumer  educati. 
program  focusing  on  automoti 
financing.  We  are  disappointed  th 
information  wasn't  included. 

KYLE  W.  BAZEMOI 

Senior  Manager,  Nissan  North  Ameri 

Gardena,  Cat 

Taking  Stock 

"After  SARS"  (June  23,  p.  164)  incorrect 
stated  that  an  ADR  for  China  Southei 
Airlines  is  not  available,  when  in  fact  oi 
trades,  albeit  thinly,  under  die  ticker  Z 
on  the  New  York  Stock  Exchange 
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Send  e-mail  fo  readers@forbes.com  or  visit 
www.forbes.com/lefters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Tltis  tiw-seater  cabriolet  mtit  a  power  top 
covers  O-SOrttph  in  4.9  seconds. 


4.2  LITERS  I  V8  ENGINE  |  39U  BHP  |  330  LB-FT  TORQUE 
4-YEAR/50, 000-MILE  LIMITED  WARRANTY  I  24-HOUR  ROADSIDE  ASSISTANCE 
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"Because  of  our 
1         data  network, were  able 
fto  give  children  back  almost  a  year 

fe,of  their  childhoods." 


—  Chris  Card,  ceo 

Hillsborough  Kids 


everything  they  own  in  a  black  aarbrne  h.n  h  T^  ^'  ^°'  "^  ^^^^  "  ^'^  °"*  °'  ^  bad  home, 
them  to  a  safe  and  permanent  hoi  wn!,,H?.^''^  '^^^  someplace  new  and  strange.  Getting 
ability  to  access  andTove  data  f^^^^^^  ''"'':  ^'^'"^  '^''  '"^"  '"  '"'^  ^^P^"^^  °^  °^' 

happen  if  our  network  wasn^rl^ilMT  n  '  ^^^i"'"'  ^""^  *''"''  ''''^'^'-  '^°""  °^  ^^^^  ^^^'^ 
us  do,  really,  ,s  give^th^:: ^^rc^'alm^osl  "earo^rr  chSoT-^^^'^^"-  "^"  '''  ^^'^^^ 


How  can  Verizon  help  solve  your  data  needs'? 
Visit  us  at  verizon.com/data 
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ACT  AND  COMMENT 

y  Steve  Forbes,  Editor-in-Chief 

Vi'r^  all  thy  getting  get  understanding" 


Tax  Cuts  =  Stock  Gains 


s-X-ESTORS  --VRE  BEGINNING  TO  GRASP  JUST  HOW  POTENT  THAT 
ewly  enacted  federal  tax  cut  is  for  raising  equity  prices  and 
oosing  our  sluggish  economy.  Most  economic  models  utterly 
nderestimate  the  importance  of  risk-taking  in  providing  us 
'ith  ever  higher  standards  of  living.  That's  why  the  capital  gains 
IX  is  so  ruinous — it  stifles  innovation  and  risk-taking — and 
hv  reducing  that  exaction  does  wonders  for  both  government 
;venues  and  economic  growth. 

The  60%  cut  in  dividend  taxes  will  create  more  capital, 
iducing  entrepreneurs  to  actively  take  risks  again.  Labor  comes 
ut  ahead:  Increased  capital  spending  means  better  tools  and 
rays  to  do  things,  which  mean  higher  wages.  The  cut  will  also 


improve  corporate  governance — corporate  chieftains  will  have 
to  justify  retaining  earnings  to  skeptical  shareholders. 

These  two  reductions  will  overcome  the  damage  done  to  the 
national  economy  by  the  states  that  hiked  their  own  taxes. 

Unfinished  business  abounds.  The  alternative  minimum  tax  is 
an  increasingly  onerous  exaction  that  is  ensnaring  ever  more  mil- 
lions of  middle-class  Americans  and  must  be  killed.  Those  perni- 
cious phaseouts  of  tax  credits  and  exemptions  that  are  triggered 
when  certain  income  thresholds  are  crossed  must  also  go  into  his- 
tory's dumpster;  they  are  nothing  more  than  hidden  tax  increases. 

Of  course,  after  next  year's  elections,  the  President  should 
push  a  truly  historic  tax-reform-cum-cut — i.e.,  the  flat  tax. 


Job-Positive  Economy 


)EMOCRATS  MADE  THE  MOST  OF  LAST  MONTH'S  RISE  IN  THE 
inemployment  rate  from  6%  to  6.1%,  claiming  it  showed  the 
aolishness  of  the  President's  tax  cuts.  Further,  the  growing  job- 
;ss  rate  is  the  Bush  Administra- 
ion's  economic  Achilles'  heel,  they 
omberly  intoned.  Nonsense. 

Despite  opposition  politicians' 
)olitical  point-making,  the  U.S. 
conomy,  remarkably,  has  been 
Teatingjobs:  1.5  million  over  the  last  year — from  136.2  million 
n  April  2002  to  137.7  million  in  April  2003.  Employment  levels 
ire  back  to  those  of  prerecession  2000.  The  problem,  of  course, 


is  that  the  number  of  people  seeking  work  has  been  growing 
faster  than  new  jobs  are  being  created.  Next  year  that  will 
change.  The  economy  has  been  exhibiting  remarkable  strength, 

despite  regulatory  and  legal 


Unemployment  Rate  Rises 
To  a  9- Year  High  of  6. 1  % 

But  Pace  ot'LayoHs  Slows  in  the  Last  2  Months 


burdens.  Job  creation  in  this 
recovery  has  been  better  than 
in  past  postrecession  periods. 
Barring  some  new  major 
international  crisis  or  a  new 
economic  policy  blunder  by  Washington,  the  economy  should 
easily  hit  a  growth  rate  of  more  than  4%  next  year.  And  by  elec- 
tion time,  the  unemployment  rate  should  be  receding. 


Believe  It  or  Not— Europe  Will  Rise  Again! 


;iGNS  OF  ECONOMIC  REFORM  CAN  NOW  BE  DETECTED  FROM 
economically  moribund  continental  Europe,  an  area  where  pri- 
rate-sector  job  creation  has  been  almost  nonexistent  for  30  years. 
The  ten  new  members  of  the  EU  want  entrepreneurial 
;rowth,  not  stifling  French/German-style  welfare  states.  New 
entrants  Latvia  and  Estonia  enacted  variations  of  the  flat  tax  in  the 
nid-  1990s,  with  real  success.  Now  another  incoming  country,  the 
Slovak  Republic,  is  enacting  a  flat  tax.  The  rate:  19%.  Slovakia  is 
dso  debating  whether  to  privatize  its  equivalent  of  Social  Security. 
Russia,  not  a  member  of  the  EU  but  still  part  of  the  G-8,  enacted 
i  13%  flat  tax  two  years  ago,  with  impressively  positive  results — 


revenues  and  compliance  have  soared.  This  in  a  country  that  had 
no  tradition  of  its  citizens  paying  levies  on  their  incomes.) 

Even  Germany  and  France  cannot  forever  isolate  themselves 
from  reality.  Both  countries'  governments  are  taking  first  steps 
toward  reforming  their  stifling  and  archaic  labor  and  pension  laws. 

With  Ireland  and  Britain  having  fundamentally  restructured 
themselves  on  Europe's  western  flank  and  with  new  members 
from  the  East  going  even  further  with  their  economic  changes, 
perhaps  "Old  Europe"  will  once  again  renew  itself  as  it  did  so 
spectacularly  when  it  emerged  from  the  rubble  of  World  War  II. 
Investors  should  take  note. 


Abuse  of  Power 


FHE  U.S.  CONSTITUTION  COULDN'T  BE  CLEARER:  "...  NOR  SHALL  thousands  of  times  a  year.  Local  governments  have  gotten  into 
private  property  be  taken  for  pubUc  use  without  just  compen-  the  bad  habit  of  condemning  private  property — not  for  "pub- 
sat^on."  Amazingly,  that  straightforward  provision  is  violated      lie  use,"  such  as  building  highways  or  schools,  but  for  the 
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benefit  of  private  developers. 

The  Institute  for  Justice,  a  nonprofit,  public-interest-group 
law  firm,  recently  released  a  report,  "Public  Power,  Private 
Gain,"  that  documents  how  extensive  the  abuse  of  condemna- 
tion powers  has  become.  Institute  researchers  found  that  in  the 
last  five  years  local  governments  have  taken  or  threatened  to  take 
by  force  more  than  10,000  homes  or  businesses  for  private  eco- 
nomic development.  And  that's  the  tip  of  the  iceberg.  Among 
the  worst  offenders  are  New  York,  New  Jersey,  California,  Penn- 
sylvania, Kansas  and  Missouri. 

Developers  with  political  pull  love  this  trashing  of  the  Con- 
stitution because  then  they  don't  have  to  negotiate  with  possibly 
recalcitrant  homeowners  to  buy  their  property.  Localities  do  the 
dirty  work  and  get  the  developers  what  they  need,  at  far  less  cost. 
Naturally,  the  victims  of  eminent  domain  misdeeds  are  those 
with  the  least  political  power:  the  elderly,  mom-and-pop  estab- 
lishments and  low- income  homeowners. 


The  rationale  of  those  who  think  the  Constitution  should  b 
ignored:  Helping  politically  favored  developers  means  mor 
economic  growth,  more  tax  revenue.  The  Institute  for  Justice' 
report  debunks  this  and  other  rationalizations.  You  don't  nea 
to  trample  the  Constitution  to  experience  economic  progress 

Courts  have  been  slow  to  wake  up  to  these  private-use  con 
demnations,  but  that  may  be  changing.  In  recent  years,  stat 
courts  have  rejected  or  overturned  40%  of  private- develope 
condemnations — hardly  enough,  but  the  trend  line  is  positive 
Local  activists  are  also  becoming  more  effective  in  opposinj 
private-development  projects  that  depend  on  governmen 
condemnations. 

Our  Founders  understood  that  property  rights  are  funda 
mental  to  our  economic  and  political  fi-eedoms,  and  in  enabliuj 
the  least  of  us  the  opportunity  to  better  ourselves.  The  Supremi 
Court  should  unambiguously  end  this  subversion  of  the  Coi^l 
stitution,  once  and  for  all. 


How  to  Tune  Out  This  World 


No  Second  Chance — by  Harlan  Coben  (Dutton,  $24.95).  This 
crackling  spellbinder  will  not  only  keep  you  mesmerized  fi-om 
begiiming — "When  the  first  bullet  hit  my  chest,  I  thought  of  my 
daughter.  At  least,  that  is  what  I  want  to  believe." — to  head-spin- 
ning, unexpected  end,  but  will  also  ameliorate  a  lot  of  your  per- 
sonal relationship  challenges.  Talkative  mother-in- 
law?  Give  her  this,  and  you'll  have  a  few  blessed  hours 
of  peace.  Adolescents  complaining  of  boredom?  No 
Second  Chance  will  pump  their  adrenaline  more  than 
any  computer  game  or  forbidden  substance  ever 
could.  Even  your  tired,  cranky  spouse  will  look  at  you 
with  grateful  new  eyes  after  reading  this  Hitchcock- 
esque,  high-velocity  tale  that  you  so  thoughtfully  gave. 
Cohen's  two  previous  novels.  Gone  for  Good  and 
Tell  No  One — both  complicated,  compelHng,  peo- 
pled with  well-drawn  characters  and  full  of  fast  action — set 
admirers'  expectations  at  unreasonable  heights.  But  like  Hou- 
dini's  ever  more  daring  escapes,  Coben  meets  the  challenge  and 


then  breathtakingly  beats  it;  this  book  is  even  better. 

Marc  Seidman,  a  married  pediatric  reconstructive  surgeon 
is  wounded,  his  wife  killed  and  his  infant  daughter  kidnapped 
The  $2  million  ransom  drop-off  is  botched,  and  off  we  go.  Th<! 
doctor  becomes  a  suspect  and  ends  up  turning  to  a  college 
sweetheart,  who  left  the  FBI  under  mysterious  cir-i 
cumstances.  Coben  chisels  his  characters  quickly 
convincingly,  unforgettably  (a  onetime  child  TV- 
star  turned  manipulative,  cold-blooded  killer),  non-i 
stereotypically  (a  gun-loving,  rural,  white  mal^ 
who's  on  the  side  of  the  angels).  The  book  makei 
the  implausible  plausible — and  never  bogs  down. 
Excerpt:  /  understood  immediately  why  the  kidnappa 
had  picked  this  spot.  There  was  only  one  way  in.  The 
stores  were  all  for  rent,  except  for  the  baby-crib  place.  That 
was  on  the  far  right  In  other  words,  it  was  self-contained  and  directly 
off  a  highway.  There  was  no  way  anyone  could  come  around  back  ot' 
even  slow  down  without  being  noticed  I  hoped  the  feds  understood  that. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 
•  Capitale-130  Bowery,  at  Grand  St.  (Tel.:  212-334-5500).      a  big  however,  considering  the  astronomical  cost  of  everything 
This  place  delivers  big  time.  The  space  (originally  the  Bowery      on  the  menu— the  food  is  ordinary  There  is  no  "Wow!  That's 
Savings  Bank)  is  breathtakingly  beautiftil  with  mosaic  floors,      good."  And  in  this  price  category  that  should  be  a  given. 
Venetian  glass,  marble  and  75-foot  ceilings.  The  food  is  won-      •  fresh.- 105  Reade  St.,  near  West  Broadway  (Tel.:  212-406- 
derftil  and  inventive— bits  of  the  old  Lower  East  Side  tradition      1900).  Of  the  moment,  happening  and  very  good.  This  place  is 


woven  into  a  sophisticated  menu.  Try  the  borscht,  the  Kobe 
beef  served  with  pierogies,  the  New  York  strip  steak  and  a  con 
coction  of  scallops  and  pork  beUy  Desserts  are  divine. 
•  San  Domenico-240  Central  Park  South  (Tel.:  212-265 
5959).  Still  a  perfectly  lovely  room — well-spaced  tables,  dis 


a  winner!  You  can  enjoy  a  mouthwatering  New  England  lobster 
roll  and  a  superb  bouillabaisse  called  the  "fi-esh.  bostonian,"  as 
weU  as  other  wonderful  choices  on  the  menu. 
•  Q56-Swiss6tel— The  Drake,  65  East  56th  St.  (Tel.:  212-756- 
3925).  Large,  airy  great-looking  space.  The  fare  is  excellent. 


creet  lighting  and  an  opulent  ambience.  The  service  is  profes-      Favorites:  onion  soup,  perfect  halibut  and  delicious  apple 
sional  and  the  presentations  are  beautiful.  However— and  it's      huckleberry  tart.  Q56  is  worth  noting  and  remembering.     F 
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online 


discount  broker 


FIDELITY  INVESTMENTS  EARNS  #1   SPOT  IN  G6MEZ  DISCOUNT  BROKERAGE  RANKINGS 


FIDELITY   HITS   ON    ALL   CHANNELS   TO   TAKE   THE    BLUE    RIBBON."  -  g6mez,  INC 


Firm 

Rank 

Fidelity  Investments 

1 

Charles  Schwab 

2 

E*Trade 

3 

Ease  of  use.  Customer  confidence.  On-site  resources.  Relationship  services. 

That's  the  criteria  used  by  Gomez,  Inc.,  an  internet  channel  effectiveness 
benchmarking  firm,  to  name  Fidelity  the  #1  online  discount  broker  in  the  Q2 
2003  Internet  Broker  Scorecard™  We're  delighted  with  the  outcome.  And 
we're  most  proud  knowing  online  investors  and  active  traders  routinely  turn  to 
Fidelity  for  easy,  reliable  trading  —  time  and  time  again.  See  what  makes 
Fidelity  an  online  brokerage  leader.  Visit  us  online  today. 


Fidelity.com/goto/brokerage 


Call  1-800-FIDELITY 


Visit  Fidelity  Investor  Centers 


Fidelity 
Inuestments' 


Ranked  #1  online  discount  broker  in  the  Q2  2003  Internet  Broker  Scorecard,™  Gomez,  Inc.  2003.  Gomez  Scorecards™  measure  the  quality  of 
online  financial  services  offerings,  with  a  predominant  focus  on  ease  of  use,  customer  confidence,  on-site  resources,  relationship  services  and 
.overall  cost.  Gomez  Scorecards™  are  focused  on  the  internet,  with  a  secondary  emphasis  on  auxiliary  channels  and  measures.  Internet  Broker 
Scorecard™  and  Gomez  Scorecards™  are  registered  trademarks  of  Gomez,  Inc.,  which  is  not  affiliated  with  Fidelity. 
Fidelity  Brokerage  Services,  Member  NYSE,  SIPC  346872 
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We  don't  believe  in  technology  for  technology's  sake.  We  believe  in  water  purification  technology 
helping  to  keep  mountain  lakes  as  beautiful  as  nature  intended.  Or  transportation  systems  that  are  bringii 
levels  of  mobility  and  efficiency  to  the  world's  great  cities.  Or  advanced  diagnosis  and  therapy  that  may 


one 


an  8-year-old  cancer  patient  thP  ultimate  benefit  of  technology:  life  itself.  In  this  slice  of  earth,  you'll  see  how   ,^ 
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®  Intelligent  Transport 
System 

©  Open  MRI 

®  Cancer  Diagnosis 
and  Therapy 

©  Electron  Microscope 

©  Railway  Traffic 
Management  System 

©  Elevator  &  Escalator 

©  Data  Storage 
Solutions 

©  e-Covernment 

®  Financial  Solutions 

®  Electric  Vehicle 
Management  System 

®  Optical  Fiber  Cables 


jgy  touches  your  life.  In  ways  that  are  shaping  not 
future  of  technology,  but  the  future  of -mankind, 
rstand  just  how  Hitachi  is  working  to  improve  your 
isit  us  on  the  Web  and  see  technology  in  action. 


INFRASTRUCTURE 
ENVIRONMENT 


HIT^HI 

Inspiirelhe  IMext 


http://global.hitachi.com/inspire/ 


OTHER  COMMENTS 


The  nice  thing  about  being  a  celebrity  is  that,  if  you  bore  people, 

they  think  it's  their  fault. 


-HENRY  KISSINGER 


Time  Aplenty  in  order  to  fit  the  2003  Bush  Tax  Cut  under 
an  artificial  $350  billion  dollar  ceiling,  the  U.S.  Senate  cut  the  cap- 
ital gains  and  dividend  tax  rates  for  just  AVi  years.  After  2008,  these 
rates  will  return  to  their  pre-tax-cut  levels.  Some  suggest  that  these 
sunset  provisions  eliminate  any  beneficial  impact  on  investment 
incentives.  But  this  is  not  true.  Imagine  if  in  the  middle  of  a  base- 
ball game  the  umpires  decided  that  for  the  next  three  innings,  each 
home  run  would  count  as  three  runs  on  the  scoreboard.  Every 
player  would  start  swinging  for  the  fences  and  every  manager 
would  encourage  it,  despite  the  fact  that  the  change  was  tempo- 
rary. Moreover,  the  average  score  of  each  game  would  go  up. 

The  same  is  true  for  sunset  provisions  of  the  tax  code. 
Investors  and  corporations  will  change  their  behavior.  Entrepre- 
neurs, investors  and  business  leaders  will  increase  risk-taking  for 
the  time  frame  of  the  tax  cut  and  asset  values  will  rise.  When  this 
occurs,  only  suicidal  politicians  would  vote  to  repeal  the  tax  cut. 

—BRIAN  S.  WESBURY,  chief  economist, 

Griffin,  Kubik,  Stephens  &  Thompson, 

The  Library  of  Economics  and  Liberty 

Lidnu  VFrab  cities  engaging  in  [eminent  domain  abusej  typ- 
ically claim  that  [property  seizures]  are  necessary  to  promote  eco- 
nomic development.  Members  of  the  city  council  in  Cypress,  Calif, 
[last  year]  noted  that  Costco  would  generate  more  tax  revenue  for 
the  city  than  a  church  would  (not  surprising,  considering  that 
churches  are  tax-exempt).  The  economic-development  justification 
tor  property  seizure  is  a  license  for  abuse.  It  will  always  be  possible 
to  dress  up  the  appeasement  of  powerfiil  financial  interests  in  an 
area  in  this  fashion.  The  best  economic-development  strategy  for 
cities  is  not  to  attack  property  rights  but  to  maintain  their  roads, 
apprehend  and  punish  criminals,  keep  taxes  low  and  fix  the  schools. 
— RAMESH  PONfNURU,  National  Review  Online 
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Room  to  spare  critics  of  President  Bush's  tax  cut  say  v 
can't  afibrd  the  tax  cut  on  top  of  the  cost  of  the  Iraq  war.  Histoi 
says  otherwise.  In  1946,  our  national  debt  was  127%  of  GD 
Today's  national  debt  is  less  than  half  that,  at  62.5%  of  GDP.  Eve 
at  1 27%  debt  levels,  the  decades  afl;er  World  War  11  produced  stror 
stock  market  gains  and  a  quantum  leap  in  U.S.  standards  of  Uvin; 
In  pure  economic  terms,  the  Iraq  war  is  a  bargain.  World  War 
cost  $2.9  trillion  (in  today's  dollars),  or  $20,388  per  American, 
the  Iraq  war  costs  $75  billion,  that  will  be  $255  per  Americai 
World  War  II  cost  roughly  80  times  more  than  the  war  in  Ira< 
per  person  in  constant  dollars.  Whether  you  agree  with  the  w; 
in  Iraq  or  not,  we  can  clearly  afford  the  war,  and  a  tax  cut,  too. 
— lOHN  DESSAUER,  John  Dessauers  Investor's  Won 

Motivating  Force  There  is  no  force  so  democratic  i 
the  force  of  an  ideal. 

—CALVIN  COOLIDG 

Value  Judgment  I  could  be  doing  cosmetic  plastic  sui 
gery  and  making  a  mint.  Here's  the  truth.  The  person  who  worl 
with  the  poor?  They  are  usually  more  selfish.  We  are  not  willin 
to  sacrifice  our  needs.  Working  a  job  that  provides  for  our  fam 
lies  is  not  enough  for  us.  Supporting  those  we  love  is  secondar 
We  need  personal  satisfaction,  even  if  our  awn  family  is  made  t 
do  without.  Those  suits  I  watch  numbingly  board  the  train?  Thei 
often  hate  where  they  are  going  and  what  they  are  doing,  but  the 
do  it  anyway.  They  do  it  to  provide  a  better  life  for  their  spouse 
their  children,  and  maybe,  just  maybe,  their  aging  and  ill  parent 
So,  really,  which  one  of  us  is  to  be  admired? 

—No  Second  Chance,  by  HARLAN  COBE 

America  IvOCKS  Having  met  tens  of  thousands  of  Amer 
cans  in  my  music  and  hunting  travels  over  the  past  40  years,  I'l 
buoyed  and  thankftil  that  the  American  spirit  still  soars  high  on  th 
v«ngs  of  an  eagle.  From  cops  to  priests  to  firemen  to  guitar  player 
the  rugged,  defiant  American  spirit  that  has  built  and  nurture 
America  is  alive,  prospering  and  kicking.  I  remain  convinced  Amei 
ica  is  the  land  of  hardworking,  caring,  law-abiding  people  who  g 
about  their  daily  lives  trying  to  provide  a  better  life  for  their  familie 
which,  in  the  final  analysis,  leads  to  a  more  vibrant  America  overal 
Rush  houi-  and  traflSc  jams  are  beautiful  tilings.  They  prove  we  rod 
America  isn't  at  a  social  or  political  crossroads  as  some  will  tr 
to  tell  us.  Those  who  believe  diat  would  have  told  you  500  yeaj 
ago  that  the  earth  was  flat.  Thirty  years  ago  they  would  have  bee 
stoned  on  LSD,  drooling  and  dancing  naked  at  a  Grateful  Dea 
concert.  My  advice  is  to  avoid  these  people.  They  will  always  gra^ 
itate  towards  die  negative.  America's  best  days  are  in  fi-ont  of  us, 
— ^TED  NUGENT,  Opinionjournal.com 
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Oyster  Perpetual  GMT-Master 


Also  available  in  IBkt  gold,  and  in  stainless  steel  and  18kt  gold.  Features  a  24-hour  bezel  and  hand,  and  an 
independent  12-hoLr  hand.  Pressure-proof  to  330  feet.  Rolex,  t,  GMT-Master  II  and  Oysterlock  are  trademarks. 
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CURRENT  EVENTS 

f  Caspar  W.  Weinberger,  chairman 


Americans  Role  in  Today^s  World 


EMORIAL  DAY  IN  RURAL  \LAINE— AND  THROUGHOUT  NEW 
igland — has  always  been  a  major  event.  Few  other  states  sup- 
)rted  the  abolition  of  slaven,'  more  vigorously  or  contributed 
lore  volunteer  soldiers  to  some  of  the  Civil  War's  bloodiest  bat- 
ts.  For  more  than  1 00  years  we  have  set  aside  this  day  to  pay 
ibute  to  those  who  have  fallen  in  battle  serving  this  country. 

This  year,  while  preparing  a  short  talk  I  was  asked  to  give  at 
ortheast  Harbor,  Me.'s  celebration  of  Memorial  Day,  I  came 
TOSS  President  Ronald  Reagan's  1983  proclamation  for 
iemorial  Day — signed  20  years  ago.  This  decree  is  remarkable 
r  its  prescience,  defining  the  role  of  the  United  States  in 
day's  world. 

In  Proclamation  5041  President  Reagan 
sponds  to  a  request  made  by  Congress  in 
>50  that  Presidents  observe  each  Memor- 
1  Day  as  a  "day  of  prayer  for  permanent 
race."  He  also  pays  tribute  to  those  who 
ive  "fallen  in  battle,  sacrificing  their  lives 
preserve  our  freedom  and  world  peace." 
I  the  key  part  of  the  proclamation  Mr. 
;agan  declares  that  "our  national  ideals 
main  threatened  by  global  conflict,  eco- 
)mic  crises,  violence  and  aggression.  ... 
iroughout  our  history,  America  has  been 
symbol  of  hope  for  all  people.  We  must 
ways  accept  the  many  responsibilities  that  this  requires.  Thus, 
;  are  prepared  to  assist  other  nations  in  their  struggle  for  eco- 
)mic  progress;  to  help  those  in  other  lands  who  suffer  from 
)litical  repression  and  injustice;  to  deter  aggression  by 
rengthening  democracy  around  the  globe;  and  to  work  tire- 
>sly  toward  a  world  without  war. 

"Those  who  have  sacrificed  their  lives  for  our  country  serve 
a  reminder  that  our  work  is  unfinished.  With  vision  and 
irpose  and  a  prayer  in  our  hearts,  let  us  dedicate  ourselves  to 
eir  memory." 

Those  few  sentences  define  both  America's  role  in  the  world 
id  our  national  purpose.  For  those  who  still  ask  why  we  are  in 
aq,  President  Reagan  and  President  Bush  have  a  clear  answer: 
e  must  always  accept  the  many  responsibilities  America's  spe- 
ll role  requires  us  to  shoulder. 

President  Reagan  notes  that  Americans  are  prepared  to  offer 
ir  gifts  for  the  good  of  other  nations  and  peoples  not  as  blessed 
we  are.  We  do  not  maintain  our  superb  military  forces  for  self- 
1  reasons,  for  reasons  of  conquest.  Nor  do  we  seek  to  be  the 
orld's  policeman.  But  we  accept  the  fact  that  someone  must 
ke  the  lead  if  we  are  to  "help  those  in  other  lands  who  suffer 


A  Memorial  Day  speech  in  Maine. 


from  political  repression  and  injustice,"  that  no  other  nation 
alone  is  capable  of  "[deterring]  aggression  by  strengthening 
democracy  around  the  globe,"  and  that  few  other  nations  are 
strong  enough  or  willing  enough  "to  work  tirelessly  toward  a 
world  without  war."  We,  of  course,  work  in  concert  with  those  of 
our  allies  that  are  willing  to  contribute  their  much-needed  help. 
If  we  fail  to  live  up  to  the  responsibOities  Mr.  Reagan  men- 
tions, we  will  have  failed  to  finish  the  work  begun  by  those  who 
have  sacrificed  their  lives  for  us. 

At  this  time  it  is  entirely  fitting  that  we  pay  tribute  to  (and, 
indeed,  marvel  at)  the  amazing  accomplishments  of  our  mili- 
tary in  Iraq.  Hundreds  of  thousands  of 
Americans  (every  one  a  volunteer),  a  large 
force  from  the  United  Kingdom  and  troops 
from  Australia  and  Poland  were  trans- 
ported— along  with  all  their  equipment — 
thousands  of  miles  and  launched  into  bat- 
tle. These  forces  advanced  350  miles  and 
utterly  defeated  Iraq's  army  in  two  weeks, 
suffering  1 30  casualties.  It  was  an  astonish- 
ing military  victory,  and  it  flew  in  the  face 
of  the  vast  punditry  of  "experts"  who,  up 
until  the  end,  said  it  couldn't  be  done  and 
would  end  in  disaster. 

Our  success  in  Iraq  is  fiirther  proof  of 
the  magnificence  of  the  men  and  women  who  make  up  our  mil- 
itary. They  serve  in  parts  of  the  world  that  are  striving  to  achieve 
and  hold  on  to  freedom.  What  we've  done  in  Iraq  defines  our 
role.  That  role  will  continue  untU  a  freely  chosen  government 
that  can  live  in  peace  with  its  neighbors  is  established.  By  Amer- 
ica's maintaining  its  willingness  and  capability  to  shoulder  this 
type  of  responsibility,  we  give  the  world  its  best  chance  in 
decades  to  achieve  peace. 

However,  in  an  attempt  to  belittle  our  victory,  opponents  of 
our  policy  grab  at  any  straw  they  can  find  to  decry  all  that's  been 
accomplished.  We  are  told  that  because  we  have  not  found  any 
weapons  of  mass  destruction  we  went  to  war  on  false  premises. 
Wrong  on  two  counts:  We  have  found  two  mobile  laboratories 
for  making  forbidden  chemical  weapons  (typically,  the  New 
York  Times  citing  "some  anonymous  scientists"  has  tried  to  cast 
doubt  on  this);  and  we  have  not  yet  finished  looking.  We  haven't 
found  Saddam  Hussein,  but  no  one  has  yet  claimed  that  he  didn't 
exist.  No  one  has  yet  dared  to  deny  that  the  world  is  far  better  off 
because  of  our  destruction  of  his  murderous  regime. 

In  short,  beware  of  the  criticism  of  angry  partisans  frus- 
trated by  the  unequivocal  victory  of  our  troops  in  Iraq.  F 
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Whatever  it  is  you're  looking  for  in  a  hotel,  n,  d  it  at  Expedia.  From  the  everyday  to  the  out  of  this  world,  Expedia 
offers  you  great  low  rates,  photos,  amer  ;ity  lists  and  more.  So  you  can  find  the  hotel  that's  right  for  you. 
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CEOs  Talk  Tech 


LL,  IT  SHOWS  YOU  HOW  PASSE,  HOW  EARLY  2003  MY 
fiking  was.  I  had  figured  CEOs  still  might  be  a  little  touchy  on 

topic  of  technology,  still  chewing  Rolaids  tablets  and  exhort- 

their  CIOs  to  shred  costs.  So  what  I  learned  a  few  weeks  ago 
ile  playing  referee  for  a  panel  at  the  Microsoft  CEO  Summit 
ne  as  a  surprise. 

Michael  Marks,  Flextronics  "I  go  around  and  talk  to  people 
■rywhere  about  their  businesses.  People  are  much  more 
:imistic." 

Joe  Forehand,  Accenture  "As  the  economy  improves,  it's 
ing  to  be  all  about  the  customer  again.  If  we  want  to  win, 
're  going  to  have  to  win  the  battle  of  the  customer.  The  cost  of 
|uiring  and  servicing  customers  is  higher  than  ever.  Brand 
alty  is  at  a  lower  point  than  we've  ever  seen.  Technology 
jds  to  integrate  the  whole  marketing  cycle — marketing, 
inding,  sales,  customer  service  and  postservice  support.  We 
?d  true  insights  about  the  customer." 

KJaus  Kleinfeld,  Siemens  "If  1  have  people  sitting  in  Sweden 
o  specialize  in  oftshore  oil  drilling  and  I  have  a  customer  sit- 
g  in  Texas  who  wants  to  do  some  offshore  oil  drilling,  I  need 
nake  sure  that  the  data  flows  between  these  two  parties  in  the 
)rtest  time  possible.  Companies  have  to  tap  the  knowledge 
t  sits  with  every  individual.  There's  huge  potential  if  we  can 
that  and  do  it  quickly." 

Gubby  Barlow,  Premera  "The  CIO  has  to  be  as  much  involved 
the  strategy — to  figure  out  his  part  in  the  solution — ^s  the 
rketing  managers  and  the  CEO  are.  Everyone  in  your  com- 
ly  has  to  bring  the  solution  to  the  table  together." 

Forehand  "The  human  dimension  is  increasing,  not  decreas- 
.  We  had  a  survey  done  recently,  and  it  showed  that  one  of  the 
)  three  issues  businesses  face  today  is  the  competence  of 

worker.  We  spend  $500  million  a  year  just  in  training  our 
)ple.  We've  developed  some  technology  that  lets  us  do  sim- 
tions.  Think  of  Flight  Sim.  What  we've  found  is  that  the 
jntion  rate  from  simulation  is  about  75%,  opposed  to  25% 
m  classroom  work." 

Name  WTithheid  by  Request  "We  struggle  with  that  all  the  time, 
len  I  go  out  in  the  field,  I'm  always  appalled  by  how  little  our 
les  and  service]  people  know.  Is  it  a  failure  on  our  part  to 
in  them?  Do  we  just  not  have  smart  people?  I'm  disappointed 
;h  the  quality  of  the  people.  This  is  the  crux  of  the  whole 
)blem." 

Barlow  "I  think  you  can  use  technology  to  improve  the  qual- 
of  your  people." 

Brad  Anderson,  Best  Buy  "My  suspicion  is  that  what's  actually 
:re  is  underutilized  potential.  We  never  really  prepare  leader- 
p  to  deal  with  the  myriad  technological  solutions  available. 


You'll  get  smart  people  if  the  leader's  good." 

Kleinfeld  "We've  started  to  train  our  people  in  a  few  simple 
rules.  I  don't  want  to  see  an  e-maU  that  doesn't  have  a  subject 
line.  I  want  to  know  if  a  decision  needs  to  be  made  and  whether 
it's  urgent.  That's  number  one.  Number  two  is  that  I  want  the 
e-mailer  to  say  what  options  are  available  to  me.  I  want  a  clear 
description  of  the  situation,  in  understandable  terms.  The 
problem  with  e-mail  today  is  analogous  to  what  a  German 
philosopher  once  said:  T  didn't  have  the  time  to  write  you  a 
short  letter;  therefore,  it  has  to  be  a  long  one.'" 

Marks  "I  have  100,000  employees,  25,000  of  whom  are  knowl- 
edge workers.  I  write  an  e-mail  about  every  week  to  ten  days, 
distributed  to  everybody  in  the  world.  People  like  to  hear  from  me 
because  they  feel  I'm  talking  to  them  directly.  So  I  can  send  that 
e-mail  out,  and  within  about  24  hours  everyone  will  have  read  it. 
The  amazing  thing  is  how  I  can  change  the  direction  of  the  entire 
company  within  24  hours.  Ten  years  ago  I  couldn't  do  that." 

Anderson  "What  do  I  want?  A  device  that  provides  precise 
just-in-time  information  about  a  specific  customer  and  pro- 
vides just-in-time  learning  for  the  employee  so  that  we  can 
leverage  information  for  the  benefit  of  the  customer.That  would 
be  a  powerhouse  killer  app." 

Kleinfeld  "I  would  love  to  have  a  structure  for  just-in-time 
knowledge  and  one  for  just-in-time  access.  When  you're  out  in 
the  field  somewhere,  you  want  to  have  the  answer  right  there, 
right  away.  The  power  of  that  would  be  unbelievable." 

Forehand  "Microsoft  should  create  an  Xbox  for  the  business 
world  [general  laughter].  Seriously!  Start  with  that  in  mind — 
everything  is  included,  you  can  see  things  in  color  and  see  what's 
right  and  wrong.  Start  with  how  you  approach  Xbox,  and  tie 
that  to  business." 

What  did  these  CEOs  just  tell  us? 

One:  They  are  more  optimistic  than  they  have  been  for  30 
months.  True,  it's  a  guarded  optimism.  Flextronics  CEO  Michael 
Marks  put  it  this  way:  "Business  is  still  lousy,  but  I  am  not  solely 
focused  on  cutting  costs.  I'm  planning  ahead." 

Two:  These  CEOs  remain  believers  in  IT's  productivity 
potential.  But  they  carped  about  the  trend  of  creeping  tech  com- 
plexity. They  want  extreme  simplicity.  Take  a  page  from  your 
successful  games,  they  urged  Microsoft. 

Three:  Of  surprise  to  me  was  how  much  these  CEOs  talked 
about  knowledge  management.  In  fact,  this  tenet  was  universal 
at  the  Microsoft  CEO  Summit:  Smart  companies  will  prosper; 
the  rest  will  die.  CEOs  are  happy  to  buy  technology  that  makes 
their  employees  smart,  especially  about  customers.  r 


T->(r|l'f)£^C  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karigaard 
iLMHa^ihl  I  or  e-mail  him  at  publisher@forbes.com. 
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Confessions  of  the  World's  Most  Demanding  ClOs. 


In  a  word,  I  need     ^^ 
fasterbettercheaper/ 


"It's  what  travelers  want,  too.  Faster- better-cheaper  drives  our 
businesses — from  Travelocity  to  managing  vital  systems  for  the  world's 
airlines.  We  process  travel  transactions  by  the  hundreds  of  millions. 
Which  means  analyzing  billions  of  fare  combinations  across  countless 
route  alternatives,  and  doing  it  in  seconds. 

"HP  came  in  and  made  faster-better-cheaper  a  reality  for  us.  Their 
team  designed  an  open  solution  that  delivers  business  continuity  and 
horizontal  scaling  across  multiple  platforms.  High-end,  fault-tolerant 
resources  are  focused  on  critical  processes.  Other  tasks  get  passed  off 
to  cost-efficient  systems.  And  HP  is  accountable  for  it  all. 

"We've  doubled  productivity,  our  cost  of  ownership  is  way  down  and 
we  consistently  find  the  lov\^est  fare  more  often  than  our  competitors. 
Sum  that  up  in  one  word." 

Sabre  Holdings  demands  more  from  IT  and  HP  makes  sure  they  get  it. 


everything  is  possible 


www.hp.com/go/demandmore 
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Confessions  of  the  World's.Most  Demanding  ClOs. 
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dream.  IT  be 


"CIBC  requires  rock-solid  reliability.  Our  customers  trust  us  with 
llions  in  assets,  which  fuel  both  their  business  and  personal  ambitions 
ur  IT  has  to  ensure  their  money  is  secure  and  always  available. 
"We're  always  looking  for  ways  to  push  harder  and  get  more  out  of 

We  have  a  mixed  environment— from  handhelds  to  mainframes  — 
id  we  require  a  strategic  partner  to  make  it  all  work  together,  to 
oke  it  invincible. 

"HP  Services  came  in,  looked  at  our  entire  IT  environment,  <jnd 
gether,  we  designed  the  right  outsourcing  solution  that  cut  costs, 
ni+ed  risk  and  has  ultimately  made  us  more  ffexlble" 


irything  is  possible 


.www.hp.com/go/demandmor 
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MAKERS  ^  BREAKERS 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


Erbitux:  Nothing  Special 


$80      ImClone  Systems'  stock  price 


Martha  Stewart  and  Samuel  Waksal  must  be  wishing  they  had 
held.  Although  imclone  SYSTEMS  (35,  IMCLE)  remains  well  below 
its  2001  high,  it  has  lately  been  on  a  tear,  up  2.5  times  since 
February  Investors  are  betting  that  the  Food  &  Drug  Admin- 
istration will  approve  ImClone's  colon  cancer  drug,  Erbitux. 
New  research  results  suggest  that  the 
drug  does,  in  fact,  work,  at  least  some 
of  the  time. 

Not  so  fast.  Erbitux  is  only  mod- 
estly effective — it  shrinks  tumors  in 
only  23%  of  patients  when  combined 
with  chemotherapy,  and  it  hasn't  been 
proven  to  extend  Ufe.  This  limited  suc- 
cess will  probably  be  enough  to  get 
Erbitux  approved,  given  the  FDA's  new 
relaxed  stance  toward  cancer  drugs. 
That  doesn't  mean  the  drug  will 
become  a  big  seller. 

Pending  more  studies,  the  drug  is 


FDA  turns 
down  Erbitux 


"TTl 
6/29/01 


likely  to  be  approved  for  patients  who  have  failed  with  o 
therapies,  limitmg  its  sales  potential.  Also,  there's  competii 
AstraZeneca,  Amgen  and  others  are  racing  furiously  to 
Erbitux-like  drugs  that  are  more  convenient  to  use  and 
fewer  side  effects.  AstraZeneca's  Iressa — which  is  approvec 

lung  cancer  and  being  teste 
colon  tumors — is  a  pill,  w 
Erbitux  must  be  injected. 

Moneylosing  ImClone  h 
market  capitalization  of  $5.5  bi 
before  the  FDA's  2001  bomb; 
rejecting  the  first  applicatior 
permission  to  market  Erbiti 
which  got  Stewart  and  Waksal  i 
that  trouble  {seep.  46).  The  ma 
cap  is  $2.6  billion  now  and  stil'' 
high.  Short  the  stock  and  C(| 
at  $20. 

— Robert  Lang 


6/12/03 


Sporty  Utility 


The  once-staid  electric  utility  business 
has  been  through  lots  of  jolts  in  recent 
times:  deregulation,  the  California  energy 
mess,  Enron,  oil 
price  surges.  The  best 
of  the  bunch   has 

beenEXELON(60,EXC), 

which     enjoyed     a 

20.4%  annual  return 

(price  appreciation 

plus  dividends)  from 

1998  through  2002, 

versus  the  industry's  2.6%  average.  So 

says  an  analysis  by  James  Coyne  and 

Pre;.coit  Hartshorne  of  the  Lexecon  con- 

sultii;(3  jr  cup  in  Cambridge,  Ma.-s. 

Nevertheless,  Exelon  is  still  pretty 
cheap,  trading  for  ;  I  times  trailing  earn- 
ings, just  beK->.^  'he  utility  average. 
Chicago-based  -U  ^vhich  covers  the 
Northeast  and  :.!,  ;  ~t  .liso  has  a  solid 
balance  sheet  in  ar  ihu,:i)ted  'industry, 
with  total  debt  at  65%  of  capitt.;. 

Further,  says  DeutS'who  Ban;,  analyst 
James  Dobson,  Fjcelon's  e.n;iiiigs  -'rov^rth 
should  speed  up,  from  ;;r,  e ;.  i  v'cd  3.5% 
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this  year  to  8%  in  2004.  Exelon  should 
benefit  from  an  improving  economy, 
which  will  drive  up  energy  demand,  and 
robust  cost-cutting.      — Michael  Maiello 


Doughboy 


A  half-baked  company  is  on  the  rise, 
thanks  to  antitrust  problems,  interna- 
tional MULTIFOOOS  (22.  IMC)  bought  several 
Pillsbury  baking  lines — mixes  for  cakes, 
cookies,  pancakes — when  General  Mills 
acquired  Pillsbury  two  years  ago  and  had 
to  divest  some  assets  to  please  regulators. 
This  has  allowed  Multifoods  to  focus 
more  on  the  packaged-foods  business 
where  the  operating 
margins  (8%)  are 
higher  than  in  the 
languid  food  service 
distribution  opera- 
tions it  shed. 

After  Multifoods' 
restructuring  loss  of 
$2.37  a  share  last  year, 
William  Frels,  manager  of  the  Mairs  & 
Power  Growth  Fund,  expects  it  to  earn 
$1.70  a  share  in  the  2004  fiscal  year,  for  a 


Stock  price 

S2Q 


projected  price/earnings  multiple  ol 
— Christopher  Hel 

All  That  Glitters 

Gold's  price  has  shone  lately,  up 
since  last  year  to  $358  per  ounce 
have  gold-mining 
stocks  like  Canada's 
Barrick.  But  one  gold 
outfit  has  seen  its 
American  Deposi- 
tary Receipts  slump 
11%  in  2003— 
Johannesburg-based 
GOLD  FIELDS  LTD.  (13,  CFl).  A  big  reason: 
South  African  rand,  like  the  euro  ( 
unlike  the  Canadian  loony),  has  dim 
against  the  U.S.  dollar,  raising  G 
Fields'  costs  in  dollar  terms. 

Someday  the  buck  will  recover.  M< 
while.  Gold  Fields  has  good  revenue 
earnings  growth,  plus  a  strong  bala 
sheet  with  $224  million  cash.  Rol 
Rack,  president  of  Schaeffer's  Investir 
Research,  notes  the  dividend  yield 
hearty  3.1"    and  the  P/E  is  1 7. 

— Emily  Lam 
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American  Inspiration 


the  proud  tradition  of  inventors  in  tracked  earnings  acceleration  patterns  for  thousands  of 

ages  and  attics,  we  offer  a  bathtub.  companies  instantly.  That  was  1969.  While  most  people  still 


saw  computers  as  science  fiction,  he  thought  using  them 


s  late.  Our  founder's  wife  was  sleeping.  His  mind,  on  would  give  our  investors  an  advantage.  Today,  we  manage 

)ther  hand,  was  racing.  So  he  tiptoed  to  their  hotel  over  $65  billion  in  assets.  But  this  story  still  defines  our 

room,  stepped  into  the  tub  and  wrote  the  computer  approach  to  growth  investing.  And  what  we  do  when  an 

;ram  that  changed  the  way  we  manage  money.  It  idea  hits  us.  Even  when  the  rest  of  the  world  is  fast  asleep. 


all  1-877-44-AMCEy  jr  visit  mmvjimeriaincentury.com  to  obtain  a  prospectus  with  tnore  complete  infor- 
includmg  charges,  .-.aenses  and  mimmunis.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money, 
n  Century  Investme.'    Services,  Inc.  ©2003  Anterican  Century  Services  Corporation 


American 
Century. 

Investment  Managers 


ON  MY  MIND 


By  Austan  Goolsbee,  economics  Professor  at  University  of  Chicago  Graduate  School  of  business 


H&R  Block's  Nightmare 

Want  to  help  the  poor?  Don't  cut  their  taxes.  Do  their  tax  returns  for  them  instead. 


because  the  rich  tend  to  pay  most  of  the  income  tax  in 
the  U.S.,  it  is  hard  to  cut  taxes  in  a  way  that  helps  poor  peo- 
ple— witness  the  debate  over  whether  to  extend  the  child 
credit  to  families  that  pay  no  income  tax.  But  there  is  an  al- 
ternative, once  you  start  including  the  weighty  costs  of  doing 
a  tax  return  as  part  of  the  tax 
burden.  People  have  to  either 
spend  many  hours  filling  out 
forms  and  following  arcane  in- 
structions or  pay  someone  to  fill 
the  forms  out  for  them.  These 
costs  are  just  as  real  as  the  tax  li- 
ability shown  on  the  1040,  but 
since  they  don't  appear  in  the 
government  budget,  they  tend  to 
be  ignored.  They  shouldn't  be. 
Joel  Slemrod  at  the  University  of 
Michigan  has  calculated  that 
complying  with  the  income  tax 
costs  us  more  than  $80  billion 
per  year. 

The  burden  of  complying  is 
especially  high  at  the  bottom  of 
the  income  distribution,  where 
people  frequently  have  poor  edu- 
cational backgrounds,  aren't 
adept  at  numerical  calculations 
or  do  not  read  English  well.  The 
best  way  to  reduce  the  tax  burden 
for  the  poor,  without  costing  the 


"Let  their  taxes  be  computed  automatically  using 
data  the  IRS  already  has.  Doing  this  just  for  the 
simplest  returns  could  save  the  poor  billions." 


represents  a  burden  as  big  as  a  tax  raising  $1  biUion. 

That  calculation  assumes  that  the  filers  do  the  work  them 
selves.  The  truth  is  that  close  to  half  of  them  go  to  a  paid  tax  pre 
parer,  and  many,  short  of  cash,  take  out  a  loan  against  thei 
refund.  These  loans  carry  effective  interest  rates  as  high  as  650% 

The  result  is  that  low-incomi 
people  end  up  paying  an  average 
of  $150  to  fill  out  the  forms  anc 
get  a  refund.  The  irony  is  that,  fo 
millions  of  these  people,  all  of  th 
information  that  the  preparer  i 
filling  out  for  them  is  already  oi 
file  at  the  IRS. 

Instead  it  should  work  liki 
this:  If  you  have  only  one  job  anc 
a  low  income,  your  employe 
would  give  you  not  a  W-2  but 
filled-out  1040EZ.  You  would  sigi 
it  and  be  done.  The  IRS  ahead] 
has  the  information,  so  you  coulc 
get  your  refund  right  away.  If  yoi 
owed  money,  it  could  come  ou 
of  your  next  withholding  or  yoi 
could  mail  in  the  check.  If  neec 
be,  people  could  qualify  by  certi 
f)^ing  in  advance  that  they  havi 
only  one  job,  no  dependents,  nc 
capital  gains  income  or  whateve 
else  the  IRS  deems  necessary! 
Once  you  qualified,  you  woulcl 


government  much  money,  would  be  to  make  it  so  that  as  many     have  to  fill  out  a  tax  return  only  if  you  switched  categories  o 
people  as  possible  don't  have  to  file  tax  returns  at  all.  Let  their      acquired  other  sources  of  income. 


taxes  be  computed  automatically  using  information  the  Internal 
Revenue  Service  already  has.  Doing  diis  just  for  the  simplest  tax 
returns  like  the  1040EZ  could  save  millions  of  low-income  tax- 
payers a  collective  sum  in  the  billions  of  dollars  each  year. 

The  EZ  forms  are  meant  to  reduce  the  comphance  bur- 
den on  people  with  less  than  $50,000  of  income  who  receive 


Even  if  we  restricted  the  no-filing  program  to  single  people  o: 
to  married  people  where  at  least  one  spouse  doesn't  work  (tc| 
avoid  matching  of  family  W-2s  across  employers)  and  left  ou 
people  with  kids  (to  avoid  earned-income  tax  credit  issues),  esti' 
mates  are  that  as  many  as  12  million  returns  would  qualify.  This  I 
would  be  the  equivalent  of  a  tax  cut  worth  billions,  but  i 


their  money  as  wages  and  sn' nil  amounts  of  interest.  Last  year      wouldn't  cost  much  revenue.  For  employers  already  handing  ou 


people  filed  over  20  million  f)40EZs.  But  how  easy  are  they 
for  someone  without  a  high  .chool  degree?  While  the  I040EZ 
has  only  13  lines,  the  instruction  booklet  is  32  pages  long. 
The  IRS'  own  estimate  (almost  certamly  underestimated)  is 
three  hours  and  43  minutes  to  fill  out  the  l(  lEZ  form.  If  these 
filers  arc  worth  even  $12  an  hour  in  the  w(m  '    bee,  the  EZ  form 


computer-generated  payroll  stubs,  the  burden  would  be  minimal  j 
Once  people  see  how  much  more  convenient  it  is  to  b«l 
return-free,  they  might  motivate  Congress  to  simplify  the  tas 
code  so  that  more  taxpayers  could  .njoy  return-free  filing.  It'il 
H&R  Block's  nightmare — but  would  Vt  it  be  nice  if  Apr.  15  were 
just  a  regular  day? 
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The  all- 


new  ^2;0j|4 


Aluminum  makes  it  lighter.  Lighter  makes  it  faster.  Faster  makes  it  Jaguar. 


f.>> 


all-new  200^'>:J.  Stronger.  Faster.  Safer.  Smarter.  Its  the  first  time  a  luxury  sedan 
been  built  wi«|  an  aluminum-intensive  monocoque  structure.  This  structure  employs 
same  rivet-b|l>cling  technology  found  in  aerospace  construction.  Together,  they  make 
3n  XJ  that  isjghtweight.jet  structurally  rigid.  Fuel  efficient,'  yet  agile.  To  learn  more 
,r  tho  y  iR-a«Hx/qnc6d  al|minum  body,  visit  jaguarusa.com/2004xj. 
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Leonard  P.  Bergstrom 

f'    IT  MEASUREMENT 
II  .^Jfc  AND  MANAGEMENT 


vms\ 


Dr.  Howard  RubirT 


Finding  the  Best  Path 


In  today's  tightly  budgeted  business  environment,  it's  no  longer  enough  to  simply  measure  dashboard  performanc 
IT  systems.  Effective  managers  are  eschewing  backward-looking  technical  Service  Level  Agreements  (SLAs)  in  favc 
Key  Performance  Indicators  (KPIs)  that  more  clearly  show  strategic  business  value.  Yet  design  and  implementatio 
effective  measurements  can  be  a  tricky  undertaking.  In  this  month's  discussion,  two  top  IT  measurement  experts 
sider  some  of  the  major  issues. 


Leonard  P.  Bergstrom  is  the  founder  of  IT  Measurement  Services 
at  Gartner,  where  he  is  senior  vice  president.  He  is  best  l<nown  as 
the  originator  of  the  first  internal  IT  measurement  program. 
Dr.  Howard  Rubin  is  executive  vice  president  of  META  Group.  He 
is  considered  a  pioneer  and  thought  leader  in  IT  measurement, 
which  links  IT  and  business  performance,  and  in  scorecard  design. 

An  IT  annual  report  could  be  a  potential 
deliverable  in  this  effort. 

—  Leonard  P.  Bergstrom 

Leonard  R  Bergstrom:  Measurement  services  today  need  to  fully 
address  the  issues  of  efficiency,  effectiveness  and  innovation  to 
truly  deliver  real  business  value  and  assure  IT's  contribution  to  the 
bottom  line.  This  ability  to  answer  the  questions  "How  valuable  is 
IT?"  and  "What  is  its  value  to  the  business?"  is  essential,  Howard. 

Dr.  Howard  Rubin:  And  because  technology  is  now  woven  into  the 
fabric  of  an  enterprise,  measurement  needs  to  address  both  for- 
ward-looking leading  indicators  and  historical  lagging  indicators.  It 
must  also  take  on  new  dimensionality  in  terms  of  current  position 
(performance),  direction  (trends)  and  velocity  (rate  of  change). 

LPB:  My  primary  role  the  last  few  years  has  been  helping  compa- 
nies create  overall  performance  management  programs  with  link- 
age to  business  results  through  the  Gartner  Business  Performance 
Framework  and  Total  Value  of  Opoortunity  (TVO)  methodology 
We're  also  looking  at  the  best  way  t,  establish  an  "IS  Company" 
which  runs  IT  as  a  business  within  a  '  >  isiness.  An  IT  annual  report 
could  be  a  potential  deliverable  in  this  r-ffort. 

HR:  The  annual  report  is  a  good  idea,  but  right  now  the  tempo  is  so 
fast  that  you  really  need  sometfi'ng  more  frequent.  Strategic  realign- 
ment, budget  adjustment  and  technology  deployment  are  happening 
every  three  months,  so  it  makes  sense  to  have  quarterly  IT  reports. 


LPB:  Part  of  this  transition  means  that  "marketing"  the  IT  in\, 
ment  is  an  important  new  function.  The  IT  report,  whether  an 
or  quarterly  is  the  ultimate  marketing  vehicle  to  tell  enterp 
stakeholders  to  "hold  my  IS  stock"  as  it  will  increase  in  value 
produce  dividends. 

HR:  Some  may  call  that  marketing,  but  I  consider  it  a  basic  IT  I 
ness  competency. 

LPB:  We've  also  seen  a  trend  for  scorecards  to  include  more  e; 
nal  comparisons  so  that  metrics  are  viewed  in  light  of  industry, 
geography,  complexity,  peers  and  standards,  as  well  as  bes 
class  comparative  positioning. 

HR:  Yes,  but  we  haven't  taken  it  far  enough.  Technology  pei 
mance  is  volatile  right  now.  A  competitor  can  make  a  chang 
investment  strategy  in  a  week,  a  month  or  a  quarter,  so  the  b 
practice  scorecards  now  use  real-time  benchmarking. 

But  right  now,  the  tempo  is  so  fast  that 
you  really  need  something  more  frequent 

—  Dr.  Howard  Rubin 

LPB:  The  bottom  line  is  that  sophisticated  measurement  ( 
necting  IS  activities  to  business  results  is  no  longer  optio 
especially  as  IT  becomes  more  and  more  integrated  into! 
enterprise.  Performance  management  has  become  a  new  d 
pline  that  leaders  at  all  levels  in  the  enterprise  need  to  embn 

HR:  The  bottom  line  to  me  is  managing  the  enterprise's  IT  inv 
ments  in  alignment  with  business  goals  —  assuring  that  exis 
and  past  investments  are  producing  the  expected  yield.  From : 
to  2003,  we've  seen  IT  organizations  'ake  big  budgetan/  hits, 
chief  financial  officers  are  saying,  "\'\\  spend  money  if  you 
me  the  value." 


UNISYS 

Imagine  it.  Done. 


Bv  Michael  Roney 


For  the  full  debate,  go  to 

www.unisyp.com/experts/lpbvst     :r 

www.forbes  com/specialsectior     i  lisys-itmeasuremen 
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How  secure  is  secure? 
Ve  help  uncover  the  cyber 
isks  so  AIG  can  provide 
nore  cyber  insurance       ^ 


han  anyone  else. 


Systems  Integration 


Outsourcing. 


Infrastructure. 


Server  Technology. 


Consulting. 


extortion.  How  do  you  provide  insurance  for  these 
new  and  devastating  threats?  You  understand  them 
first  -  and  work  with  a  partner  who  could  uncover  a 
broad  range  of  security  and  technology  gaps. 


scurity  and  techn( 


Done: 


llG's  eBusiness  Risk  Solutions  Group  partnered 
with  Unisys  and  leapt  together  into  cyber  protection. 
Today,  AIG  eBRS  provides  most  of  the  world's 
network  security  and  cyber  insurance.  And  Unisys 
integrates  planning  and  protection  for  a  broad 
range  of  needs  like  privacy.  Identity.  Collaboration. 
Business  Continuity.  Infrastructure.  Our  holistic 
approach  is  one  reason  why  Unisys  has  been 
awarded  IT  security  integration  for  U.S.  airports. 
Can  we  help  you  identify  security  gaps?  Call  us. 


Security  with  precision  thinking  and  relentless 
execution  to  dflve  your  vision  foryyferd.  4 


iim 

Imagine  Ifbone. 

www.unisys.c6m/security     800.874.8647  x372 

Insurance  underwritten  by  member  companies  of  American 
International  Group.  Inc.  (AIG).  ©  20m  Unisys  Corporation. 
Unisys  is  a  registered  trademark  of  Unisys  Corporation. 
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MARCH  4,  2002 


Polo's  Match 


WALL 
STREET 


dtimiHicdtu   : 
lltmltlllielKkL:    ; 


UPPPMil 


A  year  after  we  put 
Ralph  Lauren  on  our 
cover,  the  Bronx- 
bred  designer's  bitter 
licensing  dispute  is  over- 
shadowing a  recent  53% 
leap  in  the  last  quarter's 
profits  at  Polo  Ralph  Lau- 
ren. As  we  noted  in  our 
June  9  issue,  Polo  wants  to 
grab  back  its  agreement 
with  Jones  Apparel  Group 
to  make  the  popular  Lau- 
ren line  of  clothing.  The  charge:  underperformance  by  Jones  on  an  entirely  dif- 
ferent line,  called  Ralph.  In  early  June,  Jones  filed  a  $550  million  breach  of  con- 
tract suit  against  Polo  in  State  Supreme  Court  in  New  York.  Polo  promptly 
countersued.  Polo's  stock  slid  to  $24  on  the  news,  though  it  rebounded  to  $26, 
where  it  is  today.  That  means  that  shares  are  still  below  where  they  were  when 
the  stock  went  public  in  1997,  with  a  multiple  below  14.  Jones'  shares  are  far- 
ing better.  Merrill  Lynch  rated  it  a  buy  after  the  suits  were  filed,  and  the  stock 
jumped  6%  to  $30.  — Phyllis  Berman 

MAY  26,  2003 

Satellite  Comes  Back  to  Earth 

In  our  recent  feature  on  Cablevision  Systems  we  called  founder  and  Chairman 
Charles  R  Dolan's  plan  to  start  a  direct  satellite  service  a  starry-eyed  dream. 
Wisely  son  and  Chief  Executive  James  Dolan  decided  in  June  to  spin  off  the  satel- 
lite business  to  Cablevision  shareholders  later  this  year.  The  new  arrangement 
fi-ees  up  the  core  company's  ongoing  entertainment  empire,  which  includes  3 
million  cable  subscribers,  professional  sports  teams  and  cable  channels,  to  con- 
tinue cutting  costs  and  reducing  its  debt.  Led  by  the  elder  Dolan,  the  new  satel- 
lite venture  will  receive  seed  money  fi-om  Cablevision  but  raise  its  own  capital.  On 
the  day  the  spinoff  was  announced,  Cablevision  stock  rose  13%.   — Brett  Pulley 


JUNE  10,  2002 

Rollin'  on  the  River 

A  year  ago  we  said  that  MGM  Mirage  owner 
Kirk  Kerkorian  was  the  odds-on  favorite  to 
bu  n]  a  $200  million  riverboat  casino  in  sub- 
urtv  ',;(>mont  near  O'Harf  Airport.  The 
deal  tcii  '  .■'■irh,  and  the  license  is  still  up  for 
grabs.  Bu  budget  crunch  !uis  caused 

Chicago  ^l  ;iid  M.  Daley  to  rethink 

his  long-heiti    ;  to  locating  a  land- 


!???!*=??- 


based  casino  do  - 
city  would  have  \o  - 
one  else  like  MGM  N.' 
manage  it.  Among  th. 
Chicago  River  where  Don.i 
Sun-Times  Building  and  erect 


c's  a  twist:  The 

i(\  but  some  

presumably    ^'"^  soon?  Sun-Times  Building. 

uiuned  are  the  South  Loop,  or  along  the 
i  ump  wants  to  rip  down  the  current  Chicago 
n  (-(Tice  tower.  —MarkTatge 


siitLaciks^ 


19,  1918 


America  the  Beautif  I 

States  can  celebrate  this  Fourth  of  ^ 
deeper  pride  than  was  ever  possible  before.  I 
place  among  the  peoples  of  the  earth  is  higti 
than  at  any  previous  moment  in  our  history.  T 
nobility,  the  majesty  of  our  purpose  is  recogniz 
in  every  civilized  land.  Our  strength  has  beet 
revelation  even  to  ourselves.  Could  our  for 
fathers  who  signed  the  Declaration  of  Indepei 
dence  behold  the  United  States  of  today,  and  s 
not  only  its  material  might,  but  its  exaltedness: 
spirit  and  purpose,  they  would  feel  that  they  h! 
not  lived  and  dared  and  fought  in  vain. 

25  YEARS  AGO  IN  FORBES       -^Q^^^ 

Adding  Oil  to  the  FfHpdc 

WT'  ..-^mnattsm    of  a  traffic  cScinr^ov 

town  Shiraz,  about  \< 
miles  inland  from  the  P  • 
sian  Gulf  in  southweste 
Iran,  there  stands  a  cc: 
Crete  obelisk  five  stoi 
high,  topped  by  an  et 
"HJ    nal  flame.  Surrounded 
Iran  struggling    rosebusi 

and  parched  crabgrass,  the  obelisk  is  simpi 
monument  to  oil  and  gas.  Its  very  shabbiness  n 
be  symbolic.  The  Shah  of  Iran,  one  of  the  main  i 
lars  of  U.S.  petropolicy  and  producer  of  10%  of  t! 
world's  oil,  is  in  trouble— but  not  because  of  si 
dent  and  religious  riots.  He  is  in  trouble  becan 
the  $85.1  billion  in  oil  money  that  has  poured  ii  • 
his  economy  since  1973  cannot  build  a  self-si' 
taining  industrialized  economy  before  oil  expo 
vanish. 

20  YEARS  AGO  IN^^ 

Lower  Tax  PaiimnH^ax  reductic 

enacted  in  1981  had  been  made  effective  at  on 
(only  the  maximum^ate  was  brought  down  in  c 
step),  instead  of  brfKg  staggered  over  27?  yea 
David  Stockman's  revenues  would  have  br 
beefier  British  Prime  Minister  Margaret  Thatci 
put  in  smaljer,  but  in3|nediate,  income  tax  reducfic 
in  1979,  ai|^  Britain'djncome  tax  revenues,  despii  || 


founding  "fireasury  (§icik\s.  Too  bad  the  Administ 


including  the  tax  ^dtor,  comes  out  ahead. 
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aven't  heard  we  make 
e  world's  most  powerful 
t  engine? 


ihh.  We're  keeping  it  quiet. 


jtl^B^ 


nks  to  an  ingenious,  composite  front  fan,  the  innovative 
)0-115B  combines  record-setting  high  power  with  remarkably 
noise.  You  might  say  it's  broken  a  new  kind  of  sound  barrier. 

t  ge.com  to  learn  more. 


imagination  at  work 


Samuel  Waksal  got  seven  years  in  prison,  but  prosecutors 
could  have  a  much  tougher  time  locking  up  Martha  Stewart. 


BY  MICHAEL  FREEDMAN  ^m  EMILY  LAMBERT 


rVENTHEOMINr 
Martha  Stewai  t  1..   • 
ImClone  founder  Sa 
years — without  parole 
ritic.s  fraud  and  obstruv 


KLINES,  THE  CASE  AGAINST 

ill  locked  up.  Her  pal, 

Waksal,  just  got  seven 

.harges  including  secu- 

oi.    f  justice.  But  he  was 


busted  the  old-ta.shioned  \^  .-  He  illegally  sold 
ImClone  shares  on  material  -pnublic  ii  irmalion  that  was 
about  to  kill  the  stock. 

The  case  against  Martha  Stew,i,t  wi!)  be  tougher  to  make. 
Securities  lawyers  say  the  two-prr>„;.,, ,]  attack— a  five-count 
federal  criminal  case  and  a  >,ivii       it  by  the  Securities  & 


Exchange  Commission — would  extend  securities  laws  furtb 
than  ever  before,  in  terms  of  who  is  an  insider  and  what 
insider  information.  The  Martha  mess  is  the  first  time  the  SI 
has  slapped  an  insider  charge  on  someone  who  merely  got 
tip  from  a  broker  regarding  a  chief  executive's  stock  sal 
Another  apparent  first:  The  U.S.  AMorney's  Office  has  accuse 
someone  of  securities  fraud — whiUi  could  land  Martha  in  tl 
slammer  for  ten  years — for  denyin;;  wrongdoing.  Even  the  SI 
didn't  take  this  step.  "It's  definitch-  pushing  the  envelope  i 
both  the  civil  and  criminal  cases'  says  Roberta  S.  Karmel, 
former  SEC  commissioner. 
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Prosecutors  first  pursued  an  ironclad  case:  that 
Waksal  tipped  off  Stewart,  before  the  news  broke, 
that  the  Food  and  Drug  Administration  had  dealt  a 
setback  to  an  ImClone  cancer  drug,  prompting  her 
to  dump  3,938  shares  and  avoid  a  $45,000  loss.  The 
case  bound  for  trial  is  fuzzier:  that  a  broker  assistant 
told  her  Waksal  was  selling  his  stock;  that  Martha 
knew  this  disclosure  violated  rules  at  the  broker's 
firm,  Merrill  Lynch,  but  sold  her  stock  anyway;  and 


that  she  lied  and  altered  evi- 
dence to  cover  it  up.  Some  key 
questions: 
Was  it  insider  trading? 

Most  likely,  no.  Most  cases 
involve  a  director  or  other 
insider  trading  on  material 
nonpublic  information,  or  a 
direct  tippee  who  heard  from 
a  real  insider.  Stewart  was 
merely  a  stock  owner  tipped 
by  her  broker;  and  the  tip — 
that  Waksal  was  selling — 
I  wasn't  so  material  as  to  require 

^  instant  disclosure.  Thus  the 

l^k.        SEC  must  resort  to  the  more 
^v  i  I       tenuous  theory  of  "misappro- 
priation," based  on  a  1987 
"  U.S.  Supreme  Court  ruling 

against    VVa//  Street   Journal 
reporter  R.  Foster  Winans.  It 
lets  the  SEC  charge  outsiders  if 
they  knowingly  breached  a 
duty  of  confidentiality  to  the 
owner  of  the  information.  To 
beat  Martha  the  SEC  must 
prove  that  the  Waksal  tip  was 
material    and    that   Stewart 
knew  it  violated  Merrill  policy 
and  was  "stolen"  from  the 
firm.      "That's      really      a 
squeaker,"  says  Michael  Mal- 
loy,  a  former  counsel  to  the 
SEC.  "This  is  way  out  on  the 
;e  of  misappropriation  law.  She  could 
,  'Look,  he's  my  broker — he's  supposed 
idvise  me.'" 
she  lie  to  investigators? 
Maybe,  but  the  evidence  is  far  from 
id  in  two  of  the  most  significant  claims 
he  indictment.  U.S.  prosecutors  didn't 
a  criminal  insider  charge,  instead  going 
:r  Stewart  for  an  alleged  fib:  saying  she 
i  told  her  broker  to  sell  her  ImClone 
Iding   if  the   stock  fell   below  $60. 


Cover  (up)  Girl 

Martha  Stewart  is  an  expert  at 
patching  holes  in  walls  and  jeans, 
but  prosecutors  say  she  did  a  poor 
job  covering  up  her  alleged  misdeeds.  And 
proving  obstruction  of  justice  is  an  easy 
alternative  when  prosecutors  can't  nail 
someone  for  the  original  offense.  How  could 
Martha  have  missed  it?  It's  always  the 
cover-up  that  kills  you. 


BILL  CLiNTpN  was  impeached  over  a  lie, 
after  insisting  he  "did  not  have  sexual 
relations"  with  intern  Monica  Lewinsky. 
RICHARD  NIXON  resigned  the  presidency 
after  the  lid  was  blown  on  cover-ups  of  both 
illegal  fundraising  and  a  burglary  of  the 
Watergate  complex. 

LT.  COLONEL  OLIVER  NORTH  tried  tO 

destroy  thousands  of  documents  proving 
the  Reagan  Administration  sold  weapons 
to  Iran  to  fund  Nicaraguan  rebels.  North 
was  fired,  but  a  legal  conviction  was 
overturned. 

ARTHUR  ANDERSEN'S  business  failed 
after  the  Justice  Department  accused  it  of 
destroying  thousands  of  documents  in  the 
Enron  debacle. 

CARDINAL  BERNARD  LAW  was  the  most 
prominent  prelate  to  resign  after  news  broke 
that  the  Catholic  Church  had  tried  to  keep 
systemic  molestation  under  wraps.     —El. 


Prosecutors  make  much  of  hand-scrawled  notes  fi-om  her  bro- 
ker, Peter  Bacanovic,  and  assert  that  he  wrote  up  a  worksheet 
and  then,  one  month  later,  used  a  different  ballpoint  pen  to  add 
"@60"  to  reflect  the  ImClone  cover  story. 

But  forensics  experts  say  it  will  be  virtually  impossible  to 
prove  the  "@60"  was  added  at  a  later  time.  And  prosecutors  also 
must  prove  the  note  was  made  to  conceal  the  real  reason  for  her 
trades.  The  indictment  also  claims  Stewart  obstructed  the  inves- 
tigation by  changing  the  "re:"  line  on  a  phone  log  to  be  less 
incriminating.  It's  damning  evidence — but 
later  Stewart  had  her  assistant  restore  the 
original  message. 
Did  she  commit  securities  fraud? 

Probably  not,  and  this  count  is  the 
wildest  reach,  likely  the  first  time  someone 
has  been  so  charged  simply  for  claiming  in- 
nocence, says  Robert  Mintz,  a  former  U.S. 
prosecutor  now  at  McCarter  &  English. 
"Generally,  simply  denying  criminality  has 
not  been  something  that  defense  lawyers  had 
to  be  concerned  would  later  be  the  basis  it- 
self for  criminal  charges,"  he  says. 

Prosecutors  say  Stewart's  repeated 
claims  of  innocence — including  a  statement 
she  read  at  an  investor  conference  on  June 
19,  2002 — were  lies  aimed  at  defrauding 
investors  by  boosting  the  stock  price  of 
Martha  Stewart  Living  Omnimedia.  For 
Stewart,  this  is  the  most  damaging  charge, 
carrying  a  hefty  prison  sentence  that  other- 
wise might  have  scared  her  into  settling.  Yet 
prosecutors  will  be  faced  with  the  tough 
task  of  proving  that  her  statements  alone 
affected  the  stock  and  that  her  comments 
were  a  deliberate  attempt  to  manipulate  the 
price  and  not  just  a  declaration  of  inno- 
cence. If  they  succeed,  enormous  conse- 
quences loom  for  other  executives:  Any 
executives  of  publicly  held  companies 
embroiled  in  scandal  could  be  at  risk  if  they 
denied  wrongdoing — even  if  they  were 
indeed  innocent. 

Martha  Stewart  is  punching  back.  She 
rejected  a  settlement  when  the  U.S.  Attor- 
ney's Office  insisted  she  had  to  admit  to 
lying.  Now  she  is  banking  on  popular  sup- 
port. Since  the  indictment  was  handed  up 
on  June  4,  9  million  people  have  visited  her 
new  Web  site,  marthatalks.com — replete 
v/ith  a  picture  of  Stewart  hugging  her  chow 
chows.  Paw  Paw  and  TaTu.  "I  want  you  to 
know  that  I  am  innocent,"  she  writes — per- 
haps risking  an  additional  fraud  charge — 
"and  that  I  will  fight  to  clear  my  name."  F 
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Price  War 

Too  many  car  factories 
chasing  too  few  customers 
—and  no  end  in  sight. 

BY  JOANN  MULLER 


THE  BIG  THREE  AUTOMAKERS 
continue  to  cut  prices,  and  yet 
they're  selling  fewer  cars.  As  the 
folks  at  DaimlerChrysler  have 
discovered,  that's  a  moneylosing  propo- 
sition. Its  Chrysler  unit  announced 
recently  that  it  expects  a  second-quarter 
loss  of  $1.2  billion. 

Where  does  it  end?  Detroit  automak- 
ers are  optimistic  that  a  bevy  of  new 
products,  along  with  an  economic 
rebound,  will  boost  demand  and  let  them 
trim  the  rebates  and  cheap  financing  diat 
have  gored  profits. 

Don't  count  on  it.  For  consumers  the 
past  few  years  have  already  been  an  excel- 
lent time  to  buy  a  car — so  there's  little 
reason  for  a  surge  in  demand  for  Detroit 
vehicles  now. 

Chrysler  was  counting  on  its  widely 
praised  Pacifica  sports  wagon,  first 
offered  in  March,  to  demonstrate  that 

smart  vehicles  will  draw  buyers  „ .    . 

r        r     ■  T  ,      .„  "  'oo'<s  could  sell: 

away  fi-om  foreign  cars.  It's  stiD  Chrysler's  Pacifica 

early,  but  so  far  sales  are  a  dis-  is  moving  slowly. 


appointing  4,800;  and  Chrysler  is  offering 
small  incentives  on  the  $31,000  car. 
Chrysler  Group  Chief  Executive  Dieter 


Zetsche  says  he  expects  Pacifica  sales  to 
pick  up  this  summer,  once  new  advertis- 
ing kicks  in,  but  adds:  "Certainly,  this 
focus  on  price  isn't  helpful." 

Detroit  has  other  appeaHng  products 
in  the  pipeline:  GM's  Cadillac  SRX  and 
Chevrolet  Equinox  crossover  vehicles,  for 
instance,  and  Ford's  Five  Hundred  and 
Futura  sedans.  But  foreign-based  brands 
have  equally  appealing  models  coming, 
such  as  Nissan's  Titan  pickup,  BMW's  X3 
compact  Sport  Utility  Vehicle  and 
Honda's  as  yet  unnamed  pickup-sport 
utility  truck.  It  doesn't  seem  likely  that 
the  foreign  share  of  the  U.S.  market — 
39.7%  through  May — will  decline. 

And  the  foreigners  don't  have  to  cut 
prices  as  much  to  sell  vehicles.  Asian 
models  carried  an  average  discount  of 
$1,197  in  May  compared  with  $3,655  for 
General  Motors,  Ford  and  Chrysler. 

Some  of  that  pricing  pressure  could  be 
relieved  if  Detroit  closed  a  few  more  fac- 
tories. Ford  has  already  said  it  intends  to 
shut  five  plants,  and  analysts  beheve  GM 
wants  to  close  two.  Chrysler  recently  can- 
celed plans  to  build  a  new  factory  in 
Canada.  "Now  is  not  the  time  to  be  adding 
new  capacity"  says  Zetsche.  Au- 
tomakers  will   take   up   the 
thorny  issue  of  plant  closings  in 
contract  talks  with  the  United 
Auto  Workers  later  this  year. 
Short   of  higher   de- 
mand— or  lower  sup- 
ply— is    there 
anything  that 
would  en- 
able 


Call  the  Mechanic 

The  vital  signs  for  the  domestic 
makers— General  Motors,  Ford 
and  Chrysler  Group-are  weakening 
badly,  especially  against  imports. 
Market  share  is  stiding ... 


80%  Market  share 


Domestics 
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...  even  though  the  companies  are 
slashing  prices  by  nearly  $4,000  per  car. 


$4,000 


3,000 


2,000 


1,000 


GM     Chrysler    Ford     Nissan   Toyota    Honda 


...  while  they  grapple  with  enormous 
pension  and  heahh  care  liabliities .. 


Pension/HC  liabiiity 
Market  cap 


nil 

Toyota      GM       Ford     Daimler  Nissan    Honda 
Chrysler 


...  all  of  which  keep  investors  away  fromj  j 
a  decaying  industry.  '" 


80% 


Price-to-sales  r. 


Toyota   N 


Honda  Daimler     Ford       GM 
Chysler 

fi  NATHAN  FAHEY 
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[JB§  Warburg  UBS  PaineWebber  UBS  Piivate  Banldng  UBS  Global  Asset  Management 

One  belief 

One  team 

One  focus 

now 

one  UBS 


Wealth  management,  asset  management, 
investment  banking  -  there  are  many  faces  to 
our  business.  But  at  its  heart  is  a  single 
intention  -  to  understand  your  needs,  so  we 
can  heljSyou  make  the  right  financial 
decisions.  With  that  in  mind,  we've  made 
a  change.  Not  to  our  commitment,  of  course. 
Nor  to  our  service,  or  the  people  who 
provide  it.  It's  just  that,  when  you  have  oniy" 
one  ^Im,  all  you  ever  really  ne^d  is  one  name. 
www.ubs.com  ' 


Wealth  Global  Asset        Investment 


Management       Management 


Bank 


UBS 
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Qiitfront 

carmakers  to  roll  back  their  profit-sapping 
incentives?  There's  the  doomsday  scenario, 
says  Merrill  Lynch  analyst  John  Casesa:  If 
the  price  war  persists,  the  Big  Three's  credit 
ratings  could  fall  to  junk  levels,  increasing 
their  cost  of  borrowing.  GM  and  Ford  then 
would  be  less  able  to  offer  attractive  deals. 
Trouble  is,  this  falls  in  the  "operation  was 
a  success,  but  the  patient  died"  category. 
More  plant  closings,  layoffs  and  weak  sales 
would  follow. 

'What's  more  likely  is  that  the  compa- 
nies will  muddle  along,  slashing  costs 
where  they  can,  until  GM — which  insti- 


Freddie's 


Chiefs  Ford,  Wagoner  and  Zetsche  can't  rev  up  profits. 


gated  the  price  war — decides  it  no  longer 
makes  sense.  "When  GM  feels  the  pain, 
the  industry  will  back  off  incentives,"  says 
Glenn  Reynolds  of  the  credit  analysis  firm 
CreditSights. 


The  others  don't  like  it 
they'll  go  along.  Says  Zetsc 
"This  is  reducing  the  marg 
for  all  the  participants,  withi 
creating  any  incremental  v 
ume  for  any  one."  Ford  Mc 
doesn't  see  an  end  to  the  pi 
war.  "So  far  it  is  profitable  foi 
to  go  after  the  incremental  u 
of  sales  in  the  U.S.  [with  incentives],"  s 
Chief  Executive  William  Clay  Ford 
"And  as  long  as  that's  still  the  case,  we  ^ 
continue  to  go  after  it." 
The  spiral  continues. 


■aw^y^-.     .-i-j^^ 


"It's  just  a  food  fight":  J.C.  Watts  is  the 
new  chairman  of  Freddie  l\flac's  torment 


mies 


Who  will  benefit  from  the  rucku 
the  home-mortgage  agency?  fd 
obscure jg^oup  backed  by  son 


ItJltHUUtRii 


uld  get  hoist  by  their  own  petard. 

STEPHANE  FITCH  WITH  ERINLKILLIAN 


THE  SPECTACULAR  MELTDOWN  OF  LEADERSHIP  AT  FREDDIE 
Mac,  the  gargantuan  buyer  of  home  mortgages,  seemed  to 
be  a  case  of  self-immolation  by  executives  there.  Who  in  his 
right  mind  would  willingly  admit  to  altering  accounting  diaries 
or  approving  golden  parachutes  fit  for  a  West  Afi-ican  dictator? 
Turns  out,  though,  that  someone  helped  pour  a  puddle  of  gaso- 
line under  the  besieged  quasigovernment  entity. 

That  someone  was  a  liule-known  group  in  Washington,  D.C. 
called  FM  Policy  Focus,  known  among  lobbyists  and  poHticians 
as  FM  Watch.  Founded  in  1999  wth  the  idea  of  keeping  Freddie 
Mac  an;  Fannie  Mae  honest,  the  .5^sociation  was  lavishly  sup- 
ported b>  the  likes  of  American  Ir  icrnational  Group,  General 
Electric,  J.P.  Morgan  Chase  and  Wei  ; .  rgo.  Tl^.e  backers  wanted 
to  keep  Fannie  and  Freddie  fi-om  gefi.  .g  into  other  businesses, 
like  mortgage  insurance  and  consume,  lending,  in  which  they 
had  a  big  stake.  The  FM  Watchers  also  evidently  had  'n  mind  that 
it  would  be  great  not  to  have  Fannie  ar.J  Freddie  competing  widi 
them  over  every  last  mortgage  securit>  a^'aUable  for  sale.  Backed 
by  their  AAA  credit  ratings,  die  two  Fs  have  leen  heavy  buyers  of 
these  securities,  financing  their  buys  with  de'ot  and  hedging  the 
transactions  with  complex  derivative  trades. 
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So  FM  Watch,  which  pays  lobbyi 
more  than  $2  million  a  year  to  work  on 
behalf,  became  a  sniper  in  the  press,  i 
pearing  in  600-plus  news  stories,  coj 
plaining  about  Fannie's  and  Freddie's  "rr 
sion  creep"  and  habit  of  buyi 
mortgage-backed  securities  in  gulpi 
quantities.  Its  most  stinging  (and  presciejj 
criticism  appeared  last  year  in  a  widely  c 
culated  report  citing  the  agencies'  dangi 
ous  "gamble  in  the  complex  derivati\ 
markets,"  comparing  the  strategy  with  b 
that  hastened  Enron's  collapse. 

"The  battle  has  become  so  poison 
on  both  sides  to  where  it's  just  a  fo( 
fight,"  says  J.C.  Watts,  the  former  Okj 
homa  congressman  who  became  chairman  of  FM  PoHcy  Foe 
after  the  report  came  out.  "I'd  like  to  change  the  tone." 

It  may  be  too  late.  Among  FM  Watch's  close  allies  in  t' 
House  of  Representatives  are  Connecticut  Republican  Christ 
pher  Shays  and  Massachusetts  Democrat  Edward  Markey,  wl 
cosponsored  legislation  to  repeal  Freddie's  and  Fannie's  exem; 
tions  from  registering  bonds  with  the  Securities  &  Exchai^! 
Commission.  Another  friend  of  FM  Watch,  Richard  H.  Baker 
Louisiana,  chairs  a  subcommittee  investigating  accounting  issu 
related  to  Freddie's  troubles  with  derivatives.  Momentum 
building  to  beef  up  oversight  of  the  Fs'  securities  buying  ai 
derivatives  trading,  and/or  demand  more  capital  for  the  activil 
Be  careftil  what  you  wish  for.  It  may  seem  clever  to  eliminate 
competitor  m  mortgage-backed  securities,  but  the  day  die  assass 
nation  takes  place,  your  own  inventory  gets  marked  down.  Earli 
this  year  J.P  Morgan  Chase  was  sitting  on  $350  million  in  pap 
gains  in  its  $43  billion  mortgage-securities  cache.  Forcing  Fred( 

and  Fannie  to  pull  back  could  lower  rrices  on  diese  securities m 

result  in  mark-to-market  price  hits  -n  J.R  Morgan  and  nearly  ever] 
one  else  on  The  Street.  As  for  a  cracisdown  on  derivatives  acco_ 
ing  or  net  capital  rules,  there's  no  t<.lling  where  that  could  end. 
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Why  do  forward-looking  companies,  including  94%  of  the  Fortune  Global  500,  rely  on  SAS? 
Because  our  software  provides  the  complete  vision  to  learn  from  the  past,  monitor  and  communicate 
the  present,  and  gain  insight  into  the  future.  SAS*  lets  you  predict  customer  behavior  instead  of 
just  reacting  to  it.  Anticipate  supplier  risk  instead  of  just  projecting  spend.  And  foresee  change 
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HereWeGo^in 


Think  this  stock  rally  is  different? 
So  did  the  Japanese,  by  neil  Weinberg 


■  his  time  is  different.  That's  the 
conclusion  .  of;  many  stock 
investors,  judging  by  the  28% 
rally  in  the  S&P  500  since  October.  What 
else  could  explain  the  way  investors 
have  sloughed  off  rising  unemploy- 
ment and  scant  signs  of  an  economic 
recovery  to  pay  double  the  historic 

400  Ratio  scale 


price/earnings  norm  for  stocks? 

But  look  at  this  chart  and  its  eerie 
parallels.  Our  own  market  traced  a  path 
similar  to  Japan's  on  its  way  up  and  has 
done  the  same  so  far  on  the  way  down. 
And,  yes,  Japan's  market  suckered  in 
loads  of  investors  along  the  way  Three 
years  after  its  bubble  burst  in  1989,  the 


Nikkei  peaks  at 
38916, 12/29/89 


Nikkei  had  a  nifty  30%  rimup.  That  con- 
vinced many  investors  the  worst  was  ove 
except  it  wasn't.  Two  years  later  investor 
piled  into  another  55%  rally  only  to  sue 
cumb  to  a  similar  fate.  ^M 

The  buUs  might  be  right  that  this  TO 
rally  is  not  of  the  sucker  variety.  But  keq 
some  assets  in  reservejust  in  case .       I 


Nikkei  12/31/83=100 


S&P  500  peaks  af 
1527  3/24/00 


U.S.  attacked  9/1  l/OI 


Alan  Greenspan 
warns  of  "irrational 
exuberance" 
12/05/96 


S&P  500  6/30/94=100 


Yamaichi  Securities 
goes  bankrupt 
11/24/97 


Yen  begins 
rapid  rise 
9/22/85 


U.S.  military 
secures  Baghdad 
04/09/03 


Japan  announces  $500  billion 
bank  bailout  10/23/98 


Sources:  Bloomberg  Capital  Markets:  FT  Interactive  Data  via  FactSet  Research  Systei 


Nikkei  hits 
21-year  low 
of  7608, 
4/28/03 


'84   i  '85  i  '86   '  '87 


'89  '  '90  I  '91   I  '92  I  '93   '  '94  '  '95  '  '96  I  '97  I  '98  '  '99 
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Why  languard  Loves  Morgan  Stanley 

inrl^vTnn  ^Sh  f  D '      ^^'-f  ^^f  .^^^  dumping  Stock        So  what's  really  behind  the  switch?  Vanguard's  urgent  nee 

Ion  s^Svi  t  h  °^  V  '  '"!•  °^  ■"'  ^""^'-  ^^'  ^'''"     ''  ^''  '"^°  exchange-traded  funds.  These  products,  which  tree 
reason  S&Fs  indexes  are  based  or  n  jb.ective  judgments,  costly     market  indexes  but  trade  like  stocks,  have  sucked  in  $110  bil 

n1tlH'vr.^iri.^'r  "H^'T' '"  ^-^'.^P'"  "'^'^'^-       "°" '"  '^^^^^  ^"d  ^'^  ^  bigthreat to  traditional  indexers,  espe 

instead,  Vanguards  funds  will  track  new  rival  prod-  

ucts  from  Morgan  Stanley  Capital  Int  ;rnational.  The 
Morgan  Stanley  indexes.  Vanguard  said,  "will  reflect 
the  performance  of  the  futi  s'  respective  targeted 
market  segments  more  accuiatP-v," 

This  trashing  of  S&P  is  Strang.  , 'iven  that  Vanguard 
is  not  abandoning  its  $80  billior,  s&P  500  fund.  Evt  n   ^_    .^_ 
its  index  guru  George  (Gus)  Sau  -r  coiicedes  the  S&P   JanguardChief 
indexes  mostly  do  a  fine  job  in  traci-  i.ir  the  market.       john  Brennan 


cially  Vanguard.  Its  top  rival.  Fidelity  Investments,  an 
nounced  in  May  it  plans  to  offer  its  first  ETF. 

Vanguard's  attempt  to  launch  its  own  S&P-basei 
ETFs  was  foiled  after  it  losi  a  licensing  battle  to  S&P  ii 
court.  Thus  spurned,  Vanguard  cut  a  deal  with  Mor 
gan  Stanley.  Vanguard  Wil!  issue  mutual  funds  am 
ETFs  that  track  Morgan  Stanley's  indexes,  for  on( 
undisclosed  fee.  Those  nonprofit  Vanguard  guys  haw 
a  sharp  eye  for  the  botton ;  ine.        —Neil  Weinbeq 
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What  Consolidation? 

The  FCC  rule  change  was  supposed  to  create  a  wave  of 
media  consolidation.  That  might  not  happen,  by  brett  pulley 


tions,  also  has  barely  enough  incom< 
cover  debt  interest. 

Among  those  who  reign  over 
media:  Sumner  Redstone,  who  holds ; 
11%  of  Viacom's  total  equity  but  69°/ 
its  voting  control;  Brian  Roberts,  wh 

THE  CONVULSIONS  AT  THE  NEW  YORK  TIMES  CO.  COST  THE  family  has  1  %  of  Comcast's  equity  but  33%  of  the  votes; : 
two  top  editors  their  jobs.  A  notable  survivor  in  the  shake-  Sulzbergers  at  the  New  York  Times  Co.;  and  the  Bancrofts,  v 
up  was  the  fellow  running  the  corporation,  publisher  Arthur  35%  of  equity  and  67%  of  the  vote  at  Dow  Jones  &  Co.,  p 
Ochs  Sulzberger  Jr.  He's  pretty  well  protected  by  his  family's  close  Usher  of  the  Wall  Street  Journal.  "There  are  quite  a  numbei 
control  of  the  corporation:  It  has  70%  of  the  board  seats  despite  media  companies  that  have  managed  to  have  their  cake  and 
having  only  1 7%  of  the  equity.  it,  too,"  says  investment  banker  Ken  Marlin  of  Marlin  &  Asscj 

Family  dominance  of  media  companies  is  anything  but  rare.      ates.  "It  does  allow  people  to  behave  with  a  certain  degree 


Company 

AOL  Time  Warner 


Debt/ 
capital 

35% 


Interest 
coverage^ 


Comcast 


44 


0.9 


Oow  Jones 


68 


101.0 


Such  outfits  as  Viacom,  News  Corp.  and  Dow  Jones  are  in  vary 
ing  degrees  insulated  from  hostile  takeovers,  just  as  the  New 
York  Times  Co.  is.  That  wall  of  insulation  could  mean  that  the 
media  industry  won't  see  the  kind  of  rapid  consolidation  widely 
expected  from  the  recent 

federal    liberalization    of        All  in  tHC  Family 
ownership  rules. 

Last  month  the  Federal 
Communications  Commis- 
sion voted  to  let  broadcasters 
own  more  local  TV  stations 
across  the  country  and  wa- 
tered down  rules  limiting 
cross-ownership  of  both 
newspapers  and  TV  stations 
in  one  market.  It  also  did  not 
reinstate  a  rule  that  prohibits 
cable  companies  from  own- 
ing TV  stations. 

Wall  Street  responded 
by  bidding  up  some  media 
stocks.  But  the  meiger-and-acquisition  brokers  are  likely  to  be 
disappointed  with  the  level  of  activity.  There  is,  besides  the  pres- 
ence of  insiders  who  don't  want  to  sell  out,  another  source  of 
fric  /  -n  the  road  to  consolidation:  The  most  likely  buyers  are 
alreaa,  -svtiy  leveraged.  .^OL  Time  Warner,  for  example,  gener- 
ates barely  ciio-..!,  iperating  income  to  pay  interest  on  its  $30 
billion  in  debt  (see  table).  Comcast,  which  could  now  buy  TV  sta- 


mipunity. 

The  practice  dates  back  a  couple  of  decades  to  when  me 
firms,  self-styled  custodians  of  a  sacred  pubHc  trust,  sold  sha 
holders  on  the  notion  that  they  had  to  protect  themsel 


I 


Media  families  control  votes  while  holding  only  a  fraction  of  the  equity. 


cash  flow' 
(Smil) 


2.0         $3,701 


728 


103 


Liberty  Media 


18 


NM 


-88 


New  York  Times 


36 


12.0 


228 


Viacom 


13 


5.7 


2,799 


Washington  Post        19 


14.4 


328 


Largest 
shareholder' 


% 
owned 


Voting 
control 


Ted  Turner 


1% 


NA 


Brian  Roberts  family 


33% 


Bancroft  family 


35 


67 


John  Malone 


44 


Ochs/Sulzberger  family 


17 


70' 


Sumner  Redstone 


11 


69 


Donald  Graham 


36 


'Earnings  before  interest  and  taxes  divided  by  interest  expense.  ^Operating  cash  flow  less  dividends  and  capital  expenditures 
'Family  or  individual.  'Board  seats.  NA:  Not  applicable.  NM:  Not  meaningful. 
Sources:  Multex  and  LionShares  via  FactSet  Research  Systems:  companies. 


against  hostile  suitors  who  might  interfere  with  their  indept 
dence.  The  FCC  ruling  will  spur  a  few  deals  here  and  there ! 
local  TV  outiets  or  newspapers,  letting  companies  knit  togett' 
more  assets  in  a  given  region.  But  big  media  families,  contn 
ling  both  programming  and  distribution,  will  remain  as  powi 
ful  as  ever.  If  the  Times  ever  fires  Sulzberger  there's  a  go 
chance  he  will  be  replaced  with  a  relative. 
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MIIRICAN  BUVOU  r  SPl-CrXllSTS  ARii  SHOO'ITNC.  lOR  nioncy  as  courses— not  just  as  real  est 

the  green  in  Japan,  Ciollauusc  operation  is  one  ofthe  ators  envision  broadening  tlic  game's  appeal  with  realistic  pn^ 

seclors  that  went  pooHii  the  long  Japan-  ing  and  friendly  marketing.  "For  goli'  in  Japan,  ij 

cse  downlurn,  crealingppportunity  I^IJi^^         ^  "'•'w  game,"  says  Michihiro  Chikubu,  chii 


for  vulture  inv.estorsvvho  can 
rationalize  costs  and  create  profitable 
businesses.  Ja|>an's  biggest  golj 
operator?  Cioldman  Sachs. 

Golf  is  a  particularly  enticing 
asset  play  because  it  is  so  much  g 
about  real  estate,  the  essence  J^ 
of  Japan's  late- 1980s  bubl^ 

Back  then  one  of  the  most  IVII 

coveted  status  symbols  was  a  I   ■ 

golf  club  membership,  with    :  |   | 

prices  sometimes  approach-    ■ 
ing  $1   million.  In  the  past  f 
three    years    nearly    200    ofl 
Japan's  2,300-plus  golf  coursei 
have  gone  bankrupt,  says  Teikoku  I 
Databank,  a  credit  research  firm. 

Goldman  has  amassed  nearly  ou 
courses.  Half  are  already  running;  tl. 
other  half  should  be  out  of  bankruptcy  pr 
ceedings  early  next  year.  Texas-based  investment  fin 
Lone  Star  Funds  has  bought  46  courses;  Ripplewoo 
Holdings  of  New  York  is  also  active.  Ripplewood  paiu 
$135  million  for  a  resort  with  four  courses  that  co^tj 
$1.8  billion  to  build  in  the  1980s.  i  _ 

Jesper  Koll,  Merrill  Lynch's  chief  Japan  economist 
says  the  new  owners  are  running  the  courses  to  n     ' 


Through 

Japan's  biggest  golf 
operator  is  none  other 
than  Goldman  Sachs. 


BY  PATRICIA  HUANG 


executive  of  Goldman  Japan's  goH^mai 
1^        agement  subsidiary,  Accordia. 

Memberships    now    go    fl 
■        $3,000  (o  $12,000,  and  a  rewaro 
*       l-irogrcun  will  encoiiragc  brinf 
ing  guests.  These  days  weel; 
•     day  play  at  some  Goldm>i 
courses  is  as  low  as  $45 
round.  Weekend  golf  at 
posh  club  costs  about  $2(1 
,     without  caddies. 

Basing  forecasts  on  fit 

/ures  from  its  Lake  Forci 
e  Oiner  Course  in  Kyoto,  Goldmai 

'/      expects  to  see  as  much  as  a  20'i 
^^^''S.  increase  in  rounds  played. 

UANG  hopes  to  sell  1.5  million  rounds 

year  at  its  31  courses  now  operatii 
^        and  bring  in  $  1 68  million  in  revenue  in  i 
"first  year.  Goldman  could  make  a  nice  exit,  sj. 
h  a  public  stock  offering,  six  years  hence. 
Goldman  also  has  gotten  big  into  golf  in  the  U.S 
^:eamed  up  in  February  with  Starwood  Capital  to  bu 
National  Golf  Properties,  once  the  largest  publicly  trails  i  I 
golf  course  owner,  and  a  golf  course  operating  affiliate  i>: 
$1.1  billion  in  cash  and  assumed  debt.  No  linkage  betAveti 
the  two  countries,  Goldman  executives  sav. 


Zapp 


bills       j-e  than  half  tht. 
In  Ca.    rnia,  home  to  a  tt 


Cable  operators  have  a  problem  when  competing  with  satellite  TV:  Cable  is  subject  to 
franchise  fee  of  up  to  5%,  but  federal  law  bars  localities  from  hitting  satellite  bills  with 
charge.  Now  the  cable  guys  are  trying  to  even  the  score  by  encourag 
'■Instates  to  levy  sales  tax  on  satellite  services  but  not  on  cable  •,  •        , 


a  local 
a  similai 


exempt  both  services.) 

,  . .    .  .  e  nation's  20  million  satellite  subscribers,  the  cable 

lobby  IS  bd' v^ng  a  proposal  to  sur     r  satellite  to  a  stiff  8%  state  sales  tax,  adding  $6  a 
month  to  a  tc ;  ror-the-hne  package  *  awmakers  in  Ohio,  Nevada  and  Connecticut  are  also 
looking  to  tax  5>Jtellite.  That  could  r.      $200  million  a  year  in  those  four  states  combined. 
Competition  oughi  to  be  b?sed  on  equal  taxation.'  says  cable  lobbyist  Dennis  Mangers 

Cable  IS  actually  t-ett-np       '  -■     '  to  hurt  its  competition,"  complains  Andrew  Wright, 
president  of  the  satell,  e  .ra..  n.  EchoStar  says  it's  unconstitutional  to  force  satel 

hte  operators  who  don'i  use  a  st.  structure  to  collect  its  tax.  Chief  Executive  Charles 

Ergen  urges  viewers  cf  I  ••'^  monthly  dis -.  .etwork  7\  show  to  send  protest  letters 

Cable  lobbyists  might     .  ,!■  ing  wiih  iive  wire.  In  Utah,  where  cable  lobbied  for  a  satellite-only 
sales  tax.  pels  decided  i      .)  ,.;r  botii  cable  and  savellite  seivice  to  the  4.75%  tax.  -Matthew  Swibel 
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They  both  work  at  the 

same  company. 

Have  the 

same  six-figure  salaries. 


So  why  is  one  looking  forward  to 


le  looKing  Torwarc  to  m 

.  early 

etirement, 

while  the  other  looks  forward  to 

the  15th  and  the  31st? 


The  difference  is  a  Northwestern  Mutual  Financial 
Network  Representative,  offering  expert  guidance 
in  retirement  planning,  financial  services,  and  a 
network  of  specialists  to  help  get  you  closer  to  all 
your  financial  goals. 


w 


W  Northwestern  Mutual 

FINANCIAL  NETWORK® 


lovative  solutions  for  retirement,  estate,  insurance,  and  personal  finance.    Afe  yOU  there  yet?® 
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The  Informer 

You  Paid  88%  of  This  Debt 


informsrCaforhRs  r.r. 


L 


Working 

within  the 

systen^: 

George  Pla. 


OS  Angeles  construction 
manager  Cordoba  Corp., 
lowned  by  politically 
wired  George  L.  Pla  (fund- 
raiser for  Bill  Clinton, 
schmoozer  with  George  W. 
Bush),  owed  the  Internal  Rev- 
enue Service  what,  with  add- 
ons, became  $2. 1  million,  for 
1995  to  2000.  Offer- in-com- 
promise  papers  say  the 
feds  settled  for  $251,000 
— 12  cents  on  the  doUar — ^because  collectibility  was  in  doubt.  Pla 
said  he's  made  other  IRS  tax  payments  since  mid-1990s  business 
woes  made  him  falter.    — Janet  Novack  and  William  P.  Barrett 

Some  Hedge  Funds  Really  Like  Risk 

In  1995  Gary  Allen  Singer,  ex-cochairman  of  medical-device 
maker  Cooper  Cos.,  got  28  months  in  jail  for  fraud,  specifically 
for  bribing  a  junk  bond  manager  to  get  advance  word  of  picks. 
Singer  is  still  dealing  in  debt,  buying  fallen  bonds  cheaply  to  get 
later  equity  or  even  control.  Latest  target:  Allegiance  Telecom,  a 
Dallas-based  local  exchange  carrier  mired  in  Chapter  11.  Singer 
told  management  he  was  representing  not  only  his  own  Romu- 
lus Holdings  but  ten  hedge  funds.  His  conviction  bars  him  from 
public  company  management  but,  apparently,  not  arranging 
ownership.  Singer's  lav^ryer  had  little  to  say.     — Phyllis  Berman 

Bull  Seems  About  Right 

The  U.S.  Securities  &  Exchange  Commission  has  sued  Hart- 
court,  a  Los  Angeles  company  that  once  touted  itself  as  the  fu- 
ture CNBC  of  China.  The  feds  claim  the  firm  misrepresented  the 
registration  of  1  million  shares  by  saying  they  were  issued  to  pay 
for  services  rendered,  when  they  really  were  sold  to  raise  much- 
needed  capital.  Hartcourt,  which  has  also  talked  up  plans  to  op- 

Another  Way  to  Gamble  in  NevaHa 


erate  a  $500  million  telephone  network  in  China,  denies  ai 
wrongdoing,  likening  the  SEC  action  to  a  "governmental  abui 
of  power."  Since  .the  SEC  lawsuit  the  share  price  has  dropp^ 
11%  to  a  recent  58  cents.  Listed  assets  include  a  Web  financi 
portal  called  Sinobull.  — Dirk  Smili 

So  Much  for  Careful  Research 

Startup  H  Team  Capital  LLC  of  New  York  issued  a  press  relea' 
about  a  new  mutual  fund  investing  in  firms  v«th  corporate  goj 
ernance  issues  and  then  seeking  change.  The  statement  saidi 
prospectus  could  be  downloaded  from  the  SEC's  Web  site.  BJ 
that  filing  was  made  under  the  unmentioned  legal  name  of  tl; 
registrant — XYZ  Fund  Trust — not  findable  by  searching  for 
Team  Capital.  The  H  is  founder  Howard  Horowitz,  an  ex-Lipp 
&  Co.  official  running  his  first  mutual  fund.  Also  undisclose 
For  the  time  being  the  fund  office  is  in  his  home.        — W.P.,t 

Sci-Fi  Intrigue  at  the  Courthouse 

Following  publicity  on  this  page  last  issue,  missing  financial  dO' 
uments  relating  to  bestselling  author  Michael  Crichton's  divon 
suddenly  resurfaced  in  a  Los  Angeles  courthouse,  just  in  time  f( 
his  return  to  our  Celebrity  100  list  (p.  99).  Some  interesting  d. 
tails:  Crichton  keeps  the  very  valuable  copyrights  to  his  ow 
works.  Now-ex  Anne-Marie  gets  $31  million  in  cash,  the  hous 
big-name  artworks  and  18  horses.  — Tomas  Ke 


We're  Not  Making  This  Up! 

In  Asia  civet  cats  have  been  identified  as  a  possible  source  of  SARS. 
But  maybe  not  just  because  the  meat  is  eaten.  Their  fecal  droppings 
help  create  the  world's  most  expensive  coffee,  Kopi  Luwak-$300  a-i 
pound.  Wild  Indonesian  civets  feast  on  these  coffee  plants,  zeroing 
in  on  the  best  beans.  Stomach  acids  "cure"  indigestible  parts 
perfectly,  which  are  culled  from  the  poop,  cleaned,  .   , 

roasted  and  sold.  International  coffee  * 

brokers  say  the  SARS  outbreak  hasn't  g^>^^ 

affected  the  price-yet.    —Justin  Doebele  ^ 


Official  statistics  actually  quantify  the  relative  levels  of  Internet-based  fraud  detected  among  the  50  states.  -Anne  P.  Mintz  and  W.P.b] 

MUSI  .'lUIlMS        RATE' 
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FICIAL    HOTELS    «■   Rf 
OF   THE    PGA   TOUR 


Stai-wood  Preferred  Guest  offers  you  the  most  award- wiiujing  golf  resorts  from  legendary 
Tumberry  to  exotic  Lana'i...and  65  destinations  in  betvveen.  All  with  no  blackout  dates. 

BECOME    A   STARWOOD     PREFERRED     GUESTATSPG.COM 


Westin 


Sheraton 


W 


Four  Points         St.  Regis       Luxury  Collection        hotels 


Sheraton 


VOTED  BEST  FREQUENT  GUEST  PROGRAM  4  YEARS  IN  A  RO"'  —  c  d  c  n  ni  p  a  \a;  a  d  nc;  i  q  q  q  .  o  n  n -> 


BO    mph  lOO 


••ao  ' 


1 

The  pxtrpmelv  rnmfnrting    satpllitP-linkpH  Anira  Ri     it's  not  scj 


i 


fiction.  It's  the  technologically  advanced  Acura  RL.  With  an  all-new  navig||,as 

I 
system  that  responds  to  as  many  as  130  voice  commands.  An  XM*Satellite  Rj 


H^^PwWfpt^; ''/ 


elivers  101  digital  channels  through  an  Acura/Bose®  Music  System  with  10  speakers.  And  OnStar®  to  solve  such  high-tech 
nas  as  who  to  turn  to  when  you've  got  a  flat  tire.  And  just  thinl<,  you're  in  control  of  all  this  from  the  captain's  chair  of  its 
designed,  space-age  cockpit.  Make  contact  by  calling  us  at  1-800-To-Acura  or  visit  acura.com.      vfl>'^\^™LJI*^X\ 


TOTAL  S.A.,  THE  FRENCH  OIL 
major  tliat  has  been  in  Iraq  since 
1927,  isn't  saying  much  these 
days  about  how  it's  going  to 
maneuver  its  way  back  in.  But 
that  doesn't  mean  it  can't  dream.  Word  is 
that  it  has  already  had  informal  discus- 
sions with  ExxonMobil  about  forming  a 
joint  venture  to  explcMt  Iraq's  Majnoon 
and  Nahr  bin  Umar  oilfields  os  soon  as  a 
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new  Iraqi  government  is  formed.  Together 
those  two  fields  have  the  potential  to  pump 
out  1  million  barrels  a  day  of  sweet,  easily 
extracted  and  supremely  profitable  Iraqi 
crude.  There  might  be  250  billion  barrels 
under  Iraq,  good  for  $3  trillion  of  gross 
profit.  Not  something  the  world's  pushiest 
oil  com}    ny  wants  to  leave  on  the  table. 

How  galling  for  the  globe's  fourth- 
largest — and  only  French-speaking — pe- 


troleum outfit.  Particularly  since  Total  t 
negotiated  a  contract  for  Bin  Umar  w 
Saddam  Hussein,  and  Elf  Aquitaine,  wh 
Total  acquired  in  2000,  had  done  the  sai 
with  Majnoon.  The  Paris-based  outfit 
gards  Iraq  as  its  historical  turf  J 

But  those  contracts  were  nff 
signed — a  failed  gambit  in  Total's  cat-ai 
mouse  game  with  Saddam.  Russia's  Lul 
pursued  a  different  strategy,  signing  wj 


K   o   R    B    1-    s 


liilv  7.  21HH 


^■. 


)ne  squeezes  the  chairman:  Total's 
litious  boss,  Thierry  Desmarest. 


Baghdad's  butcher  for  the  huge  West 
Qurna  field.  (It  is  now  trying  to  keep  the 
deal  alive.)  So  Total's  stuck  without  a  valid 
contract  and  little  chance  of  getting  back 
into  those  fields  as  sole  operator.  But  what 
it's  learned  there  would  give  any  joint  ven- 
ture that  includes  it  a  year's  head  start  in 
getting  the  oil  out.  Any  takers? 

"It  would  accept  a  smaller  stake  in  a 
joint  venture  just  to  get  its  foot  back  in  the 
door,"  says  Valerie  Marcel,  senior  research 
fellow  specializing  in  the  oil  sector  at 
London's  Royal  Institute  of  International 
Aftairs.  "We  think  they've  spoken  to  Exxon- 
Mobil, but  Total  is  being  very  careful — 
there's  so  much  international  scrutiny  on 
Irat]  right  now  that  no  one  wants  to  take 
any  unusual  risks." 

Total  has  good  reason  to  walk  on  tiptoe 
these  days.  It's  only  four  years  since  it 
swelled  up  via  a  merger  with  Belgium's 
Petrofina  and,  a  year  later,  a  bruising 
takeover  of  France's  larger  Elf  Aquitaine. 
Last  year  it  earned  $6.6  billion  on  revenue 
of  $108  billion.  Its  $1 16  billion  market  cap 
makes  it  the  biggest  company  in  France. 

In  acquiring  Elf,  Total  also  inherited  a 
Pandora's  box  of  past  corruption;  it  has 

Oil  giant  Total  has  long 
played  a  dangerous  game 
in  Iran,  Sudan  and  Burma. 

Now  it's  trying  to  get 
back  into  Iraq. 


found  it  difficult  to  close  the  lid.  Former 
Elf  Aquitaine  chairman  Loik  Le  Floch-Pri- 
gent  is  on  trial,  charged  with  presiding  over 
what  the  French  papers  called  "System 
Elf — a  money  machine  that  siphoned  off 
$300  million  in  die  1980s  and  1990s.  The 
cash  went  into  the  pockets  of  executives 
and,  allegedly,  to  President  Francois  Mit- 
terrand's Socialist  party  and  into  lavish 
gifts  for  the  rotten  West  African  govern- 
ments that  gave  Elf  most  of  its  oil. 

Among  the  nuggets  that  came  out  at 
the  trial:  Mitterrand  happened  to  mention 
to  Le  Floch-Prigent  in  1991  that  his  golf 
buddy.  Dr.  Laurent  Raillard,  wanted  to  sell 
his  country  villa  outside  Paris.  Elf  bought 
the  villa  for  20  million  fi-ancs,  plus  another 
6  million  under  the  table.  Raillard  ended 
up  living  there  rent  free.  Since  the  merger. 
Total  has  reportedly  been  making  good  on 
various  unpaid  debts  incurred  by  Elf,  no 
questions  asked,  to  make  them  go  away.  It 
was  partly  against  this  backdrop  of  hor- 
rendous publicity  that  Total  commissioned 
an  audit  of  its  corporate  citizenship,  re- 
leased in  May.  "Our  change  in  size  has  in- 
creased the  expectations  of  civil  society," 
says  Total  Chairman  Thierry  Desmarest. 
"But  if  you  are  averse  to  risk,  you  should 
probably  find  another  job." 

Desmarest  clearly  isn't.  He  has  plotted 
a  course  for  Total  that  often  steers  it  where 
the  mix  of  hydrocarbons  and  human  mis- 
ery gets  stickiest.  He  rose  through  the 
rowdy  ranks  of  exploration  and  produc- 
tion, where  he  demonstrated  both  a  sharp 
nose  for  new  oil  and  a  robust  appetite  for 
risk.  He  took  over  as  chairman  in  1995  at 
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age  49.  Before  that,  he  had  already  done 
much  to  kill  the  old  joke  that  CFP  (the  ini- 
tials of  Total's  forebear,  Conipagnie 
Fran(;aise  des  Petroles)  stood  for  "Can't 
Find  Petroleum." 

In  West  Siberia  the  young  Desmarest 
negotiated  a  production-sharing  agreement 
for  the  Kharyaga  field  before  Russia  had 
any  legislation,  leaving  Total  unprotected. 
"Desmarest  sees  an  opportunity  before 
anyone  else — that  was  a  very  gutsy  move," 
says  Florence  Fee,  who  once  ran  Mobil's  ex- 
ploration and  production  in  Russia  and 
now  heads  her  own  oil  consultancy. 

Desmarest  has  committed  Total  to  an 
audacious  program  of  oil  discovery — and 
has  so  far  delivered.  Total  increased  pro- 
duction of  oil  and  natural  gas  10%  to  the 
equivalent  of  2.4  million  barrels  a  day  in 


And  Total  has  never  met  a  hand  it  was 
unwilling  to  shake.  In  Burma  it  laid  the 
pipeline  that  connects  its  Yadana  gas  field  in 
the  Andaman  Sea  to  a  terminus  in  Thai- 
land, which  buys  most  of  the  175  billion 
cubic  feet  that  flow  through  it  yearly.  The 
pipeline  generates  an  estimated  $400  niil- 
lion  a  year  in  revenue  for  one  of  the  ugliest 
governments  around;  the  junta's  take  helps 
keep  it  afloat.  Total  has  defended  itself 
against  accusations  that  the  pipeline  was 
built  with  forced  labor  that  included 
women  and  children  since  that  work  began 
in  1995.  There  are  charges,  too,  of  displaced 
villages  along  the  pipeline  route,  and  law- 
suits against  Total  on  behalf  of  Burmese 
complainants  are  pending  in  France. 

Desmarest's  rebuttal:  "Every  company 
has  its  hot  spot:  SheU  has  Nigeria;  Exxon 


ing  it  with  virtually  no  business  intere; " 
here.  "Can  we  accept  that  one  country  te'  ^ 
you  what  is  good  and  what  is  not  good '' 
^  asks  Christophe  de  Margerie,  Total's  pre' " 
dent  of  exploration  and  production.  Tot}" 
cranked  up  its  lobbyists  at  the  law  firm  i  8' 
Patton  Boggs  and  got  a  waiver  on  the  act  ^ 
part  of  a  package  of  trade  consideratior'"' 
including,  importantly,  bananas.  Whid 
doesn't  mean  the  U.S.  has  forgiven  and  fc' 
gotten.  "Total  really  blotted  its  copybo(i  ^ 
with  the  U.S.  government  over  South  Parj 
says  Florence  Fee. 

Total  has  been  holding  concessions  J' 
Block  B  for  around  20  years  in  the  disput«l "" 
south  of  Sudan.  The  last  thing  it  wants  is 
start  pumping  the  waxy,  sulfurous  oil  rig 
where  Sudanese  are  massacring  Sudanes 
So  Total  and  the  Khartoum  governmei 


\\t 
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What  Price 
Cjlory? 


1927 


Three 
years  after  founding 
of  Total  (then  known 
as  Compagnie 
FranQaise  de 
Petroles)  oil 
discovered  in 
northern  Iraq.  Total 
starts  drilling  in 
Abu  Dhabi  in  1936. 


1956 


Oil  and  gas  strikes  by 
Elf  predecessor  in  Algeria  even  draw  a  visit 
from  Charles  de  Gaulle.  The  same  year, 
huge  discoveries  in  Gabon.  Corruption  in 
West  Africa  haunts  Elf  during  the  i990s. 


1966 

Predecessor 
Total  unit  starts 
drilling  oil  in  Iran. 
In  1995  Total 
signs  contract 
to  develop  two 
offshore  Iranian 
fields,  just 
ahead  of  U.S.' 
Iran-Libya 
Sanctions  Act 


2002  while  the  four  larger  petroleum  com- 
panies were  either  down,  flat  or  (in  the  case 
of  BP)  up  3%.  Production  is  likely  to  rise 
S'r-  -ninually  over  the  next  six  years,  says 
De-.v  ' .  Total  channels  67%  of  its  cap- 
ital ii:  roam  development — com- 
pared V  i ndustry  average  of  60"'o  or 
so— an  c...  -y,.8  billion  this  year. 

To  keep  .:  ■>  c  impressive  re- 
sults. Total  dc  .  incarnations 
of  the  Devil.  ItM  pci.dalotof 
time  in  places  like  i  i  (,  where 

oil  and  gas  are  still  pk  . L;>m!  ex- 
ecutive told  a  consultant  iri  O'^eof  !l:i  oiore 
troublesome  spots  recentK.     "  xl,  '■    ■  (. 
infinite  irony  took  most  of  the  woild  s  oiJ 
and  put  it  into  the  hands  of  crimipisls  " 

64       FORBES.    I.ilv7. 2003 


has  Indonesia;  for  us,  it's  Burma."  As  far  as 
slave  labor  goes,  he  will  only  say,  "Just 
imagine  women  carrying  huge  sections  of 
pipe  diat  weigh  in  the  tons."  Even  one  of 
Total's  own  consultants  finds  its  various 
defenses  tough  to  swallow:  "Time  and  time 
again,  they're  caught  with  a  smoking  gun, 
and  they  say,  'Just  because  it's  a  gun  and 
it's  smoking  doesn't  mean  we  just  shot  it.' " 
Total  drew  Uncle  Sam's  ire  when  it 
signed  a  deal  to  operate  the  $2.2  billion 
Siiiith  Pars  gas  field  in  Iran.  This  was  in  Sep- 
tember 1 997,  a  year  after  the  U.S.  passed  the 
Iran-Libva  Sanctions  Act,  placing  Iran  off 
limits  to  American  investment.  Aroimd  the 
same  time,  Total  began  selling  its  network  of 
a  few  hundred  gas  stations  in  the  U.S.,  leav- 


play  a  litfle  game:  Every  year  Sudan's  o 
ministry  tries  to  compel  Total  to  begin  ej 
traction  under  its  contract;  every  year  Tot  I'™ 
invokes  force  majeure,  pays  some  $50,00 
to  renew  the  license  for  its  concessions  an 
does  nothing.  ChevronTexaco  abandonc 
Sudan  in  1984  without  a  drop  of  oil  t 
show  for  its  $1.5  biUion  investment.  Tot 
hangs  in,  hoping  the  winds  of  change  wi 
one  day  blow  the  country's  unsavory  imag 
away  There's  up  to  5  biUion  barrels  unq 
the  bloody  Sudanese  soil,  including  Bloe 
B.  "I'm  not  sure  we'll  ever  get  any  oil  outt 
there,"  sighs  Desmarest.  1 

Total  and  its  acquiree  played  a  simils 
game  of  rope-a-dope  with  Iraq,  and  U 
much  higher  stakes.  It's  no  secret  why  SaJ  |>l  I 
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1  picked  tvvo  French  companies  to  get 
e  prizes,  and  Russia's  Lukoil  for  the  huge 
.t  Quma  field.  "[The  Iraqis]  tried  to  sign 
tracts  with  members  of  the  U.N.  Securit)' 
mcil  that  would  support  lilting  the  em- 
;o,"  sav-s  Total's  Christophe  de  Margerie. 
their  political  support,  French  compa- 
.  were  rewarded  with  contracts  to  sell 
)  bilhon  worth  of  goods  to  Baghdad 
ler  the  U.N.'s  oil-for-food  program, 
dng  it  Iraq's  largest  Western  trading  part- 
from  1996  to  2001.  Then  a  change  in 
cy — "smart"  sanctions  keeping  a  tighter 
I  on  funds  to  Iraq — earned  France  a 
imercial  slap  on  the  wrist  from  Saddam 
dropped  it  from  its  high  perch. 
[Still,  while  Desmarest  determined 
ler  to  breach  the  embargo,  he  didn't 
id  skating  close  to  the  line.  Total  was 


there  were  a  clause  stipulating  that  work 
would  begin  when  sanctions  law  permit- 
ted. "Iraq  was  trying  to  induce  us  to  break 
the  sanctions,"  says  De  Margerie.  "Even  our 
government  said  that  if  we  signed,  we 
would  be  on  the  other  side  of  a  red  line." 

Now  Desmarest  finds  himself  with  no 
contract,  but  he's  still  got  a  few  cards  left 
to  play.  For  one  thing.  Total  has  long  rela- 
tionships with  Iraq's  oilmen,  many  of 
whom  it  trained  during  its  years  there.  This 
may  not  count  for  much  under  U.S.  in- 
terim authority,  but  ultimately  those  same 
Iraqi  technocrats  are  likely  to  run  the  coun- 
try's oil  industry  again.  Total  can  be  pa- 
tient— ^just  look  at  Sudan. 

Meanwhile,  says  Desmarest,  no  one  is 
starting  work  on  Iraq's  new  oilfields  before 
there's  a  stable  government  that  can  sign 


forms  Total  from  an  equity  partner  into  a 
contractor,  giving  it  80,000  barrels  a  day  of 
condensate  for  expenses  and  a  return  re- 
portedly near  20%.  Total  relinquished  con- 
trol of  the  field  to  the  National  Iranian  Oil 
Co.  earlier  this  year  In  the  process  it  set  up 
a  program  to  train  650  students.  Of  the 
program's  420  graduates,  350  are  working 
today  in  South  Pars.  This  can't  hurt  Total, 
as  it  eyes  Iran's  vast  reserves  of  oU  and  gas. 

Any  new  deal  in  Iraq  is  likely  to  resem- 
ble South  Pars  because  no  future  Iraqi 
government  can  afford  to  be  seen  giving 
up  rights  to  anything  that  lies  under  its  lib- 
erated sand.  "I  tell  my  people,  'Stop  crying 
about  Iraq,'"  says  exploration  chief 
Christophe  de  Margerie.  "Before  we 
couldn't  sign  any  deal.  Now  we  can." 

Total  doesn't  need  Iraqi  production  to 


991-97 


While  U.N. 


ctions  are  in  place  against  Iraq,  Total  and 
legotiate  for  huge  oilfields  with  Saddain 
sein  (shown  earlier  with  Jacques 
■ac).  Deals  remain  unsigned  today. 


1998 


Total  completes  laying  of 
Yadana  gas  pipeline  that  crosses  Burma 

on  its  way  to  Thailand  and  the  offshore 
fields  in  the  Andaman  Sea.  Charges  of 
slave  labor  dog  the  company. 


2003 

Former  Elf 
Aquitaine 
Chairman  Loik 
,  Le  Floch-Prigent 
\  faces  up  to  five 
years  in  prison 
if  convicted  in 
a  case  alleging 
secret  accounts, 
bribes,  personal 
favors  and 
influence-buying. 


otiating  during  a  period  when  Hussein 
nel.  Saddam's  son-in-law,  was  serving 
ninister  of  oil,  before  he  defected,  was 
'd  back  to  Iraq  and  killed.  But  it  was  al- 
's  clear  who  really  ran  the  negotiations. 
I  the  main  decisions  were  taken  above 
ministerial  level,"  says  Alain  Lechevalier, 
al's  senior  vice  president  in  the  Middle 
t.  "The  guys  we  were  negotiating  with 
no  authority." 

Total's  own  lawyers  counseled  against 
ling  with  the  shadowy  presence  De 
rgerie  calls  "the  invisible  man,"  but  Des- 
rest  overruled  them.  "We  did  it  anyway, 
.  we  are  not  in  jail,"  says  De  Margerie. 
when  the  Iraqis  pushed  for  a  signature, 
al  balked,  saying  it  would  sign  only  if 


contracts.  Reason:  Each  field  will  require 
an  investment  of  $3  billion  to  $4  billion 
and  up  to  five  years  before  any  oil  starts 
flowing.  Total  will  be  happy  to  take  a 
smaller  piece  of  these  huge  fields  down  the 
road,  if  that's  the  best  deal  it  can  get. 

A  willingness  to  accept  half  a  baguette 
sets  Total  apart  from  its  Anglo-Saxon 
rivals,  says  Desmarest.  "We  adapt  better  to 
these  countries  than  perhaps  an  Ameri- 
can company  would.  We're  more  flexible 
on  contract  terms,  as  long  as  there's  a  fair 
return." 

As  in  its  $2.2  billion  investment,  shared 
with  two  partners,  for  a  40%  stake  in  Iran's 
massive  South  Pars  offshore  gas  project, 
which  it  operates  as  of  now.  The  deal  trans- 


meet  its  current  targets.  More  important 
to  Total's  immediate  future  is  the  mam- 
moth Kashagan  field  in  Kazakhstan,  with 
proven  reserves  of  13  billion  barrels  of  oU. 
Total  holds  a  20.3%  interest  in  Kashagan, 
but  it  wants  to  be  operator,  as  do  its  part- 
ners ExxonMobO  and  Royal  Dutch/Shell. 
The  current  player  in  that  position  is 
Italy's  Eni — not  nearly  in  the  same  weight 
class  as  its  partners,  who  are  all  waiting  for 
it  to  fail.  Can  Desmarest  outmaneuver  his 
partners  to  take  over  as  operator?  And  if 
so,  can  he  get  the  oil  out  through  the  polit- 
ically embattled  Caspian  pipeline  by  the 
production  date  of  2005?  "Dicey  days 
ahead,"  says  Florence  Fee.  "But  if  anybody 
can  do  it,  Desmarest  can."  F 
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Service  Corp.  International  made  a  pile  sellin 
"pre-need"  funerals  and  caskets.  Competitioi 
debt  and  the  growing  trend  of  cremation  near) 
buried  the  company.  No\%  how  to  dig  itself  out 


BY  DANIEL  FISHI 


A  MIDDLE-AGE  WOMAN 
mirror,  talking  to  her  hus 
She  discusses  routine  houl 
the  camera  pans  to  an  emp^ 
is  dead.  A  logo  for  "Dignity 
on  the  screen. 

Television  ads  for  funeral  services — is  the  baby-boomer  gen- 
eration really  ready  for  this?  Service  Corp.  International  thinks  so. 
The  world's  largest  funeral-services  company  is  running  test  ads  for 
Dignity  Memorial,  its  new  national  brand,  in  scattered  markets 
around  the  country  and  soon  may  begin  a  national  campaign. 
SCI,  which  until  recently  tried  to  disguise  its  ownership  of  funeral 
homes,  now  is  searching  for  the  right  mbc  of  sentiment  and  slick- 
ness  to  induce  people  to  buy  prearranged  funerals  and  related  ser- 
vices, such  as  its  24-hour  "Compassion  Helpline"  for  grief-stricken 
survivors  like  the  widow  above. 

It's  part  of  a  massive  retooling  at  the  Houston-based  com- 
pany, which  had  its  own  near-death  experience  a  couple  of  years 
ago  After  racking  up  $4  billion  in  debt  during  an  international  ac- 
qui  •  A  splurge  in  the  1990s.  Not  to  mention  four  consecutive 
yeai . . :: ;  ,sses  totaling  $2.2  billion  and  steadily  declining  revenues. 
Or  a  sh;  -  -i  e  that  plunged  from  a  high  of  $47  in  1998  to  a  re- 
cent $4. ,  X  ,  ^  SCI  is  doing  well  v.'ith  the  debt:  Since  1 999  it  has 
paid  back  ,'^  .,,,  and  operating  income  (net  before  depreci- 

ation, interc  axes)  should  be  $480  mUlion  this  year,  pre- 

dicts Value  Liiu  :■       enough  to  covei  $160  million  in  in- 

terest expense.  A  .,  ,  ;lc  ,n  Florida  involving  illegal  body 

disposal,  which  also .  .  J;  over  the  compajiy,  is  well  on  its  way 
to  being  settled.  This  yctr  the  v.ompary  is  expected  to  earn  $145 
million  on  $2.1  billion. 

But  its  troubles  are  far  tiw.  i  ovci.  On  the  one  hand  its  core 
customers— boomers— prescTK  in  enormous  opportunity:  By 


"The  gross  margin  dollars  contributed  by  cremations  are  le; 
and  they  are  going  to  continue  to  be  less,"  acknowledges  Thorn 
Ryan,  37,  the  youthful-looking  former  accountant  who  was  r 
cruited  as  president  of  SCI  a  year  ago.  Last  year  cremations  a 
counted  for  38%  of  SCI  services,  up  from  30%  a  decade  ago;  th 
rate  is  increasing  about  1.5  percentage  points  a  year.  Experts  belie 
the  U.S.  cremation  rate  will  exceed  47%  by  2025,  when  those  boi 
immediately  after  World  War  II  start  buying  the  farm  en  masse 

What  to  do?  Retrain  SCl's  22,000  employees  to  sell  more  tha 
coffins  and  flower  arrangements.  Video  memorializations  are  he 
including  giveaway  DVDs  the  family  can  pocket  on  their  way  oi 
the  door.  So  are  Web  sites:  For  $295,  SCI  employees  will  put  t( 
gether  an  "Everlasting  Memorial"  Internet  site  featuring  pictuK 
of  the  deceased  and  memories  submitted  by  the  survivors.  (F( 
other  novelties  in  the  memorial  business,  see  story,  p.  68.) 

For  an  additional  fee  SCI  will  arrange  receptions  at  the  zoo  ( 
the  local  art  museum,  bring  in  the  finger  food  and  hire  a  trun 
peter  or  a  pianist  to  entertain.  "We're  really  becoming  party  plal 
ners,"  Ryan  says.  An  in-house  travel  agency  provides  discounte 
airfare  to  fly  in  relatives;  you  can  also  find  legal  services  and  sc 
cial  workers  on  the  other  end  of  the  Compassion  Helpline.  Tb 
options,  sold  under  the  "Dignity  Memorial"  name,  are  spelj 
out  in  glossy  brochures  that  look  more  like  something  an  ins« 
ance  broker  might  hand  out.  The  right  combination  of  e> 
can  boost  the  value  of  a  cremation  from  $1,500  to  $2,60C 

A  grave  undertaking:  Founder  and  Chairman  Robert  Waltrip  and 
President  Thomas  Ryan  are  trying  to  lift  SCl's  fortunes. 
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more,  Ryan  says.  The  problem  is 
getting  SCl's  employees,  many  of 
whom  grew  up  in  the  business,  to 
move  the  goods.  "If  you  went  into 
one  of  our  fianeral  homes  today 
and  said,  'Where's  your  Dignity 
Memorial  package  setup?'  you'd 
have  a  hard  time  figuring  it  out," 
Ryan  says. 


For  years  SCI  employees  made 
their  money  selling  coffins  and 
"pre-need"  insurance  policies — 
buy-now-get-buried-later  deals — 
that  paid  out  a  fat  sales  commis- 
sion, often  equaling  the  entire 
down  payment  of  $1,500  or  so  on 
a  $5,000  funeral.  The  company  was 
founded  in  1962  by  Houston  fu- 
neral director  Robert  Waltrip,  a 
beefy  former  Rice  University  foot- 
ball player  who  found  he  could 
cluster  funeral  homes  together  to 
share  fixed  costs  such  as  hearses 
and  embalming  rooms.  He  also  re- 
alized the  magic  of  public-private 
company  arbitrage:  He  could  ac- 
quire private  funeral  homes  for  10 
to  12  times  earnings  and  pay  for 
them  by  issuing  stock  at  20  to  30 
times  earnings.  That  was  a  winning 
formula  until  die  mid- 1 990s,  when 
competitors  drove  prices  up  to  un- 
sustainable levels. 

Waltrip  bought  funeral  chains 
in  Australia,  Europe  and  elsewhere 
but  was  forced  to  sell  most  of  them 
to  pay  down  debt.  The  interna- 
tional expansion  wasn't  a  total  dis- 
aster, however:  SCI  executives 
learned  firsthand  how  to  offer  ere 
mations  in  markets  like  Australia, 
where  more  than  80%  of  con- 
sumers in  urban  areas  eschew  bur- 
ial. Waltrip,  who  is  still  chairman 
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Patrick  Mahoney  owns  the  Bodnar-Mahoney  Funeral 
Home  &  Cremation  Service  in  Cleveland  and  should  be  at 
a  disadvantage  to  SCI,  with  its  worldwide  network  of 
3,000  funeral  homes  and  cemeteries.  SCI  uses  its  size  to 
cut  costs  and  sell  "pre-need"  funerals  that  can  be  bought 
in  one  city  and  used  in  practically  any  other.  But 
Mahoney  can  do  that,  too.  He  operates  three  Web  sites, 


Still  there  in  spirit— and  fact:  No  need  for  long  good-byes, 
since  you  can  keep  a  piece  of  a  loved  one  around  forever. 


including  two  that  sell  cremation  urns  for  as  little  as 
$IOO-with  the  reminder  that  funeral  homes,  by  law, 
must  accept  urns  bought  elsewhere.  For  as  little  as 
$600  he  can  arrange  a  cremation  and  service  in 
another  city  and  still  make  money.  The  wholesale  price  to 
pick  up  a  body  and  cremate  it  is  as  little  as  $150  in  some 
markets.  SCl's  average  take  for  the  same  thing  is  $1,400. 

SCI  also  faces  stiff  competition  from  independent 
funeral  homes  that  can  respond  more  quickly  to  changing 
tastes.  Joseph  Farenga  &  Sons  in  Astoria,  N.Y  ripped 
out  the  somber  carpet  and  dark  wallpaper  and 
redecorated  in  a  scheme  that  makes  mourners  "feel  like 
they're  at  a  hotel,"  boasts  the  owner,  Gus  Antonopoulos. 
With  on-site  embalming  and  six  chapels,  some  of  them 
equipped  with  6-foot  video  screens  that  drop  from  the 
ceiling,  Farenga  &  Sons  shamelessly  exploits  the  Big  Chill 
crowd.  Employees  assemble  video  tributes  to  the 
deceased  set  to  their  favorite  tunes. 

Some  other  undertaking  trends  you  might  have 
missed: 

•  Cremation  jewelry.  Pendants  and  charm  bracelets  with 
miniature  urns  to  hold  a  loved  one's  ashes 
(www.urnseller.com);  artificial  diamonds  made  from 

^  cremation  ashes  (www.lifegem.com). 
'  •  Lawn  sculpture.  Birdbaths,  fountains,  sculptures  and 
other  urns  suitable  for  the  yard  (legal  in  all  50  states). 

•  Pet  funerals.  Can  be  arranged  for  everything  from 
canines  to  reptiles. 

•  Space  flight.  Capsules  holding  ashes  can  be  launched 
into  orbit  around  the  Earth  for  10  to  240  years  for  a  mere 

ram  of  ashes  (www.celestis.com). 

-D.F. 
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and  chief  executive,  marvels  at  tl 
memory  of  the  morning  he  ei 
countered  a  guest  at  the  grar 
opening  for  one  of  the  compan) 
new  crematorium-memorial  ga 
dens  in  Sydney.  The  guy  had  h 
arm  in  the  tubelike  crypt  desigm 
to  hold  a  cremation  urn — "en 
mains,"  in  undertaker  lingo 
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waiting  for  the  sales  office  to  opei. 
"This  is  mine — this  is  the  one  I'l 
gonna  buy,"  Waltrip  recalls  th 
man  saying.  "Nobody  else  is  gonn 
get  it." 

Lesson  learned.  SCI  has  built 
similar  center  in  Mesa,  Ariz.,  pai 
of  a  $50  million  expansion  to  de 
velop  150  cremation  "gardens, 
where  clients  can  hold  a  serviq 
and  place  remains  in  a  vault  with 
granite  marker.  "The  people  wh 
opt  to  come  there  usually  take  th 
whole  works,"  Waltrip  says. 

Problem  is,  adding  cremator) 
ums  can  goose  demand  only  S' 
much.  "This  is  never  going  to  be 
revenue-growth  story,  based  o) 
demographics  alone,"  says  Johi 
Ransom,  an  analyst  v«th  Raymom 
lames.  "Maybe  in  15  years,  whei 
Mick  lagger  dies.  Maybe." 

Meantime,  SCI  will  continue  b 
revamp.  A  newly  activist  board 
which  brought  in  Ryan  on  th< 
heels  of  the  debt  crisis  that  pum 
meled  the  company's  stock,  nov 
wants  Waltrip,  72,  to  acknowledg 
his  own  mortality  and  advano 
Ryan  to  chief  executive.  "Succes 
sion  is  part  of  what  corporate  gov 
ernance  is  all  about,"  says  Anthon; 
Coelho,  the  former  congressmai 
and  SCI  director.  "And  we're  goinj 
to  insist  on  it."  I 


xpressive    styling    is    just    one    of    the    many    legacies    of    America's    greatest    car    designer. 
All    of    >A(hich    live    on    today    at    the    car    company    where    he    hung    his    hat. 
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an  arts  -h  architecture,  collaborative, 
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THREE  YEARS  AGO  ERIC  SCHRIER 
left  Time  Inc.  for  the  Pleas- 
antville,  N.Y.  headquarters  of 
Reader's  Digest  Association.  The 
new  editor-in-chief  had  the 
daunting  task  of  reviving  a  once  im- 
men  '  uccessfiil  magazine  whose  U.S. 
circiJ  ^'S  collapsing.  The  monthly's 

formui  ,  f  health  tips  and  heart- 

warming' ■vry — was  looking  ir- 

relevant. It  \ '  '^Licatjon  found,  as  one 


former  empl> 
mother's  bathrt 

•n  my  grand- 

Schrier  tapp 
sourced-up  veteran !' 
Consumer  Reports,  to ; ; 
date.  Just  18  months  oi.  . 
torn  through  the  magazine 

>i'!:::t 
u  job,  L 
Lke  a  tOi 

v?o,  a 
ind 
■r.  up- 
.*o  has 
•lado: 

An  estimated  30%  of  the  shell-shocked  ed- 
itorial staff  has  been  replaced  and  ahnost 
every  remaining  editor  has  a  new  job.  Such 
writers  as  Tucker  Carlson  (CNN's  Crossfire 
cohost),  Frank  Lalli  (former  editor  of 
George  and  Money)  and  Mary  Roach  (hu- 
morist) are  producing  original  copy  for  a 
magazine  whose  articles  were  once  reprints 
from  other  publications. 

"Not  yet  hip,"  is  the  verdict  of  trade 
publication  Folio,  "but  hipper."  The  trade- 
mark jokes,  diet  tips  and  derring-do  are  still 
there,  but  also  stuff  with  a  harder  edge:  a 
profile  of  Karl  Rove  at  the  White  House, 
debates  on  euthanasia  and  affirmative  ac- 
tion. RDA's  first  ad  campaign  in  a  decade 
shows  nubile  woman  in  a  bathrobe, 
Jutchin;:  the  pocket-size  magazine.  "If  we 


Reader's  Digest's  turnaroum 
team:  Jacqueline  Leo, 
Thomas  Ryder  and 
Eric  Schrier. 

got  any  closer,"  reads  the  ra 
tag  line,  "we'd  have  to  u 
protection."  Says  Leo:  "We' 
halfway  there." 

A  noble  effort,  but  it  m 
be  too  late  to  save  the  ind 
pendence  of  Reader's  Dige 
RDA  stock  is  down  from  $• 
in  2001  to  a  recent  $13,  ma 
ing  the  company  easy  prey  f 
a  healthier  publishing  fin 
For  next  January's  issue  t] 
U.S.  edition  of  Reader's  Dig 
is  guaranteeing  only  10  m; 
lion  subscribers,  down  fi-o 
15  million  as  recently  as  19' 
and  18  million  at  the  peakj 
1974.  Has  the  magazine's  e 
passed?  "There  are  plenty 
magazines  out  there  that  c 
be  milked  for  profitability  i 
a  number  of  years  before  th 
eventually  die,"  says  Richa 
Jones,  a  former  RDA  r 
searcher  and  now  president 
DIG  Marketing.  "There's  a 
of  evidence  that  sugge 
that's  the  case  with  Readi 
Digest." 

For  Thomas  Ryder,  ch; 
executive  of  the  $2.4  billic 
(revenue)  RDA,  everythii 
hangs  on  the  speed  of  Le( 
turnaround.  "I  am  sure  we  are  going  to  t 
this,"  he  says,  but  then  adds,  wistfully,  \  ^ 
may  not  be  here  to  see  it."  The  red  leath 
folder  on  his  coffee  table,  a  gift  from  1 1  * 
wife  his  first  day  on  the  job,  has  "No  Whi  j 
ing"  embossed  in  gold  across  its  cover. 

Net  income  will  hit  a  projected  $' 
million  in  the  year  ending  June  30,  ai 
Ryder — after  suggesting  in  1999  that  ht 
double  revenue  and  profits  by  2004 — nc  |«o 
sees  no  material  improvement  in  prof 
until  2005.  "Most  holders  of  the  stocl 
says  Douglas  Arthur,  analyst  at  Morg; 
Stanley,  "feel  Ryder  overpromised 
underdelivered." 

Ryder  isn't  helped  by  the  fact  RDi 
difficult  to  understand.  It's  a  domestic 
azine,  making  little  money,  coupled  to 
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AS  THE 


I^MERICAiVr 


DREAM 


SO  DO  WE. 


cA^  cAvA?  cA? 


h  American  Dream  is  powerful,  undeniable,  and  most  importantly,  dependable.  As  an  estimated  13  to  15  million 
households  enter  the  market  by  2010,  the  American  Dream  will  be  realized  by  even  more  people. 


new 


♦  ♦♦ 


or  over  30  years,  we've  been  in  the  American  Dream 
usiness  and  have  helped  put  more  than  49  million 
imilies  into  homes  of  their  own.  We  revolutionized  the 
idustry  vnth  business  innovation  and  technology  that 
reamlined  the  process,  making  it  possible  for  more 
eople  than  ever  before  to  qualify  for  a  mortgage.  As  a 
isult,  we've  been  able  to  deliver  a  consistently  strong 
nancial  performance  over  the  last  16  years,  despite  a  wide 


range  of  economic  and  financial  climates.  And  that 
performance  puts  us  among  the  best  of  the  S&.P  50O 
companies.  We  call  it  disciplined  growth.  We  built  our 
business  on  the  strength  and  stability  of  the  American 
Dream.  As  long  as  hardworking  American  families 
continue  to  dream  of  homes  of  their  own,  we'll  keep  workin.- 
to  make  ita  reality.  As  tlie  American  Dream  grows,  so  do  .-.e. 


^i  FaiinieMae 


W  W  V  .  { 


a  n  n  I  e  m  a  c .  (•  o  ir. 


,^l  rights  reserved.  The  hoii^c  logo  .■    i  ycsi-^<^   ;'i  mark  of  Fannie  Mri 
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international  division  (the  flagship  maga- 
zine is  published  in  48  editions  and  19  lan- 
guages), a  direct-mail  operation  that  ped- 
dles books  and  music,  a  traveling  book  fair, 
a  fiindraisijig  vehicle  for  schools  and  a  busi- 
ness in  Wisconsin  (Reiman)  that  puts  out  a 
food  magazine  for  middle  America.  This 
collection  was  expected  to  generate  $240 
million  in  operating  income  (net  before  de- 
preciation, interest  and  taxes)  in  the  June 
2003  fiscal  year.  The  enterprise  value  of  the 
company — debt  plus  common  stock 
value — is  only  nine  times  that  sum. 

DeWitt  and  LOa  Wallace  founded  the 
magazine  in  a  Greenwich  Village  apart- 
ment in  1922.  They  left  the  property  to 
charitable  foundations  that  retained  voting 
control  when  RDA  went  public  in  1990.  But 
last  year,  amid  a  shareholder  revolt,  Ryder 
arranged  for  a  recapitalization  in  which  all 
shares  became  a  single  voting  class.  In  effect 
Ryder  fashioned  the  noose  with  which  dis- 
sident shareholders  can  hang  him.  Among 
the  hostile  holders:  Richard  Grubman  of 
Boston  hedge-fund  operator  Highfields 
Capital  Management,  sitting  on  8.5%  of 
the  shares.  Plausible  buyer:  the  German 
publisher  Bertelsmann — with  News  Corp. 
and  AOL  Time  Warner  as  dark  horses. 

In  its  heyday  as  a  private  company  RDA 
was  quite  the  paternalistic  employer.  The 
Wallaces  gave  away  turkeys  at  Thanksgiv- 
ing, sent  sick  employees  home  in  a  limou- 
sine and  gave  off  Fridays  in  May  so  em- 
ployees could  tend  their  gardens.  Even 
today  the  company's  "Rotunda"  in  Pleas- 
antville,  with  its  gilt-framed  paintings  of 
crocus  fields,  feels  more  like  a  genteel 
women's  college  than  it  does  a  headquar- 
ters for  a  modern  media  company. 

Ryder,  with  accomplishments  in  both 
direc  mail  and  magazine  publishing  at 
Aicciican  Express,  arrived  in  1998.  He  cut 
the  Ji  ;  id  and  sold  off  the  jet  and  $98 
milliun  .  -;•,  of  Degas  and  Monet  paint- 
ings. Bill  s:  „  ,>.  .  -.  Ryder  started  his  "drive 
to  five" — :.  o  „  v;  nf  revenue  to  S.^  bil- 
lion, and  opcTUi'.., ;  rol.t  of  $500  million, 
by  2004— it  .v' •  m  2001  the  at- 

torneys general  i  ,  -d  the  firm 

for  misleading  coiisi  ,  vvcepstakes 

promotions;  the  irnpost-.-l  restrictions  ef- 
fectively ended  sweep.stdl^.'s  as  a  circulauoii 
vehicle  just  as  Sept.  1 1  ,ii  >1  the  anthrax 
scare  slaughtered  direct  uui! 
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Ryder  spent  $380  million  on  Books  Are 
Fun,  a  profitable  and  fast-growdng  operator 
of  traveling  book  fairs  in  schools  and  of- 
fice buildings,  and  $760  million  on  Reiman, 
which  puts  out  America's  bestselling  food 
magazine,  Taste  of  Home.  To  pay  for  the"ac- 
quisitions,  Ryder  put  $1  billion  of  debt  on 
a  balance  sheet  that  had  been  clean  for 
most  of  its  history.  He  says  Reiman  is  cost- 
ing only  $28  million  in  interest  but  gener- 
ating $70  million  a  year  in  cash. 

But  shareholders  are  not  in  a  forgiving 
mood.  A  year  ago  Ryder  praised  the  steady 
international  business  in  a  conference  call 
to  analysts;  today  it's  in  a  nosedive,  a  new 
round  of  cost-cutting  is  under  way,  and 
Ryder  says  he  "can't  yet  call  the  bottom." 
Ryder  is  a  warmly  engaging  speaker  but  cu- 


Digest  This 


In  a  very  vulnerable  position: 
Reader's  Digest's  underperforming 
stock.  Can  it  narrow  the  gap? 
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Source:  FT  Interactive  Data  via  FactSet 
Research  Systems. 

riously  accident-prone  when  communi- 
cating with  the  outside  world.  In  our  in- 
terview, a  startling  assertion  that  he  would 
consider  selling  off  all  the  international 
businesses  (45%  of  sales)  had  his  press  of- 
ficer scrambling  afterwards  to  clarify:  Ryder 
only  meant  some  assets  in  some  countries. 
Why  won't  Wall  Street  buy  the  turnaround 
story?  "I  am  a  great  communicator,"  says 
Ryder,  offering  up  another  mixed  message, 
"but  I  have  failed  miserably." 

So  dark  forces  bear  down  on  him  just 
as  there  is  evidence  he  is — after  a  string  of 
mistakes — doing  the  right  things.  His  early 
attempts  to  start  businesses  were  almost 
silly  distractions:  Gifts.coni  (a  failed  gift 
shop)  and  financial  services  (a  small,  fee- 
generating  unit  that  uses  RDA's  direct-mail 
expertise'  to  sell  third-party  mutual  ftmds 


and  credit  cards).  Besides  the  refurbis 
ment  under  way  at  the  flagship  magazL 
RDA  is  hitting  100,000  supermarket  che( 
out  pockets  every  three  weeks,  roUing  c 
17  one-time  pocket-size  magazines  pric 
between  $4  and  $8,  with  titles  like  How 
Clean  Everything  (Even  Your  Kids)  a 
Grandma's  Best  Desserts.  The  book  fa 
push  Reader's  Digest's  first  diet  book  a 
paid  Web  site.  The  iVeiv  York  Times  does 
include  direct-mail  book  sales  in  its  be 
seller  lists,  but  if  it  did,  RDA's  Foods  Tl 
Harm,  Foods  that  Heal  (5.9  million  copi 
and  How  to  Do  Just  About  Anything  or 
Computer  (2.3  million)  would  have  to 
up  there.  Says  the  new  head  of  interr 
tional  operations,  Thomas  Gardner:  "^ 
sell  Grisham-like  quantities.  Somehow  t 
story  of  our  products  got  lost." 

Perhaps  the  most  convincing  sign  tl 
RDA  is  experiencing  an  editorial  renaissar. 
is  the  fact  that  headquarters  recentiy  test 
and  approved  six  Reiman-inspired  ma^ 
zine  concepts.  In  the  next  12  months  R] 
will  launch  up  to  four  of  them — whi 
would  be  more  magazines  than  RDA  Y 
launched  in  the  U.S.  in  its  entire  81 -ye 
history.  (Candidates  include  a  birds-an 
flowers  magazine  for  Britain  and  a  foi 
magazine  for  Brazil.)  In  fiscal  2005,  Schr 
says,  RDA  will  test  between  20  and  30  ad( 
tional  concepts. 

"We  will  use  a  formula  that  is  differe 
than  normally  used  in  the  publishing  i 
dustry,"  Ryder  says.  Alluding  to  Reiman 
readers  provide  the  copy  by  sending 
their  down-on-the-farm  photographs  ai 
recipes  for  cherry  cobbler — Ryder  claii 
"[the  new  magazines]  will  cost  less 
launch,  and  we  won't  even  think  about  a 
vertising.  We  start  with  a  commitment 
create  a  product  that  a  reader  buys  and 
willing  to  pay  for.  Guess  where  that  car 
from?  For  the  first  35  years  of  its  existeni 
Reader's  Digest  didn't  take  any  advertisin) 
Ryder's  editorial  revival  is  a  couple 
years  off  from  making  significant  cont 
butions  to  earnings.  What  will  happen,  i 
ask,  if  media  stocks  rise  in  the  next 
months  and  RDA's  shares  stay  flat?  "Som 
one  will  buy  this  company,"  he  says.  "Rig 
now  there  are  no  buyers  because  evej 
body's  stock  is  terrible.  But  that  will  ch; 
and  if  we  do  not  participate  in  the  rail; 
come,  we  v«U  be  a  vivid  target." 


Fly  on  the  private  jets 

that  don't  take  you  for  a  ride. 

Fractional  ownership  designed  to  keep  annenities  up,  your  costs  down.  Imagine 
riding  in  a  new  best-selling  Cessna  Citation.  Everything  is  managed  for  you. 
Fly  when  you  want,  arrive  refreshed,  ready,  punctual.  An  expensive  luxury? 
Not  anymore.  Our  smarter  infrastructure  affords  you  the  industry's  lowest 
upfront  and  ongoing  costs.  Fly  wisely,  spend  smartly.  See  specs  and  jets  at' 
citationshares.com.  For  a  free  cost  comparison,  call  1  800  340-7767,  «xt  121. 


www.citationshares.com 
©7003  CitationShares 
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FINANCIAL   PLANNING 


MUTUAL   FUNDS 


LIFE   INSURANCE 
RETIREMENT  PLAN- 


COLLEGE   SAVINGS   PLANS 
MANAGED   ACCOUNTS 


History  shows  that  over  50%  of 
market  gains  occur  in  the  first 
six  months  of  a  new  bull  market. 

Are  you  ready  for  the  ride? 


No  matter  which  way  the  economy  turns  next,  the  time  to  get  ready  is 
now.  Lincoln  can  help  with  an  extensive  range  of  financial  solutions — fron 
life  insurance  to  managed  accounts.  All  to  help  balance  your  portfolio  anc 
provide  some  measure  of  stability  in  an  otherwise  unpredictable  world. 
And  ail  backed  by  nearly  100  years  of  experience  in  helping  to  build  and 
protect  our  customers'  wealth'.  For  more  information,  see  your  financial 
advisor,  call  1-877-ASK  LINCOLN,  or  visit  LFG.com/prepare. 
Clear  solutiom  in  a  complex  world'^ 


AME  APPEARS  IN  MYRIAD  FORMS:  ON  THE  WEB,  ON  FILM,  ON  THE  PLAYING  FIELD,  OVER  THE 
airwaves  and  on  the  newsstands.  The  Forbes  Celebrity  100  rankings  aim  at  evaluating 
how  performers  from  disparate  fields  match  up,  combining  various  metrics  of  media 
coverage  with  the  one  thing  common  to  ail  stars:  cash.  The  results  (which  can  be  found 
on  the  foldout  section  after  page  96)  can  be  surprising:  You  expect  to  see  names  like 
Tiger  Woods  and  Steven  Spielberg  high  atop  the  list,  but  the  top  spot  goes  to 
Jennifer  Aniston.  Some  25.5  miUion  people  watched  the  Friends  season  finale  in 
May;  she  earned  $35  million  in  the  last  year  and  she  graces  more  magazine  covers  than  any 
other  star.  Rapper  Eminem,  along  with  partner  Dr.  Dre,  follows  right  behind,  propelled  to  the 
second  spot  on  prodigious  music  sales  and  unrivaled  Web  stardom.  Aniston's  husband,  Brad 
Pitt,  didn't  earn  enough  to  rank  among  the  top  ten  actors  who  made  the  cut;  the  power  cou- 
ple of  the  moment  is  actress/singer  Jennifer  Lopez  and  actor  Ben  Affleck.  A  constant  flow  of 
coverage  helped  raise  Lopez  up  from  number  12  in  2002  to  number  5  this  year;  Affleck,  who 
trails  his  fiancee  by  two  spots  at  number  7,  climbed  up  from  number  15  last  year.  But  J.  Lo's 
last  high-wattage  romance,  P.  Diddy,  is  a  list  no-show  again.  (Perhaps  he  should  change  his 
name  back  to  Puff  Daddy,  the  moniker  he  used  the  last  time  he  made  the  cut,  four  years 
ago.)  What's  become  of  Mariah  Carey,  rich  and  popular  enough  to  rate  number  7  a  year 
ago  but  absent  altogether  this  go-round?  Turns  out  finance  and  fame  share  a  basic  char- 
acteristic— past  performance  is  no  guarantee  of  fiiture  results. 

EDITED  BY  PETER  KAFKA.  REPORTING  BY  KURT  BADENHAUSEN, 
ALLISON  PASS,  TOMAS  KELLNER,  PETER  NEWCOMB, 
DOROTHY  POMERANTZ,  KEMP  POWERS,  BRETT  PULLEY  AND 
ALIYA  STERNSTEIN.  PHOTO  RESEARCH  BY  BRIAN  MARCUS. 
OTHER  RESEARCH  BY  PHOEBE  BRAVAKIS,  NATALIE  CANNESTRA. 
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As  CD  sales  sag  under  Napster-style  piraq^, 

Jay-Z  and  other  hot  acts — especially  craggy  veterans- 
turn  to  concert  tours  to  reap  their  real  fortunes. 


N  100-DEGREE  HEAT,  THE  CROWD  STARTS  TO 
build  in  front  of  a  Las  Vegas  nightclub  two  hours 
before  the  doors  swing  open.  By  9:30  p.m.  1,500 
sweaty  people  are  packed  inside,  where  it's 
almost  as  hellish  as  it  is  outdoors. 

Onstage,  though,  Jay-Z  barely  breaks  a  sweat. 
The  languid  rapper,  who  has  accessorized  a  mil- 
itary-style T  shirt  with  diamond-encrusted  dog 
tags,  gets  his  fans  to  do  much  of  the  work:  They 
rhyme  along  with  him  during  each  song,  finish- 
ing his  verses  when  he  holds  out  the  microphone. 
One  hour  later  the  rapper  walks  offstage,  working  his 
way  through  the  kitchen.  His  entourage  of  20  retires 
to  the  green  room  to  joke  and  pass  around  vodka. 
Jay-Z  enters  a  separate  suite  and  sits,  alone,  with  two 
bodyguards  parked  out  front. 

Graced  with  the  requisite  rapper  scowl,  the  pre- 
dictable rap  sheet  and  an  ear  for  a  catchy  hook,  Jay-Z 
will  repeat  liiis  ritual  through  thL :  iimmer  on  a  much 
larger,  more  lucrative  scale.  The  club  show  is  a  warm- 
up  for  the  33-cit)'  Rock  the  Mic  tour  he  is  headlining 
with  50  Cent,  the  mu.v  led,  glowering  rapper  dujour. 
Touring  with   theni  ■   •   ^^,  peractive   Busta 
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Rhymes,  the  playful  Missy  Elliott  and  several  other 
acts.  Playing  to  crowds  of  20,000,  Jay-Z  should  net 
around  $100,000  per  performance,  or  more  than 
$1,000  per  minute  onstage. 

That's  $3.3  million  or  more  for  a  summer  of 
work,  good  pay  even  for  Jay-Z,  who  has  sold  30  mil-  „ 
lion  records.  Musicians  of  every  stripe  will  make  a  | 
pile  of  money  touring  this  summer.  The  Dixie  t 
Chicks,  the  country  crooners  who  came  under  fire  " 
for  opposing  the  war  in  Iraq,  sold  more  than  $45  mil-  | 
lion  in  tickets  for  57  shows  in  less  than  a  week.  | 
Eminem,  the  white-rapper-turned-actor  who  sold  « 
more  discs  last  year  than  any  other  musician,  sold  - 
$5.2  million  worth  of  tickets  to  88,000  people  for  two  I 
upcoming  sold-out  shows  at  Ford  Field  in  his  home  ^ 
city  of  Detroit.  5 

Graying  geezer  groups  reap  the  biggest  riches,  g 
bankrolled  by  baby  boomers  who  can  afford  stiff  § 
ticket  prices.  You  could  see  The  Who  for  free  at  I 
Woodstock  in  1969;  last  year  tickets  to  see  the  band's  | 
two  surviving  members  creak  onstage  sold  for  an  i 
average  of  $77  apiece.  The  loftiest  perches  on  Pollstar 
magazine's  annual  list  of  highest-grossing  acts  are 
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Kid  Stars 

Most  of  them  aren't  bid  enough  \\ 
but,  boy,  can  they  move  product.,! 
minimoguls  appeal  to  kids  and  tak 
home  grown-up  paychecks. 
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Where  did  Kobe  Bryant  go? 

The  Lakers  star  parted   '4 

I  ways  with  Adidas  last    ;? 

*  year,  leaving  $8  million  - 


be  back  next  year  after 
signing  a  new  shoe  deal. 


Change  in  pay  for  '■•■ 
'wood  s  top  ten  actre 
a  the  last  12  months. 


Former  Secretary  of  State 
Madeleine  Albright  asks  audi- 
ences who  want  her  to  remi- 
nisce about  world  affairs  and 
her  time  in  office  for  $65,001 
speech.  Cheapskates  can  wa 
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lieid  mostly  by  aging  rock  stars:  Last  year  Paul  McCartney 
($103.3  million),  who  charged  a  top  ticket  price  of  $250,  the 
Rolling  Stones  ($87.9  million)  and  Cher  ($73.6  million)  topped 
the  charts.  McCartney  plowed  through  90  dates  in  14  months, 
playing  two-and-a-half-hour  shows  for  half  a  million  people  in 
Rome,  100,000  in  Moscow's  Red  Square  and  35,000  in  the 
Beatles'  birthplace  of  Liverpool,  U.K. 

By  the  time  the  Eagles  wrap  up  the  40-date  first  leg  of  their 
supposedly  last  tour,  dubbed  Farewell  I  (wink-wink),  they  will 
have  earned  at  least  $30  million  in  guarantees — before  T  shirt 
sales.  Even  Cii-.i,  whose  own  fareivell  tour  has  stretched  out  for 
more  than  a  y?>?ir  wil!  stay  on  the  road  through  the  end  of 
August,  flanh  ii.-  mechanical  elephant  that  appears  on 

stage  with  her. 

The  concer;  a  r  been  bigger,  in  dissonant 


contrast  to  the  recorded-music  bi 

ness.    While    music    sales-   h. 

dropped  for  three  years  in  a  n 

from  $13  billion  to  $11.5  billion 

2002,  hurt  by  Napster-style  dig 

piracy  and  a  lackluster  flow  of  ] 

new  acts,  the  tour  business  1 

climbed  for  four  years  straight,  fr( 

$1.3  billion  in  1998  to  $2.1  billi 

last  year.  Thus  musicians  incre 

ingly  rely  on  road  shows  for  th 

income.    Performers    frequen 

moan  about  never  seeing  a  royalty  ch( 

from  their  record  label,  no  matter  how  m; 

discs  they  sell.  But  a  top  concert  draw  ( 

take  home  35%  of  the  night's  gate  and  up 

50%  of  the  dollar  flow  from  merchand 

sold  at  the  show.  The  labels  get  none  of  itJ 

"The  top  1 0%  of  artists  make  money  s 

ing  records.  The  rest  go  on  tour,"  says  Sc 

Welch,  who  manages  singers  Alanis  Moi 

sette  and  LeAnn  Rimes. 

Now  the  music  labels,  hungry  for  revei 
from  any  source,  are  mulling  o 
whether  to  make  a  grab  for  a  pi 
of  the  tour  biz.  One  comp 
already  has:  In  October  E 
Recorded  Music  signed  a  deal  w 
Brit  singer  Robbie  WiUiams  tj: 
gives  the  label  a  cut  of  the  pop  st< 
merchandise,  publishing,  touri 
revenue  and  sponsorship.  Willi 
unknown  here  but  huge  everywhl 
else,  is  a  former  boy-band  star  w 
has  sold  26  million  records  sir 
1995  and  regularly  sells  out  cone 
crowds.  His  current  European  tour  includes  three  nights  at  Ei 
land's  cavernous  Knebworth  Stadium,  where  he  will  cavort 
front  of  150,000  people  each  night.  Hence  EMi's  willingness 
pay  him  an  estimated  $20  million  for  a  25%  stake  for  his  m 
music  revenue,  in  addition  to  hefty  per-album  advances. 

EMI  officials  say  they  are  pursuing  similar  deals  with  otl 
musicians,  both  superstars  and  new  acts.  Other  label  executi' 
are  eyeing  the  idea,  albeit  less  openly.  Vivendi's  Island  Def  Jj 
may  create  a  tour  division.  At  Sony  Music,  before  he  left  the  1 
job  earlier  this  year,  the  embattled  Tommy  Mottola  is  said 
have  asked  several  top  acts  to  share  the  wealth;  they  demurre 
But  the  record  companies,  despite  their  tough  times,  n 
have  an  awful  time  prying  tour  dollars  out  of  the  musicians  tl 
made  famous.  A  new  group  typically  gets  only  14%  of  a  Q 
wholesale  price,  and  even  that  cut  dwindles  to  a  third  of  tl 
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Milla  Jovovich  turned  do 
$500,000  for  two  days  | 
work  shilling  for  Italian  C] 
company  Lancia. 
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once  the  company  deducts  promotional  fees.  The  talent  grouses 
that  the  labels  hide  money  in  confusing,  byzantine  royalty  state- 
ments. In  November  Bertelsmann's  BMG  unit  made  headlines 
merely  for  promising  to  provide  clear,  transparent  accounting. 

"The  record  companies  for  so  many  years  have  screwed  the 
artists  on  royalty  statements,"  says  manager  Welch.  "Now  they 
want  to  be  my  partners?"  He  vows:  "Here's  what  can't  happen: 
You're  not  going  to  get  our  touring  business  and  leave  the  rest  of 
the  business  the  way  it  is."  He  would 
consider  splitting  all  profits  between 
artist  and  record  company,  50-50. 

Label  executives,  off  the  record, 
retort  that  taking  a  share  of  the  tour 
receipts  is  only  logical:  After  all,  the 
labels  spend  mOlions  promoting  their 
artists'  careers  (and  charge  them  for  it). 
And  record  companies  need  the  money. 
"Costs  are  going  this  way,"  says  David 
Munns,  who  runs  EMi's  North  Ameri- 
can business,  pointing  a  finger  toward 
the  ceiling  of  his  Manhattan  office,  "and 
the  revenue  is  going  this  way,"  he  says, 
planting  a  thumb  downward.  "At  some 
point  we  are  going  to  have  to  turn  the 
tap  off,  unless  we  try  something  else." 

Two  companies  fueled  this  live- 
band  boom:  SFX  Entertainment,  the 
Robert  SUlerman-led  roll-up  of  concert 
promoters  and  concert  venues;  and 
Clear  Channel  Communications,  the 
San  Antonio  radio  and  advertising  con- 
glomerate that  swallowed  SFX  in  2000. 
Under  Sillerman  SFX  cobbled  together 
several  dozen  concert  venues  and  a  net- 
work of  regional  concert  promoters,  a 
seat-of-the-pants  crew  that  estimated 
how  much  each  act  could  generate  in 
revenue,  offered  a  guarantee  and  kept  a 
piece  of  any  remaining  profit  from  each 
concert.  Combining  the  two  let  SFX 
drive  popular  acts  to  its  own  amphithe- 
aters and  arenas,  then  capture  any  ancil- 
lary revenue,  like  parking  fees.  Clear 
Channel  executives,  who  thought  the  business  made  even  more 
sense  combined  with  its  advertising  arm— they  could  promise 
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Even  acts  that  don't  sell  out  stadiums  can 
make  decent  money  on  the  road— If  they 
keep  expenses  in  check.  Below  is  a  weekly 
touring  budget  for  a  band  playing  5,000-seat 
venues,  four  or  five  times  a  week;  the  booking 
agency  that  provided  the  numbers  agreed  to 
do  so  on  the  condition  that  FORBES  not 
identify  the  band. 


GUARANTEES  PER  WEEK 

$125,000 

MANAGEMENT(15%) 

18,750 

AGENCY(10%) 

12,500 

BUSINESS  MANAGER  (5%) 

6,250 

BAND  WAGES 

11,971 

CREW  WAGES 

14,934 

PER  DIEMS 

4,130 

PRODUCTION  COSTS 

9,750 

HOTELS 

7,722 

TRANSPORTATION 

13,840 

OTHER  TOUR  EXPENSES 

1,763 

EQUIPMENT  INSURANCE 

2,500 

WORKERS'  COMPENSATION 

1,480 

TOTAL  WEEKLY  EXPENSES 
TOTAL  WEEKLY  INCOME 


antee  ran  about  $200,000;  anything  over  that  was  shared 
artist  and  promoter,  usually  in  an  85-15  split.  Now  bands  1 
Fleetwood  Mac  command  $650,000  per  show,  and  profit  sp, 
run  closer  to  90-10  for  hot  acts 

Telecom  billionaire  Philip  Anschutz  has  pushed  prices  e\ 
higher  via  his  Anschutz  Entertainment  Group.  AEG,  whi 
entered  the  market  in  2000  and  differs  from  Clear  Channel  oji 
in  scope,  generally  books  artists  at  indoor  arenas.  AEG  ch 
Randy  Phillips  says  he  spent  $140  n- 
lion  last  year  on  guarantees  for  t 
tours,  including  Celine  Dion's  thn 
year  gig  at  Caesars  Palace  in  Las  Veg 
Ticket  prices  have  risen  accordingly, 
79%  in  eight  years  for  top  tours,  frc 
an  average  of  $26  to  $47,  Pollstar  says 
But  the  economics  for  the  a 
haven't  changed  much:  Most  advisi 
try  to  get  their  acts  to  leave  the  sh( 
with  up  to  65%  to  70%  of  ticket  sali 
then  use  half  of  that  sum  to  pay  off  tl 
night's  costs.  Musicians  also  keep  up. 
50%  of  any  merchandise  sales  from  t 
show,  which  range  from  $5  per  head 
Billy  Joel  concerts — fans  of  the  Pia 
Man  apparently  don't  need  a  $2 
embroidered  varsity  jacket — to  $15 
concerts  featuring  boy  bands  like 
Sync,  whose  prepubescent  girl  fans  bi 
multiple  posters,  one  for  each  membi 
Hip-hop  performers  like  Jay-Z  us 
to  miss  out  on  touring's  big  upside.  Pi 
moters  and  venues  balked  at  hosting  r 
gigs,  citing  increased  insurance  co; 
and  worries  that  violence  would  era 
When  Jay-Z  organized  his  first  big  to 
in  1999,  available  dates  were  so  hard 
come  by  that  the  tour  hopscotched  ba 
and  forth  across  the  country.  "We  h 
to  really  take  what  what  we  could  ge 
says  Jay-Z,  born  Shawn  Carter 
Brooklyn  33  years  ago. 

Three  years  later,  booking  Jay-/ 
tour  is  a  snap.  Clear  Channel  has  guj 
anteed  most  of  the  33  dates,  and  Reebok  and  Foodocker  w 
kick  in  a  combined  $5  million  to  defray  costs.  And  no  one  rai: 


$105,590 
$19,410 


marketci;,  tliat  fans  who  flocked  to  Clear  Channel  concerts  an  eyebrow  at  booking  rappers  these  days,  even  two  admitt 

would  also  -e-  -Hs  the  company  placed  in  and  outside  of  its  former  drug  dealers:  Jay-Z  pleaded  guilty  to  a  misdemean 

amphitheatc:         ^  )k  it  off  Sillerman's  hands  for  $4.4  bUlion.  assault  charge  after  stabbing  a  rival  in  1999,  and  50  Cent  uses 

Thestralet;  !>oth  companies  to  place  ever-bigger  bets  a  marketing  tool  the  fact  that  he  was  shot  nine  times, 

on  the  concert  hu,;:...  ,Ki  in  the  form  of  guarantees  paid  to  music  Jay-Z's  crammed  lineup  requires  aU  the  acts  to  give  up  sor 

acts  booked  at  their  •- .n,,,.,  -.,,  years  ago  a  large  per-show  guar-  dollars  to  make  the  tour  work.  His  guarantee,  an  estimat 
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Fleeting  fame  strikes  ft'eqi 
the  reality  TV  boom.  But  So 
stars  still  appear  on  the  siW 
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If  black  &  white  is  so  engaging,  then  why  don't 
they  make  highlighters  in  gray? 

Black  and  white  blends  in— color  gets  you  noticed.  It's  a 
simple,  colorful  fact.  So  it  just  stands  to  reason  that  if  you  use 
HP  color  in  your  business  documents,  key  points  will  draw 
attention  to  themselves.  People  take  notice  of  your  work,  which 
in  turn  highlights  how  clever  you  are. 

To  find  out  more  about  the  HP  Business  Inkjet  2280  or  learn  other 
ways  HP  color  can  make  you  shine,  visit  hp.com/go/trycolor. 
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$100,000,  is  perhaps  half  of  what  he  might  command  if  he 
weren't  splitting  ticket  fees  with  a  bevy  of  other  acts.  The  acts 
will  also  save  money  by  sharing  the  same  stage  and  lighting,  and 
they  will  travel  by  bus  rather  than  chartered  plane.  There's  no 
free  backstage  liquor. 

Also,  Jay-Z  will  squeeze  more  value  from  his  shows,  using 
them  as  a  cross-marketing  opportunity  for  his  new  line  of 
Reebok  shoes  and  his  Rocawear  clothing  business  {see  story,  p. 
88).  He  doesn't  worry  about  his  record  label  eyeing  his  tour 
profits — he  and  two  partners  hold  a  50%  stake  in  Roc-A-FeUa 
Records  (Vivendi  Universal's  Island  Def  Jam  owns  the  other 
half).  Island  paid  him  a  $22  million  advance  in  2002  to  extend 
the  partnership  through  2005. 

But  other  artists — and  their  lawyers  and  managers — are 
looking  at  record  labels  warily.  To  date  only  EMI  and  Robbie 
Williams  have  agreed  to  share  tour  revenue,  and  deals  with  other 
stars  will  be  difficult  to  pull  off  because  the  labels  lack  leverage. 


cert  business,  what  do  you  need  a  label  for?  The  Eagles,  w 
have  one  of  the  best  tour  businesses  around,  released  a  new  s 
gle  in  June  on  their  own  label;  manager  Irving  Azoff  cut  his  o 
distribution  deals  to  get  the  song  to  retailers. 

The  most  logical  way  for  the  labels  to  cash  in  on  concert: 
by  striking  deals  with  young,  unsigned  bands  that  would 
more  willing  to  forgo  future  dollars  for  a  larger  upfront  p: 
ment.  Consecutive  rounds  of  consolidation  and  price-cutti 
have  left  less  room  for  new  bands  to  begin  with,  and  advan 
are  dropping,  too:  A  new  act  that  once  might  have  commanc 
$250,000  advance  is  lucky  to  get  half  of  that. 

A  handful  of  smaller  labels  are  offering  to  be  more  gen^ 
ous  with  CD  royalties  for  a  piece  of  the  tour  take.  Hybi 
Recordings,  launched  this  year  by  concert  promoter  John  Scl 
and  former  A&M  Records  president  Al  Cafaro,  promises  to  s{ 
all  recorded  music  profits  with  the  artists;  they  also  are  talki 
to  acts  about  taking  a  15%  share  of  revenues  from  tourir 
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If  you  have  been  around  long  enough  to  create  a  lucrative  con-      merchandise  and  publishing  deals  in  exchange  for  an  upfrc 

payment.  The  label  has  signed  only  two  acts 
Drug  Money,  a  country-inflected  rock  gro 
from  North  Carolina,  and  singer/songwrr 
Matthew  Ryan — to  such  an  all-in  deal,  b 
Scher  insists  he  will  be  able  to  land  bo 
unsigned  bands  and  veteran  acts. 

Still,  the  big  labels  have  failed  at  simil 
diversification  before.  They  bought  or  creat 
merchandising  arms  in  the  1980s  and  eai 
1990s,  only  to  abandon  them.  And  the  to 
business  could  be  slowing,  prompting  artists  I 
put  up  even  tougher  resistance  to  sharing  t 
gate.  While  ticket  revenue  has  been  on  the  ril 
the  number  of  tickets  sold  has  stalled 
declined.  Last  year  the  top  100  touring  acts  scl 
a  total  of  35.1  million  tickets,  up  fi-om  34.4  m 
lion  in  2001 — but  down  5%  from  the  37.1  m 
lion  sold  in  2000.  There  seems  to  be  some  res 
tance  to  sky-high  prices. 

"One  of  the  things  that  we  are  learnir 
painfully,  is  that  we  need  to  correct  our  ticli 
prices,"  says  Donald  Law,  who  runs  Cle 
Channel's  concert  arm,  which  saw  revenu 
drop  8%  in  the  first  quarter  fi-om  a  year  ago  ai 
plans  to  spend  up  to  20%  less  on  concert  gua 
antees  this  year.  In  the  meantime  acts  like  Jay- 
will  keep  hitting  the  road.  "There's  nothing  b( 
ter  than  live  performance,"  he  says.  "You- a 
just  feel  20,000  people  singing  along  to  yo' 
songs.  There's  nothing  more  satisfying  to  i 
artist."  Or,  for  now,  more  lucrative. 
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Hit  records  come  and  go,  but  the  acts  that  sang  them  can 
tour  for  years  on  end— especially  if  they  are  willing  to 

__      play  the  Indian  casino  circuit.  Some  80  of  the  nation's 

^         -^    f^j^l    '^^^  Native  American  casinos  boast  professional- 
H  i^^l    ^"^''^  stages.  In  addition  to  the  cash— payouts  start  at 

B  C^H    $25,000  and  climb  to  $IOO,000-the  shows  offer 

^^  s^      l^^l    ^""^'^^^  ^''°'"  T^^  Temptations  to  The  Turtles  a  chance 
^^^.^^^^1    to  stretch  out  their  fame  just  a  little  bit  longer. 
^^'^''^^HB         "A  lot  of  artists,  by  being  routed  among  the 
Indian  casinos,  have  rejuvenated  their  careers,"  says 
Kip  Ritchie,  marketing  director  for  Potawatomi  Bingo 
Casino,  the  $120  million,  250,000-square-foot  complex  in 
downtown  Milwaukee.  Early  Eighties  icon  Olivia  Newton- 
John  fell  off  the  pop  charts  long  ago,  but  all  500  tickets  for 
her  June  16  show  at  Potawatomi  sold  out  in  ten  minutes. 

lA'y>^  entertainers  foot  their  own  travel  bills,  which  can  add 
up  when  you  have  to  get  from,  say.  Fort  Yates  in  North  Dakota 
to  Bowler,  Wis.  But  the  casinos  guarantee  a  minimum  fee 
regardless  of  the  gate.  Onetime  Prince  protege  Sheena  Easton 
gets  her  money  no  matter  who  shows  up  to  see  her.  Free  room  and  board 
are  nice,  too. 

The  casinos  have  a  bit  of  additional  leverage:  In  many  regions  of  the 
country,  they  are  the  only  gaine  in  town.  "They're  out  in  the  hinterlands," 
says  Howard  Silverman,  who  L.  uks  Easton  and  other  faded  stars,  like  Taylor 
Dayne,  at  Indian  casinos  about  a  dozen  times  a  year.  "Indian  casinos  don't 
compete  with  city  bookers." 

The  casinos  book  ton  comic  taleriv.  too.  Biii  Cosby  makes  $65,000  to 
$100,000  per  show  ud  ki  30  times  a  year,  pulling  in  up  to  $3  million  a  year 
in  guaranteed  fees.  Jay     no,  who  is  on  the  road  nearly  every  weekend, 
stops  by  Indian  casinos  a    --n  times  a  year,  at  $100,000  a  pop. 

—Kemp  Powers 
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Hnlli'  Bdrrv  who  rec 
an  estimated  $10  mil 
to  star  in  Gothika.  bro 
her  arm  during  filming 
and  wanted  to  worl<  tfy, 
next  day. 


Additional  reporting  by  Kemp  Powers. 


rtnron  Hii^hf--^  left  her  Whii 
House  job  last  year  to  speii 
time  at  home,  but  the  fornu 
adviser  still  finds  time  to  ge 
around.  She  made  an  estini 
$1.25  million  on  the  speake 
circuit  in  the  last  year. 
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igate's  Total  Communications  Compliance  solutions 
omatically  monitor,  analyze  and  manage  telephone 
s,  emails  and  instant  messaging  to  allow  organizations 
neet  corporate,  government  or  internal  regulations. 

ind  out  how  Aungate  can  help  protect  you,  contact  us 
1-877-692-8866,  Email:  comp\\ance@oungafe.com 
'isit  the  website  at  www. aungate. com. 
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total  communications  management 


compliance  monitoring 
email  management 
phonecall  management 
litigation  support 


An  Autonomy  Company 
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The  Broadmoor: 

Out  Where 
THE  West  Begins 


JL  rom  its  opening  day  in  1918,  The 
Broadmoor  has  welcomed  visitors  with 
a  promise  of  healthy  recreation  in  a 
"land  of  pine-spiced  air  and  golden  sun- 
shine." The  resort's  first  advertisements 
spoke  to  city-locked  East- 
erners, beckoning  them 
to  visit  The  Broadmoor 
and  enjoy  the  dry,  healthy 
climate  and  invigorating 
lifestyle  of  the  vast 
American  West.  Nearly  a 
century  later,  guests  from 
around  the  globe  still 
flock  to  the  fabled  resort 
to  rejuvenate  their  tired 
spirits  and  bodies. 

Spencer  Penrose,  found- 
er of  The  Broadmoor, 
engaged  in  adventures 
throughout  his  life,  and 
he  beheved  in  making 
adventures  available  to 
the  guests  of  his  beloved 
resort.  He  took  great 
pride  in  coi^iructing 
world-class  recreational 
facilities  at  The  Broad- 
moor, and  he  encouraged 
guests  to  strike  out  and 
explore  the  heart-lifting 
scenery  of  the  surround- 
ing mountains. 

Guests  of  The  Broadmoorniay  i  hoose 
to  test  themselves  on  championship  goll 
courses  designed  by  the  legrndary 
Donald  Ross.  Robert  Trent  Jones  and  the 


Ed  Seay/Arnold  Palmer  group.  Active 
guests  continue  to  celebrate  the  spirit  of 
the  West  on  nearby  hiking  and  horse- 
back trails,  and  at  the  resort's  state-of- 
the-art  swimming  and  tennis  facilities. 
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Essential  information 

Thi  Broadmoor 

Colorado  Springs,  Colora[x> 

866-696-1973 

broadmoor.com/fcrbes 


They  can  also  choose  to  rejuvenate  and 
renew  the  body  and  soul  at  The  Spa  at 
The  Broadmoor. 

Oj)  ned  in  1995,  The  Spa  at  The 
Broadmoor  combines  the  best  of 
Western  liospitality  with  the  finest 
European  Spa  environment.  For  cen- 
turies, Iravelers  have  flocked  to  the  great 
spas  of  Europe  to  "take  the  waters." 
Guests  of  The  Spa  at  The  Broadmoor 


enjoy  a  full  range  of  water  therapy  treat- 
ments featuring  minerals  from  earth 
and  sea,  along  with  indigenous  herbs, 
botanicals  and  aromatherapies  found  in 
the  spectacular  Rocky  Mountains. 

A  complete  line  of  mas- 
sage therapies  helps  to 
soothe  and  tone  tired  mus- 
cles. Body,  skin,  nail  and 
hair  treatments  restore  the 
glow  of  health  and  relax- 
ation. Trained  and  certi- 
fied fitness  specialists 
assist  guests  in  developing 
optimum  exercise  pro- 
grams at  The  Spa's  Fitness 
Center.  An  indoor  pool 
and  heated  outdoor  lap 
pool  welcome  poolside 
relaxation  or  serious 
swimming.  And  a  poolside 
cafe  serves  healthy  food  in 
a  stunning  location. 

When  Spencer  Penrose 
and  his  wife  Julie  first 
looked  over  the  grounds 
of  The  Broadmoor,  they 
envisioned  a  place  where 
guests  could  leave  behind 
the  hectic  pace  and  drain- 
ing habits  of  their  daily 
lives  and  be  at  once  invig- 
orated and  rejuvenated. 
Today,  days  at  The  Broadmoor  continue 
to  revolve  around  healthy  physical  activ- 
ity in  a  relaxing,  beautiful  and  natural 
setting.  Nights  still  feature  the  strains  of 
music,    fellowship   and   fine   dining. 
And  guests  continue  to  renew  them- 
selves and  enhance  their  lives.  Here, 
where  a  fresher  breeze  is  blowing  and 
the  West  begins,  the  Penrose  vision 
lives  on.  ■ 


'  Gottat  Tht;  Broadmoor 


OPLE  WHO  DEMAND  PERFECTION 

HAVE  A  WAY  OF  FINDING  IT. 

?ct  golf  courses,  nurtured  and  trimmed  with  care.  Luxurious  rooms,  With' a 
sand  little  indulgences  you'd  expect  in  a  legendary  resort.  Extraordinary  food 
wine.  All  in  the  scenic  setting  of  the  sunm'  Colorado  foothills.  The  Brcjadmbbr. 
cth-  exhilarating  for  a  personal  retreat.  And  perfectly  magnificent  fofm  meeting 


BROADMOOR J'M-  $m II 


COLORADO      SPRINGS, 


>.iORM.vrioN  OR  RESERVATIONS  CALL  866-837-9521  OR  VISIT  I5roadmoor.com/forbesJ 
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Rappers  have  long  glamourized 
other  people's  products.  Now  they 
hawk  their  own  lines  of  clothing, 
perfume,  sneakers  and  more. 

BY  LEIGH  GALLAGHER 

AMON  DASH  RUNS  RAP  LABEL  ROC-A-FELLA  RECORDS, 
but  he  saves  some  of  his  toughest  talk  for  his  role  as  chief 
of  Roc-A-Fella's  sibling  clothing  line,  Rocawear.  He  sits 
in  a  showroom  and  frowns  at  a  new  line  of  men's  basket- 
ball togs.  "What  is  this  material?  What  are  these  colors? 
People  have  to  want  to  play 
basketball  in  this  [stuff],"  he 
exclaims,  banishing  the  de- 
signer from  the  room.  Dash, 
32,  doesn't  like  the  mesh-and- 
polyester  shorts  and  tops, 
which  aren't  sporty  enough 
for  the  rugged  image  personi- 
fied by  Roc-A-Fella's  scowling 
franchise,  rapper  Jay-Z. 

Sports  apparel  is  an  un- 
likely stretch  for  a  rap  label, 
but  Dash  is  determined  to 
cash  in  on  hip-hop's  proven 
ability  to  set  trends  and  sell 
products.  He  wants  to  turn 
Roc-A-Fella  into  a  lifestyle 
brand — one  that  spans  ap- 
parel, vodka,  frlms,  a  private 
club,  maybe  a  magazine  and 
a  hotel  chain. 

Now  other  rappers  are 
horning  in  on  his  fashion  act. 
Shady  Ltd.,  an  apparel  line  fronted  by  platinum  rapper  and  film 
star  Eminem,  hits  400  stores  this  summer.  Rapper  Jermaine  Dupri 
is  at  wori<  on  a  collection.  Not  to  be  outdone,  pop  pups  are  shim- 
mying into  apparel,  too.  Gwen  Si.lani,  frontwoman  for  pop  band 
No  Doubt,  plaiis  a  fashion  line  tha  ^  will  hit  stores  early  next  year. 
Songstress  Mariab.  Carey  has  talke^'  of  a  line  of— makes  perfect 
sense — golfwear. 

Even  Jay-Z  dal  ok;   ,vith  his  own  offerings,  though  he  jointly 
owns  Rocawear  with  n  -<•.  a^^  a  clothing  manufacturer  named 


Urban  Menswear.  In  April  sneaker  giant  Reebok  started  seUii 
the  S.  Carter,  a  $100  sneaker  named  for  Jay-Z  before  he  becan 
Jay-Z;  the  rapper  gets  a  cut  of  the  shoe's  sales.  "[Musical  artist 
are  transforming  themselves  into  powerful  brands  across  mix* 
media,"  says  Denise  Seegal,  a  former  president  of  Liz  Claibon 
who  oversees  Jennifer  Lopez's  Sweetface  Fashion,  which  marke 
the  J.  Lo  fine  of  clothes,  perfume  and  accessories. 

Rocawear  is  one  of  the  nation's  bestselling  men's  appar 
brands,  its  baggy  jeans  and  bulky  pullovers  seizing  market  sha 
from  Tommy  Hilfiger  and  Ralph  Lauren,  longtime  mainstays 
status-hungry  rappers  and  their  fans.  At  Up  Against  the  Wall, 
trendsetting  Washington,  D.C.-based  clothing  chain,  overe 
business  is  flat,  but  Rocawear  is  the  top-selling  brand,  with  salt 
up  25%  this  year,  says  President  Izzy  Ezrailson. 

Dash  boasts  that  Rocawear,  launched  during  Jay-Z's  Haj 
Knock  Life  54-city  tour  in  1999,  will  rack  up  $300  million  in  sal( 
this  year,  up  20%  over  2002.  "No  way  in  hell,"  retorts  Jeffre 
Tweedy,  executive  vice  president  of  Sean  John,  the  hot-selling  men 

sportswear  line  created  fi\ 

years  ago  by  rapper  Sean  ( 

Diddy)  Combs.  Sean  John  ha 

$150  million  in  sales  in  2002 

In  addition  to  sport; 

wear,  Roc-A-Fella  marke- 

a    new    top-shelf    vodk; 

Armadale,  through  distribi 

tor  William  Grant  &  Sons.  P 

I   ^^  ,  fl    rappers  now  weave  mentior 

\  ^^^  9    of  Armadale  into  their  tune 

\^W  I  W    instead    of    rival    brand 

^^F    r       '      f       Belvedere  and  Grey  Goost 

I  Roc-A-Fella  Films,  mean 

I  /  while,    has    produced    si 

|V  movies  featuring  the  label 

"^"""^    singers,  who  often  appear  i 

Rocawear  duds.  Death  of 

Dynasty,  a  hip-hop  satire 

debuted    at    New    York' 

Tribeca  Film  Festival  in  Ma] 

Twelve  other  films  are  ij 

development. 

Dash,  who  describes  himself  as  a  "cakeaholic" — rap  fo 
greedy — also  plans  to  publish  an  urban  lifestyle  magazine  that  wi 
feature  music  and  fashion,  with  likely  emphasis  on  Roc-A-Fell 
and  Rocawear.  A  nightclub  called  the  Breakfast  Club,  which  Dasl 
says  is  for  his  "friends"  only — and  thereby  will  attract  lots  of  star 
seekers — is  slated  to  open  this  month  in  downtown  Manhattan 
And  Dash  talks  of  starting  a  hotel  chain  for  the  very  hip.  "Ever 
single  thing  is  a  commercial  for  the  next  thing,"  Dash  says.  "I  cai 
kill  five  birds  with  one  stone — for  the  cost  of  one  stone." 
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Model  Ho  ,      .     , 
'pocketed  more  f  hi 
$100,000  for  a  th 
hour  appearance 
a  Connecticut  o- 
last  year. 
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THE  NEW  RANGE  ROVER. 


HIGHER  GROUND. 


What  defines  the  evolution  of  a 


world-class  vehicle?  The  ability  to  scale 


new  heights.  And  when  you  experience 


the  new  2003  Range  Rover,  getting  there 


is  as  rewarding  as  being  there.  With  a  new 


cross-linked  Electronic  Air  Suspension  that 


provides  unprecedented  comfort  and  capability 


over  almost  any  terrain.  And  the  special 


alchemy  of  its  luxurious  waterfall-lit  wood  and 


leather  interior  that  indulges  the  soul. 


No  wonder  Car  and  Driver  magazine 


selected  it  "Best  Luxury  Sport-Utility  Vehicle." 


The  new  Range  Rover  for  2003.  From  Land  Rover. 


The  most  well-traveled  vehicles  on  earth. 


«    VTi  -M    Vi.  v.. 
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;e  rover 


POV£R 


THE  LAND  ROVE 
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Home  to  a  certain  world 

THE 

LANESBOROUGH 

LONDON 


A    ST.  REGIS    HOTEL 

Call  i.877.stregis    www.stregis.com 

ASPEN      HOUSTON      LOS  ANGELES 

MONARCH  BEACH,  CA     NEW  YORK    WASHINGTON  DC 

BEIJING     LONDON     ROME    SHANCJHAI 
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Free  music  helps  jam  bands  flourish. 

BY  MICHAEL  FREEDMa'  " 

jit 

HE  GRATEFUL  DEAD  BECAME  ONE  OF  ROCK'S  MOST  SUCCESSFUL  ACli  IB 
by  giving  its  music  away.  Yes,  you  could  buy  the  tie-dyed  band's  albun-i 
in  Stores,  but  true  Dead  Heads  savored  recordings  of  die  band's  couni 
less  concerts — taped  and  distributed  free  of  charge  by  fans,  with  th 
band's  blessing.  The  Dead  sold  few  records  (its  biggest  seller,  America, 
Beauty  in  1970,  had  some  2  million  in  sales),  but  it  cleaned  up  on  toui 
Dead  front  man  Jerry  Garcia  died  in  1995,  but  his  busi- 
ness model  lives  on.  So-called  jam  bands — a  slew  of 
rock,  funk  and  bluegrass  acts  that  feature  rambling, 
improvisational  songs — ape  both  the  Dead's  musical 
style  and  its  give-it-away  strategy. 

Jam  band  fans  use  updated  technology  to  trade 
tunes,  employing  CD  burners  and  the  Internet  more 
often  than  cassettes  and  the  mail.  The  result  is  the  same: 
The  bands  take  a  possible  hit  to  record  sales  in  favor  of 
robust  concert  receipts.  Few  sign  with  major  record 
labels,  and  those  that  do  don't  sell  many  discs.  But  jam 
bands  boast  fans — and  profits. 

Phish,  the  genre's  biggest  success  story,  started  in  the 
northeastern  bar  circuit  20  years  ago.  The  band  toured 
relentlessly— 140  gigs  a  year— and  turned  fans  into  viral 
marketers  by  encouraging  them  to  make  concert  tapes 
and  swap  them  freely.  The  band's  most  recent  album, 
2002's  Round  Room,  has  sold  200,000  copies — a  bust  by 

major  label  standards.  But  scalpers  commanded  $600  a  ticket  for  the  band's  sold 
out  show  at  Madison  Square  Garden  on  New  Year's  Eve;  the  four-piece  group  car 
draw  60,000  paying  Phishheads  to  its  shows. 

Jam  bands  fly  under  the  pop  culture  radar  and,  by  necessity,  shun  expensive 
tastes  and  costly  entourages.  Widespread  Panic,  which  started  17  years  ago  and  i; 
trailed  by  thousands  of  devoted  Spreadheads,  keeps  expenses  down  by  traveling 
light  and  crashing  at  the  Westin  instead  of  the  Four  Seasons.  This  let  the  Athens 
Ga.-based  band  net  $3  million  on  $10  million  in  touring  revenue  last  year.  Pop  tarl 
Britney  Spears,  by  contrast,  grossed  $30  miUion  on  the  road  in  2002  but  likely  pock- 
eted less  than  $10  million  after  covering  the  costs  of  her  band,  hotel,  transportation, 
crew  and  production.  And  while  Britney  and  other  superstars  typically  tour  to  pro- 
mote a  new  album,  "the  uniqueness  is  that  Widespread  can  tour  without  the 
record,"  says  James  (Buck)  Williams,  the  band's  comanager  and  agent.  "The  other 
bands  can't." 

The  hands  keep  costs  down  for  their  fans,  as  well.  Tickets  for  one  of  last  year's 
hottest  acts,  'N  Sync,  cost  an  average  of  $64.  Jam  bands  charge  half  that  and  often  sell 
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tvRclltii")    Star  in  a  blockbuster     Ot 
^  ^'■"*^.    movie  and  you  can        Si 
V;;  command  a  nice  fee. 
^;,  But  dominate  the  air- 
5  yyaVesdayafterday, 
■  j.  ■   ' ;  Week  after  week  and 
you.  can  make  some  ■ 
serious  money.  j^j 
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Rush|^baugh 


kets  jlirectly  to  customers  rather  than  forcing  them  to  pay  Ticketmaster  markups, 
me  acts,  such  as  The  String  Cheese  Incident,  even  book  travel  for  fans.  They  all 
ep  audiences  interested  by  performing  a  different  song  lineup  at  every  show, 
•suit:  a  flourishing  scene  of  students,  stockbrokers  and  zonked-out  neohippies  who 
ive  hundreds  of  miles  to  concerts,  which  are  dotted  with  dozens  of  tapers  per 
o\v.  Carrington  Crawford,  a  Richmond,  Va.  dental  student,  has  been  trading  shows 
ice  the  mid-1990s,  and  says  he  himself  has  recorded  65  concerts  in  the  past  year. 
)nce  you  start  doing  it  you  kind  of  get  addicted  to  it,"  says  Crawford,  25. 

Concert  promoters  take  advantage  of  the  habit.  Last  year  Richard  Goodstone 
ited  a  600-acre  farm  in  Tennessee,  invited  the  genre's  best-known  bands  and  sold 
It  72,000  $125  tickets  in  three  weeks — without  placing  a  single  ad.  In  June  Good- 
)ne  again  sold  out  the  Woodstock-style  concert  in  Manchester,  Tenn.,  dubbed 
)nnaroo.  "The  community  is  tight-knit  and  tech-sawy,"  he  says.  "When  they  hear 
lOut  something  special,  they  spread  the  word."  F 


Crowds  go  3  i 

wild-eyed  and  crazy  1 3 
for  jam  bands  like  "  =° 
Phish,  performing  "  | 
at  Madison  Square  -> 
Garden.  Tennessee's^  z 
three-day  Bonnaroo)^  ^ 
festival  draws 
72,000. 
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,  Looking  for  Lc 
/  The  high  school  ho 
should  graduate  to  t 
next  year,  when  his  Nl 
salary,  a  huge  Nike  deal' 
other  endorsements  will 
in  $20  million. 


The  Price  of 

(Would-Be) 

Turning  yourself  into  a  star  takes  lots  of  talent 
hard  work  and  good  luck.  Deep  pockets  help. ! 


h 


BY  ALIYA  STERNSTE 
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TERESA  LOUISE  WANTS  TO  BE  MADONNA.  THE  24-YEAR-OLD,  BOR' 
Theresa  Coombe,  has  been  at  it  since  age  3,  when  she  started  takirj 
dance  lessons;  by  19  she  was  working  as  a  dancer  and  back-ul 
vocalist.  Last  year  she  appeared,  ever  so  briefly,  as  a  hoofer  in 
movie  Chicago.  But  that  was  just  a  taste  of  fame.  The  former  Mi 
Vancouver  and  her  brother,  Stephen,  a  graphic  designer,  have  set 
their  own  production  company  to  ply  her  bid  for  stardom.  "Steve  wants  to  be  ric| 
That's  his  dream,"  Teresa  says.  "I  want  to  get  paid  for  what  I  love  to  do." 
■  I  p  The     sister-brother     team     h^ 

Annual  UOSiS  (projected) recorded  songs,  peddled  them  to  radi 

Hair  $1.PP0      stations  and  tried  to  persuade  marketei; 

Beauty  products 200      to  be  sponsors.  Last  October  the  d 

Teeth  whitening    300      funded  her  "product  launch"— the) 

-Gym  membership 780      phrase— with  $40,000  in  loans  fror 

friends  and  family. 

That  burned  off  quickly.  Recordin 
a  ten-song  demo  CD  cost  $21,500,  mos 
of  which  went  to  producers  and  studii 
time.  A  tracking  service  that  monitor 
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Shoes  650 

Singing/vocal  coach  1.200 

Dance  classes 350 

Travel 3,000 

Photo  shoots  l.PPO 

Photo  prints  500 

Promotional  cards  500      *^  success  of  their  efforts  to  get  he 

Business  cards  200      ^°"S^  °"  Canadian  radio  cost  $9,000 

Consulting/business  plan  6,000      Other  expenses  go  to  Teresa's  care  an( 

Posters  1,000      feeding  and  to  getting  her  to  "strategi 

Spa  treatments 2.pp0      promotion  opportunities"  where  shi 

Web  site;^ g      performs  free  in  hopes  of  attractin; 

Long-distance  calling  card  1,200      attention 

But  so  far  the  siblings  have  yet  t(l 
see  a  penny  in  revenue,  which  is  wh/ 
they  now  are  in  talks  to  combine  theiil 


Cellphone  goo 

CD  duplication  1.000 

Shipping  2,000 

Dancers  for  concerts  7,200 

..Choreographer  1,800      °       *  "^'^^  Very  Juicy  Records,  a  tin^l 


Sound        900 

Lights^  0 

Costumes  1,200 

Clothing  2,000 

Demo  CD  production  21,500 

Radio  tracking  9,000 

Projected  totals  through  Sept.  2003 

$67,380 

'  Expense  paid  by  others. 


Seattle  label.  Their  aim:  to  get  the  com 
pany  to  pick  up  their  costs.  "We'v< 
kind  of  taken  Teresa  Louise's  produci 
about  as  far  as  we  can  go,"  Stephen 
concedes. 

His  sister,  however,  professes  to  b« 
unfazed,  and  talks  about  upcoming 
tours.  "Teresa  Louise  is  going  to 
work,"  she  says  confidently.  "There  is 
no  fallback." 
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M pore  gets  $30v0q0 
lanci  IS  up  since  his  C 


Joe  Millionaire's 
Mai  riotf  could  buy 
'  Tiffany  engagement  rii 
■    for  825  women  with  his 
earnings  from  the  last  yer 


)(iuc 
Ofer 


HARR 


37"  Liquid  Crystal  Television      A  Q  U  O  S 


be  playfu 


Screen  image  simulated    "Street  'j/e  rne."]:.ufed  didijon.jlly 


)ducing  a  television  experience  like  no  other.  The  AQUOS  37"  Liquid  Crystal  TV.' A  masterpiece  of  design  and  technology  that's 
owpiece  in  any  space.  Unparalleled  liquid  crystal  picture  quality  and  long  product  life.  Plus,  low  watt  consumption  means 
nvironmentally  friendly  way  to  watch  television.  AQUOS  by  Sharp  —  inspired  design  for  the  way  you  live,  sharpusa.com 


be  sharp 
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\  But  Not  Here 

These  foreign  acts  tear  up  the 
charts — on  their  home  turf.  But 
making  it  over  there  doesn't  mean 
you  can  make  it  anywhere. 

BY  ALEXANDRA  KIRKMAN 

Ayumi  Hamasaki 

JAPAN  /  Singer 
Albums  sold: 
16  million 

"Ayu"  to  her  fans,  this  tiny 
phenom  reigns  supreme  in 
the  world's  second-largest 
music  market.  Her  record 
sales  reportedly  totaled  $190 
million  in  2001.  A  masterful 
marketer,  she  is  renowned 
for  tightly  controlling  her  image  and  a  look  diat  goes  from 
short  wigs  to  George  Clintonesque  hair  extensions.  She  also  is 
well  known  to  tax  collectors:  In  May  Japan's  National  Tax 
Agency  disclosed  the  country's  top  100  taxpayers  for  2002; 
Hamasaki  ranked  number  37,  though  her  estimated  income 
was  all  of  $9  million. 


F4 

TAIWAN  /  Boy  band 
Albums  sold: 
3.5  million 


K^ 
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This  previously 
unknown  fluffy- 
haired  foursome 
transformed  itself 
into  Asia's  hottest 

boy  band  after  star  turns  in  Meitor  Garden,  a  Taiwanese  soap 
opera  centered  on  label-conscious  students  at  an  elite  high 
school.  Their  coiffed  locks  and  slick  looks  send  schoolgirls  into 
hysterics  at  appearances  throughout  Asia.  Typical  fee  earned  by 
F4  for  product  end  >i-,-inents  (including  Pepsi):  $1  million  to 
$1.5  million  per  spon,^or. 
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after  fa 
earned 
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;  '  I  )  i  :     were  KO'd 

's  list  becaiise  of  inactivity. 
I^er  the  riijg  in  the  12  months 
on  last  year;  Iron  Mike 
!  $5  million  for  a  February  fight. 


Jovanotti 

ITALY  /  Rapper/Singer 
Albums  sold:  more  thc(n  5  million 

Born  Lorenzo  Cherubini,  this 
curly-haired  crooner  has  been 
turning  out  hit  after  hit  since  his 
1988  debut,  Jovanotti  for  Presi- 
dent. His  last  album,  II  Quinto 
Mondo  (The  Fifth  World), 
topped  the  Italian  album  charts, 

as  did  his  five  previous  studio  albums.  A  big  proponent  of  the 
sensory  concert  experience,  his  live  shows  bathe  audiences  wi 
aromas  such  as  talcum  powder  or  fresh  fruit.  Estimated 
retail  album  sales:  $90  million.  Offstage,  Jovanotti  paints,  writ 
whimsical  journals  and  fights  Third  World  debt  with  U2  front 
man,  Bono. 


PHar  Montenegro 

MEXICO  /  Singer 

Albums  sold:  over  300,000 

The  bedroom-eyed 
Montenegro  is  one  of  Latin 
music's  hottest  acts.  Formerly 
with  the  Mexican  teen  group 
Garibaldi,  she  released  "Qui- 
tame  Ese  Hombre,"  which 
spent  a  record  1 1  consecutive 
weeks  atop  Billboard's  Hot 
Latin  Tracks  chart,  a  feat  unmatched  even  by  the  likes  of  Selen 
Ricky  Martin  and  Jennifer  Lopez.  The  song  also  scaled  the 
charts  in  Spain  and  in  Central  and  South  America. 


Powderfinger 

AUSTRALIA /Rock  band 
Albums  sold: 
over  1.5  million 

This  hard-rocking, 
Brisbane-born  group, 
which  got  its  name 
from  the  NeU  Young 

song  "Powderfinger,"  caught  Aussies'  attention  when  its  1993 
debut  EP  "Transfusion"  shot  to  number  one  on  Australia's  al- 
ternative chart,  dislodging  Nirvana's  "Heart-Shaped  Box"  alon| 
the  way  The  group's  last  album,  Odyssey  Number  Five,  sold 
more  than  500,000  copies.  Estimated  album  sales:  $27  million.  1 

— Additional  reporting  by  Kiyoe  Minam  I 


$79,000     $49,000 

Modumihciwe,  Median  income, 

Howaixi  Sterti  listener     Tom  Brokaw  viewer 
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^AKE  A  CHANCE  ON  LOVE. 
slOT  ON  YOUR  PRIVATE  JET. 


)u  have  to  throw  caution  to  the  wind  when  it  comes  to  affairs 
the  heart.  Purchasing  a  private  jet,  however,  demands  a 
tional  approach. 

hen  you  choose  fractional  jet  ownership  with  Netjets,  you'll 
ive  the  largest  fleet  of  jets  and  a  team  of  professionals  at 
)ur  disposal.  Which  means  you're  guaranteed  a  plane  in  as 
tie  as  four  hours  and  assistance  with  your  special  requests. 

the  air  and  on  the  ground,  your  safety  is  assured.  Our  pilots 
ain  twice  as  often  as  commercial  pilots.  We  support  every 
ght  with  our  state-of-the-art  operations  center.  And  our 
lilab.orative  program  with  Mayo  Clinic  provides  you 


with  coordinated  emergency  medical  care,  24  hours  a  day 
anywhere  in  the  world,  onboard  or  off. 

And  we're  just  as  focused  on  the  safety  of  your  investment. 
We  buy  only  the  mo^t  desirable  aircraft  and  maintain  them  to 
the  highest  standards,  keeping  resale  values  high.  We  also 
guarantee  to  buy  back  your  share  at  fair  market  value,  a  promise 
backed  by  the  finaricial  strength  of  Berkshire  Hathaway. 

By  giving  our  Owners  just  what  they  want,  Netjets  has 
become  the  choice  of  people  who  can  choose  to  fly  any 
way  they  want.  To  learn  more,  call  1-877-356-0754  or  visit 
www.netjets.com. 
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NETJETS.  LEAVE  NOTHING  TO  CHANCE: 


^ele^^t^ 


Under 


Cover 


Behind  glossy  celebrity  tell-all 
books  lies  an  underworld  teeming 
with  ghosts  for  hire. 


Mr 


BY  TOMAS  KELLNER 

if  ALTER  YETNIKOFF  HAS  GREAT  STORIES  TO  TELL.  THE 
former  CBS  Records  boss  partied  with  the  Stones  in 
Paris,  lunched  with  Jackie  O  in  New  York  and  detoxed 
from  cocaine  and  alcohol  in  Minnesota.  Getting  the 
yarns  down  on  paper  isn't  so  easy,  though.  "Some  of 
the  facts  are  a  little  bit  hazy,"  the 
voluble  69-year-old  admits.  "I  know 
how  to  buUshit  real  well,  but  I  don't 
know  how  to  write  a  book." 

Luckily  Yetnikoff  has  writer 
David  Ritz  to  help  him  out.  To- 
gether— Yetnikoff  rambling,  Ritz 
writing — they  spent  a  year  assem- 
bling Howling  at  the  Moon:  The 
Confessions  of  a  Music  Mogul  in  an 
Age  of  Excess.  Broadway  Books  will 
pay  the  pair  a  combined  $500,000 
for  the  book,  due  next  year. 

Publishers  covet  celebrities,  or 
even  quasi-celebrities  like  Yetnikoff, 
who  offer  juicy  stories  and  built-in 
brand  recognition.  Fame  brings  big 
bucks:  Bill  Clinton  will  earn  a  re- 
ported $10  million  for  his  book, 
Whoopi  Goldberg  $6  million  and 
Ozzy  Osbourne's  clan  $3  million. 
The  hitch:  "Very  often  these  people  don't  have  a  clue  how  to  read 
a  book,  much  less  to  write  one,"  says  Richard  Pine,  a  New  York 
book  agent. 

So  agents  pitching  star  memoirs  prepackage  the  book  with 
ghostwriters  already  in  place.  Dan  Strone,  who  runs  Trident 
Media  Group,  packaged  the  Yetnikoff  memoir  and  books  by 
Chris  Rock,  Jerry  Seinfeld  and  the  Osbournes,  and  keeps  a  stable 
of  a  half-dozen  writers,  including  David  Ritz.  Almost  all  celeb 
kiss-and-teUs  are  ghostwritten,  save  the  occasional  tome  from  a 
former  President;  Clinton  is  expected  to  write  his  own  story. 

The  ghosts  must  work  fast  and  capture  the  persona's  voice 
and  story — sometimes  in  as  little  as  20  hours.  Putting  the  star  at 
ease  is  often  the  hardest  part.  "You  are  dealing  with  Hollywood 
people  who  don't  know  the  language  of  books,"  says  Strone. 


"They  don't  understand  that  a  memoir  is  not  the  equivalent  ol 
the  witness  stand.  I  tell  them  it's  what  you'd  write  if  you  were 
professional  writer  and  had  eight  months  to  do  it." 

It  can  be  gratifying,work  for  a  handftil  of  ghosts,  who  get  t( 
hang  with  a  star  for  more  than  a  year  and  can  make  up  t 
$500,000,  or  split  royalties  and  advances  with  the  subject.  Bu 
most  just  eke  out  a  living,  working  for  as  little  as  $10,000  a  boo^ 
"There  are  thousands  of  very  good  ghostwriters  out  there.  Ill 
you've  got  a  celebrity  ready  to  cooperate,  getting  a  ghostwriter  is 
like  booking  a  flight  to  Los  Angeles,"  says  Steven  Schragis,  whi 
founded  Carol  Publishing,  a  celebrity  book  publisher  now  ownecj 
by  Kensington  Publishing. 

Even  the  credit  and  the  pay  aren't  guaranteed.  Barbara  Fein 
man  Todd  labored  seven  months  on  Hillary  CHnton's  book  I\\ 
Takes  a  Village  but  got  no  tag.  Writer  David  Fisher,  who  hasp 
ghosted  or  cowritten  15  bestsellers,  did  an  autobiography  foi 

Nobel  Prize  chemist  Kary  Mullis 
who  then  rewrote  it  and  pulled  th( 
scribe's  name  off  the  cover.  Fishei 
says  he  was  fine  with  that — until 
Mullis  balked  at  paying  him  at  all 
Fisher's  contract  saved  him,  but  thej 
haven't  spoken  since. 

Ghosts,  awash  in  celebrity  egosi' 
often  are  happy  to  forgo  fame  them- 
selves. Novelist  Quinton  Skinneii 
moonlights  as  a  ghost  and  says  j; 
cowriting  credit  brings  a  smaller  fee 
"I'm  telling  someone  else's  story,"  he 
says.  "Frankly,  I'd  rather  have  the 
money." 

Ritz,  YetnikofPs  doppelganger 
broke  into  the  business  by  persuading 
Ray  Charles  to  work  with  him  on  ar 
autobiography,  pitching  the  blinc 
bluesman  by  sending  him  a  Braille 
telegram.  Now  Ritz  receives  both  dol- 
lars and  glitz.  He  gets  to  watch  Aretha  Franklin  fry  chicken  in  hei 
kitchen,  and  in  May  he  was  in  Yetnikoff  s  kitchen,  32  stories  abovt 
Manhattan.  The  two  men  were  flipping  through  a  400-page  draft 
"Why  don't  you  add  a  line  that  Jackie  Kennedy  was  as  beautifiil  as 
her  pictures  and  that  she  had  a  little  girl's  voice?"  Yetnikoff  offered 
Ritz  obliged.  "It's  always  a  give-and-take,"  he  says  with  a  shrug.  F 


Turn  the  page  for  the 

Forbes  Celebrity  100  foldout  ►  ► 
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Anna  Koiirnikovn's 
tournaiiicnt  winle.v>  streak 


C|Our  costs  are  more 
th^n  their  mcome.  >> 


-^/*i/  twiiK  partner  Robert  Thome, 

ilisiiiissiii^  oilier  teen  sum'  atteiiipis 

to  (luplkate  lib  clierils'  billioii-ilollar  empire. 


rsUDE  AWAKENING 

Sales  of  Stephen  King's 
last  two  books,  From  a 
Buick  8  and  Everythini 
Eventual,  were  each  41 
off  his  2001  release, 
Dreamcatcher 


CHRYSLER    CROSSFIRE.     DREAMED    IN    AM  ERIC  A .     C  RAFTED    IN    GERMANY. 
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ARE     RARELY     SO     ATTRACTIVE 
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-id  for  234,495  MSRP:  excludes  ta>-. 

learest  Certified  Chrysler  Crossfire  dealer.  C 
/  includes  transferable  7-year/70 
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SOFTWARE 


The  Trojan  Document 

Bruce  Chizen  is  pushing  hard  to  make  Adobe  more  relevant  to  big  business. 
It's  a  bold  bet  that  puts  the  company  directly  in  Microsoft's  way. 

BY  ERIKA  BROWN 


P^^  ONTRACTORS  USED  TO  DREAD  GETTING  APPROVAL 

■  for  a  Wal-Mart  parking  lot  off  a  Kansas  highway.  They 

had  to  drive  to  a  local  Department  of  Transportation 

^^H  office,  fill  out  multiple  forms  and  photocopy  blue- 
^^^  prints.  The  stack  of  paper  would  be  mailed  to  a  dis- 
:t  office,  then  to  engineering,  then  to  state-agency  designers 
d  back  again.  The  ordeal  took  two  months. 

Six  months  ago  the  agency  began  using  new  forms  software 
m  Adobe  Systems,  and  the  process  has  been  cut  to  three 
eks.  Now  a  transportation  official  scans  the  contractor's 
iigns,  saves  the  file  in  Adobe's  Portable  Document  Format,  or 


PDF,  and  submits  it  online  with  the  proper  electronic  forms.  As 
each  state  official  puts  his  digital  signature  to  the  plan,  the  file 
sends  itself  to  the  next  person  for  approval  and  ultimately  to  a 
database  at  the  Department  of  Transportation  headquarters. 
"These  forms  are  so  smart  they're  like  their  own  applications," 
says  Cynthia  Wade,  head  of  technology  for  the  department. 

Serving  the  needs  of  state  bureaucrats  has  never  been 
Adobe's  thing.  For  20  years  the  company  has  been  the  digital 
muse  for  black-turtleneck-wearing  art  directors,  making  a  mint 
off  its  bestseUing  publishing  and  graphics  software  such  as  Acro- 
bat, Illustrator,  Photoshop  and  InDesign. 
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But  Adobe's  traditional  business  is 
stuck  in  neutral.  While  gross  margins  still 
float  above  90%,  sales  have  gone  flat.  Last 
year  the  San  Jose,  Calif,  company  grossed 
$1.2  billion,  down  5%  from  the  year 
prior.  Net  was  $191  million,  off  7%. 
Despite  all  that  Adobe's  stock  trades  at  a 
frothy  35  times  2003  estimated  earnings. 

Companies  that  aren't  growing  don't 
hang  on  to  such  high  multiples.  Adobe 
Chief  Executive  Bruce  Chizen  says  his 
firm  can  gross  $5  biUion  a  year,  but  to  do 
so  he  has  to  stop  selling  software  in 
batches  of  50  to  designers  and  start  sell- 
ing to  governments  and  corporations  at 
1,000  seats  per  clip.  That  means  coming 
up  with  a  product  used  by  every  depart- 
ment in  a  company,  familiar  to  interns, 
executives  and  all  in  between. 

Adobe  has  worked  the  "everybody  is 
a  publisher"  pitch  before.  Ten  years  ago  it 
introduced  Reader,  a  free  program  that 
allowed  PC  users  to  view  PDF  files  created 
in  Acrobat.  The  PDF  technology  gave  any- 
one the  ability  to  produce  nice-looking 
documents  that  were  easily  searchable 
and  navigable  and  printed  exactly  as  they 
appeared  when  opened  with  Reader. 
Adobe  gave  away  an  astounding  500  mil- 
lion copies  of  Reader,  nearly  three  times 
the  number  of  Microsoft  Office  licenses. 
Yet  it  failed  to  convert  that  huge  base  into 
Acrobat  buyers;  Adobe  has  sold  just  10 
million  copies  of  Acrobat.  It  was  expen- 
sive, at  $250  per  copy,  and  consumers 
didn't  know  the  difference  between  the 
free  Acrobat  Reader  and  Acrobat,  the  pro- 
gram that  creates  PDFs. 

Chizen,  who  has  been  running  the 
company  since  December  2000,  has 
learned  from  past  mistakes.  He's  spent 
the  last  two  years  redesigning  products, 
replacing  sales  staff  and  buying  up 
smaller  firms  to  gird  Adobe  for  a  new 
assault  on  the  corporate  market.  The 
grand  plan:  Convince  companies  that 
every  single  document  they  produce 
should  be  turned  into  an  Adobe  PDF. 

It  used  to  be  that  a  document  created 
in  Acrobat  was  the  only  thing  that  could 
become  a  PDF.  Now,  with  Adobe's  new 
software,  a  Word  memo,  an  Excel  spread- 
sheet, a  Web  site,  a  videoclip  or  a  hybrid 
combination  of  all  four  formats  can  be 
converted  to  a  PDF.  Adobe  has  begun  sell- 


ing software  that  gives  any  of  these  docu- 
ments the  ability  to  be  read  by  Adobe 
Reader,  as  well  as  tell  company  servers 
where  to  send  itself,  who  can  read  it,  who 
has  made  changes  to  it  and  what  data 
within  it  should  go  into  which  part  of  the 
database.  "The  ubiquity  of  Reader  means 
we  can  build  more  applications  to  take 
advantage  of  that  platform,"  says  Chizen. 
"It's  like  what  Microsoft  has  in  Office." 

WeO,  not  quite.  But  at  least  Chizen  is 
showing  real  chutzpah  in  stepping 
between  Microsoft  and  its  customers. 
Adobe  has  managed  to  get  by  for  two 
decades  without  incurring  the  wrath  of 
Redmond.  Now  Microsoft  is  paying 
attention.  Its  new  electronic-forms  prod- 
uct, InfoPath,  is  due  out  later  this  year 
with  the  next  version  of  Office.  Like  Acro- 
bat, it  wUl  use  the  Internet  programming 
language  XML  to  make  forms  more  inter- 
active but,  in  typical  Microsoft  fashion, 
InfoPath  is  designed  to  work  within 
Office  and  doesn't  read  Adobe  forms. 

"Microsoft's  view,"  says  Chizen,  "is  that 
Office  is  the  network,  but  if  you  want  your 
document  to  be  the  network,  it  has  to  work 
across  all  platforms.  Reader  is  imiversal." 


impressed  management  with  the  su'cces 
ful  launch  of  PhotoDeluxe,  a  consum 
^  version  of  the  professional  Photosh( 
software.  In  1998,  as  executive  vice  pre: 
dent  of  products  and  marketing,  Chiz 
realized  Adobe's  markets  would  soon 
tapped,  so  he  drew  up  a  blueprint  for  se 
ing  to  big  business. 

When  he  became  chief  in  20C 
Chizen  put  his  plan  in  motion.  He  rec 
ganized  product  groups  into  custom 
groups:  creative  professional,  consum^ 
and  enterprise.  He  told  his  engineers. 
buUd  a  much  cheaper  version  of  Acrol: 
and  poured  the  bulk  of  his  $280  milli 
research  budget  into  the  enterprise  di' 
sion,  called  Epaper.  In  the  past  eig 
months  Adobe  has  brought  out  t\ 
server-based  products  and  three  m 
desktop  versions  of  Acrobat. 

Last  year  Chizen  laid  off  some  7 
employees,  most  of  whom  he  says  w« 
"unable  to  work  on  an  enterprise  leve 
Sales  pros  are  swarming  in  from  IBM,  EI 
BEA  Systems  and  PeopleSoft.  As  Chizi 
puts  it,  "We  had  a  lot  of  farmers,  but 
need  hunters." 

In  AprU  2002  he  bought  Accelio, 


The  UBIQUITY  OF  ACROBAT  READER  is; 

_  like  what  Microsoft  ha^inOfficeZ 


Don't  underestimate  Chizen.  Grow- 
ing up  in  the  middle-class  Brooklyn 
neighborhood  of  Canarsie,  he  was  the 
chubby,  shy,  younger  brother  of  a  popu- 
lar jock  and  the  older  brother  of  a  baby 
sister.  His  parents  divorced  in  1968  when 
he  was  13,  making  him  feel  like  even 
more  of  an  outsider.  "I  had  a  tough 
upbringing,  but  I  was  determined  to 
overcome  it,"  he  says. 

He  learned  the  peddler's  craft  watch- 
ing his  dad  sell  radios  and  toasters  at  the 
family  appliance  store  in  Flatbush.  After 
college  Chizen  sold  housewares  into  cata- 
log showrooms,  ran  merchandising  for 
Mattel's  videogames  and  then  moved  to 
Microsoft  in  1983,  where  he  rose  to  East 
Coast  sales  director.  In  1987  he  hopped  to 
Apple's  Claris  division.  "Sales  was  my 
ticket,"  he  says,  "but  I  hated  it.  1  always 
wanted  to  be  more  than  a  sales  guy." 

After  joining  Adobe  in    1994  he 


electronic  forms  company,  for  $72  rr 
lion.  He  also  signed  deals  with  Documc 
tum  and  IBM  to  make  their  databa, 
management  software  work  with  Adob 
new  technology. 

The  promotions  group  at  Mac 
West  has  been  testing  the  new  Acrol 
Pro  for  two  months.  Designers,  art  dir 
tors  and  buyers  are  huddling  over  ad  a 
and  catalog  pages  online.  Michael  M 
golies,  Macy's  technology  direct 
expects  the  proofing  of  print  materi 
will  go  from  days  to  minutes.  Pfizei 
using  Adobe  software  to  manage  its  cli 
cal  trials.  A  doctor  types  into  a  PDF  fo 
on  Pfizer's  Web  site,  making  the  data 
patient  progress  work  in  real  time. 

Chizen's  hunt  for  new  revenue  is 
to  a  good  start.  This  past  quarter 
Epaper  division  brought  in  $108  milli 
one-third  of  total  revenue,  up  42%  fr 
$76  million  last  year. 
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Sensitive  Sensor 

A  new  chip  makes  digital  video  almost  as 
responsive  to  light  as  old-fashioned  film. 


BY  CHRISTOPHER  HELMAN 

CAMCORDER-TOTING  MOMS  AND 
dads  will  face  the  inevitable  digital 
dilemma  when  they  hit  the  beach 
this  summer.  Focus  on  Joey  sitting  under 
the  shade  of  an  umbrella,  and  Kimmy 
romping  in  the  bright  sun  will  be  nearly 
washed  out.  Pan  over  to  Kimmy  and  the 
camera  adjusts,  but  then  Joey  is  lost  in 
shadow. 

As  good  as  they've  gotten,  the  imag- 
ing chips  in  traditional  digital  cameras  still 
fall  far  short  of  the  human  eye,  and  even 
film,  when  it  comes  to  dynamic  range.  The 
wider  the  range,  the  more  adept  a  chip  is 
at  detecting  and  capturing  detail  in  both 
bright  and  dark  corners  of  a  scene. 

Now  digital  video  has  a  chance  to  take 
a  giant  leap  forward  in  clarity  and  color 
with  groundbreaking  imaging  chips 
made  by  the  tiny  firm  Pixim,  in  Moun- 
tain View,  Calif.  The  four-year-old  com- 
pany's chips  will  appear  first  in  the 
security-camera  market  this  fall, 
finding  their  way  to  consumer  cam- 
eras in  a  couple  of  years.  Director 
Francis  Ford  Coppola,  one  of  the 
company's  technical  advisers,  is  a 
fan:  "The  technology  represents 
another  big  notch  toward  the  ulti- 
mate end  of  achieving  the  same 
beauty  of  film  and  surpassing  it  in 
our  lifetime." 

Pixim's  feat  of  engineering 
makes  clever  use  of  traditional  imag- 
ing chips  but  adds  some  intelligence 
where  it's  needed  most.  Traditional 
cameras  use  either  charge-coupled 
devices  (CCDs)  or  complementary 
metal  oxide  semiconductor  (CMOS) 
chips,  which  capture  images  on  a 
grid  of  millions  of  pixels.  Each  pixel 
is  like  a  bucket  that  fills  up  with  pho- 
tons of  light.  Sixty  times  a  second  the 
buckets  empty  through  a  diode  that 
converts  the  photons  to  electric 
charges.  The  more  light,  the  bigger 


the  charge.  Those  charges  are  funneled  en 
masse  through  a  single  analog-to-digital 
converter,  which  outputs  each  pixel's  value 
in  ones  and  zeros.  A  microprocessor  turns 
the  data  into  an  image. 

Pixim's  innovation  is  to  give  each 
pixel  its  own  analog-to-digital  converter 
so  that  photons  are  continuously  con- 
verted to  ones  and  zeros  and  the  camera's 
microprocessor  can  tell  exactly  how  fast 
each  pixel  is  filling  up  relative  to  the  other 
pixels.  Rather  than  being  routinely  emp- 
tied out  60  times  a  second  regardless  of 
fight  levels,  each  pixel  on  the  Pixim  chip  is 
checked  128  times  a  second.  Those  filfing 
up  extra  fast  on  bright  light  are  shut  off 
before  they  overflow  and  wash  out;  those 
eyeing  the  shadows  stay  open  long 
enough  to  catch  detail. 

The  result  is  a  dynamic  range  that's 
roughly  250  times  broader  than  that  of 


the  average  CCD.  A  camera  with  a  Pixin 
chip  could  simultaneously  discern  all  th 
objects  in  a  scene  illuminated  at  intensi 
ties  of  1  lux  to  64,000  lux;  CCDs  woul( 
register  objects  in  the  range  of  1  to  501 
lux,  above  which  they'd  wash  out.  An( 
because  Pixim's  chip  is  accumulatini 
more  data  per  pixel — 14  bits  versus  8  bit 
for  a  CCD  pixel — it  generates  higher  reso 
lutions  and  truer  colors  with  only  400,00i 
pixels  on  a  sensor  versus  milfions  in  mos 
CCD  cameras. 

Pixim  began  as  a  Ph.D.  project  in  199; 
for  Stanford  electrical  engineering  studen 
David  Yang.  In  1999  he  formed  the  com 
pany,  which  has  since  raised  $59  miUioi 
from  the  likes  of  Taiwan  Semiconducto 
(which  produces  the  Pixim  chip),  Mitsu 
bishi  and  venture  sources  Mayfield  am 
Mohr,  Davidow.  Chief  Executive  Rober 
Weinschenk  previously  ran  divisions  of  Lu 
cent  and  AMD,  and  chief  engineer  Ricard 
Motta  was  the  top  imaging  architect  for  HI 
Weinschenk  wants  a  piece  of  the  secu 
rity-camera  market  first.  Though  it' 
smaller  than  the  consumer  side,  it's  an  eas 
ier  sell,  with  product  cycles  stretching  tw 
to  three  years  compared  with  nine  month 
for  consumer  models.  "If  you  miss  a  dead 
line  or  leave  any  units  in  suppl 
channels,  it  can  kiU  your  margins, 
says  Weinschenk.  Pixim-powere 
cameras  will  sell  for  $130  to  $50( 
while  standard  CCD  security  cams  g 
for  $  1 50  to  $225.  "The  buyer  will  b 
getting  Maserati  performance  for 
Volkswagen    price,"    says    Davi 
Smith,  marketing  director  at  Pelc( 
the  biggest  domestic  security  camei 
maker  with  10%  of  the  global  mai 
ket.  Pixim's  forgiving  sensor  also  fii 
nicely  into  a  world  brimming  wit 
flashless,  picture-taking  cell  phone 
Even  before  a  single  camera 
sold,  Pixim's  backers  are  talking  up 
public  offering,  which  may  requil 
two  quarters  of  profits  and  $50  mi  n 
lion  in  sales.  That  could  come  < 
early  as  the  second  half  of  2004.  Sa; 
Pixim's  Executive  Vice  Presidei 
Robert  Siegel,  "If  this  were  four  yea 
ago,  we  probably  would  have  sol 
our  company  for  $7  billion  by  now 
Instead,  they've  got  to  earn  it. 
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SPAM 


Pay  Up! 

A  promising  way  to  curb 
spam:  Charge  the  sender. 

BY  MATTHEW  SWIBEL 


HOPING  TO  STOP  THE  EVIL  EPIDEMIC 
of  spam,  Philip  Raymond  is  putting 
a  price  on  it.  The  46-year-old  soft- 
ware executive  has  a  provisional  patent 
on  a  service  called  Vanquish,  which 
requires  e-mail  senders  to  post  a  cash 
bond  of  5  cents  into  a  bank  account  for 
every  piece  of  e-mail  they  send.  If  a  recip- 
ient judges  the  mail  to  be  illegitimate,  the 
sender  loses  the  nickel,  with  four  pennies 
going  to  the  recipient's  Internet  service 
provider  and  one  penny  going  to  Van- 
quish as  a  processing  fee.  If  the  recipient 
okays  the  message,  that  sender  is  cleared 
from  then  on.  But  if  the  human  or 


machine  behind  the  spam  won't  post  a 
bond,  the  message  doesn't  go  through. 

With  Internet  service  providers  pro- 
cessing 6.9  billion  spam  messages  a  day, 
the  price  for  senders  could  add  up  quickly. 
"We  don't  search  for  combinations  of 
words  and  numbers,"  Raymond  says.  "We 
let  recipients  decide  if  they  want  it.". 

In  a  trial  of  the  ser- 
vice, 400  customers  from 
eight  small  Internet  ser- 
vice providers  were  of- 
fered Vanquish  for  free. 
Vanquish  blocked  spam 
cold,  but  users  also  ex- 
perienced installation 
problems  and  delays  in 
checking  e-mail.  Van- 
quish, based  outside 
Boston,  says  it  has  frxed  the  glitches  for 
its  June  launch,  and  aims  to  have  a  lofty 
35  million  users  by  the  end  of  the  year.  It 
expects  ISPs  to  pay  20  to  45  cents  per 
customer  per  month. 


Raymond,  who  has  started  and  sol 
two  previous  tech  firms,  figures  that  legii 
imate  marketers,  accustomed  to  paying  fo 
their  messages  in  other  media,  wUl  undei 
stand  and  appreciate  Vanquish.  As  it  is,  pri 
vate  filtering  systems  and  spam  blacklist 
block  plenty  of  marketers'  e-mails.  Yaho 
and  AOL  have  destroyed  messages  betwee 
Procter  &  Gamble  ani 
customers  who  agreed  t 
be  contacted,  as  well  as  a 
ceptance  letters  to  Hai 
vard  University  applicant 
Raymond  has  a  goo 
idea — other  firms  sue 
as  IronPort  have  als 
announced  spam-bon 
products — but  doesn 
have  much  money.  Va 
quish  is  burning  through  $38,000 
month,  even  with  three  engineers  worl| 
ing  for  one-third  of  their  usual  salary, 
cently  Raymond  had  to  beg  his  advisor 
board  for  another  $75,000. 
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Career  mbmentum.lt's  a  hard  issue  to  face.  But  there  are  answers  out  there  if  Vou  l<rvow  where  to  l6ol<. 
Wharton's  world-class  faculty  can  shdw  you  how  to  control  the  answers— while  giving  you  brand  new  1 
questions.  Business  moves  forward  every  day.  Will  you? 
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Linux  is  in  the  on  demand  world.  Can  you  see  it? 
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We  can.  That's  why  IBM  has  devoted  a  tremendous  amount  of  resources  to  Linux: 
We  have  over  7000  IBMers  working  on  Linux-related  projects.  Thousands  of  Linux 
customer  engagements.  And  more  Linux-enabled  software  than  anyone.  To  learn 
more  about  IBM,  Linux  and  f^biJsiness  on  demand  visit  ibm.com/linux/seeit 


IBM,  the  e-business  logo  and  e-business  on  demand  are  Irademarks  or  registered  trademarks  ol  Inlernalional  Business  Machines  Corp.  in  Ihe  United  Stalest 
and/or  other  counlries-  Linux  is  a  registered  trademark  of  Linus  Torvaids  in  Ihe.United  Slates, arid/or  other  countries.  ...-SOOS  IBM  Corporation  All  righls  reservt^:. 
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Technology  |  Digital  Tools 

by  Stephen  Manes 

Out,  Damned  Telco! 


Tired  of  your  local 
and  long-distance 
phone  providers? 
A  Net  service  lets 
you  ditch  them. 


JUST  FOR  THE  SAKE  OF  ARGUMENT  PRETEND  YOUR 
local  phone  company  still  behaves  like  an  arrogant,  rude 
monopoly.  I  know  it's  a  stretch,  but  imagine  your  long- 
distance provider  socks  you  for  mysterious  monthly  fees 
and  exorbitant  international  rates.  Now  envision  your 
shiver  of  vengeful  delight  at  a  decisive  snip  of  the  cords. 

This  is  no  fantasy.  If  you  have  a  high-speed  Net  connection 
like  cable  or  DSL,  you  can  jack  your  existing  phone  into  it  and 
make  that  snip  right  now.  The  main  difference  you'll  notice  is  a 
lower  bill.  For  a  $30  one-time  fee  plus  $40  a  month,  an  Edison, 
N.J.  company  called  Vonage  will  route  your  calls  via  the  Net. 

The  tariff  includes  unlimited  local  and  long-distance  calling 
to  the  U.S.  and  Canada,  voice 
maO,  caller  ID  and  call  waiting, 
and  features  like  call  forward- 
ing, call  return  and  busy-signal 
redialing,  for  which  competitors 
like  MCl's  $50-per-month  "The 
Neighborhood"  charge  extra. 
Pay  $10  more  a  month  and  you 
get  a  bare-bones  second  line 
officially  meant  for  fax  but 
usable  for  voice,  with  500  min- 
utes of  long  distance.  International  rates  are  low.  Lesser  plans 
start  at  $26  monthly.  New  Jerseyites  pay  sales  tax;  the  only 
national  add-on  is  a  3%  federal  excise  tax. 

You  generally  get  to  keep  your  own  number,  and  it  works 
with  your  current  phone,  not  a  computer.  The  most  obvious 
difference  is  the  cabling.  When  you  sign  up,  Vonage  sends  you  a 
box  called  an  Analog  Telephone  Adapter  (ATA  for  short).  Plug 
an  Ethernet  cable  from  it  to  a  router  or  gateway — a  box  you 
probably  have  if  you  have  a  home  network,  available  from  Von- 
age for  $40  if  you  don't.  A  standard  wire  goes  to  the  phone.  Pick 
up  the  handset,  and  you've  got  dial  tone. 

In  theory  Initially  toneless,  I  spent  half  an  hour  on  my  tra- 
ditional phone  with  a  puzzled  technician.  The  fix  amounted  to 
unplugging  and  replugging  the  router.  Annoying,  yes — but  at 
least  I  didn't  have  to  hang  on  the  line  for  a  telco  rep  and  then 
hang  around  the  house  for  half  a  day  for  an  installer. 

And  calls  sounded  fine.  Only  when  I  forced  the  computer  to 
transfer  unusually  massive  amounts  of  data  while  I  talked  on 
the  shared  line  did  my  voice  break  up,  and  then  for  just  an 
instant.  You  get  landline  clarity,  lot  cellular  fuzz. 

There  are  a  few  catches.  Power  or  Internet  outages  make  the 
phone  useless.  All  calls,  including  local  ones,  require  dialing  1 
plus  the  area  code.  Calls  to  911  may  not  be  han-  |  .  .--.-j-,  7" 
died  as  quickly  as  usual  by  the  local  call  center        "  .TOrDCS 
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and  won't  supply  emergenc 
operators  with  your  address 
For  now,  Vonage  numbers  can 
appear  in  local  directorie: 
Routing  dial  tone  to  extensio 
jacks  via  house  wiring  require 
a  smidgen  of  expertise. 

If  you  want  to  preten 
you're  somewhere  else,  Vonag 
will  let  you  pick  a  number  in  al 
most  any  area  code  you  choosf 
If  your  "office"  is  on  the  bead 
in  Malibu,  you  could  pretend  to  have  a  "branch"  in  New  York  b 
buying  a  second  number  for  $5  a  month.  You  manage  your  ac 
count  via  the  Web,  where  you  can  listen  to  voice  mail  over  you 
PC  speakers  (or  have  the  audio  e-mailed  to  you  automatically) : 
you  don't  want  to  phone  in  for  it.  And  you  can  use  the  ATA  bo 
almost  anywhere  you  can  get  high-speed  Internet  access,  say 
summer  house  abroad;  as  long  as  you've  got  Net,  calls  cost  no 
a  penny  extra  to  the  U.S.  and  Canada  from  anywhere. 

Vonage  says  it's  completed  25  million  calls  for  its  27,000  cm 
tomers  thus  far — a  mere  droplet  in  the  vat  of  trillions  of  phoD 
minutes  Americans  use  yearly.  But  for  the  first  time,  Vonage  make 
it  easy  for  individuals  to  cut  old-fashioned  phone  ties  by  usin 
the  Internet.  If  that  doesn't  make  telcos  feel  uneasy,  it  should.  I 


Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  covering 
technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 


FINilny.  BUSINESS 

SOLIITiniMS  THAT 

WORK  WITH  FXISTIWC 
TECHNOI-OCIES 

AND  MOMEXISTEWT 
BUDGETS. 


You  need  to  get  more  out  ot  what  you  have.  We  have  just  the  thing:  solutions  based  on  our  open 
technology  platform,  SAP  Net\Vea\er  Because  it's  preconfigured  to  work  with  your  current  IT  investments  — 
and  it's  fully  operable  with  .NET  and  J2EE  —  SAP  NctWeaver  reduces  the  need  for  custom  integration.  That  lowers 
your  total  cost  of  ownership  for  your  entire  IT  landscape  and  gets  you  quicker  ROI.  Everything  a  CIO  wants  (and  a 
CFO  didn't  think  was  possible).  Visit  sap.com/netweaver  or  call  800  880  1727  for  details. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 


S  2003  SAP  AG.  SAP  and  the  SAP  logo  are  registered  trademarks  of  SAP  AG  in  Germany  and  several  other  countries.  Other  product  or  service  names  mentioned  herein  are  the  trademarb  of  their  respective  owners. 
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Entrepreneurs 


Logistical 
Nightmare 

What  do  you  need  to  do 
business  in  a  lawless  nation? 
A  good  head  and  a  strong  gut. 

BY  MICHAEL  FREEDMAN 

RONALD  S.  CRUSE  lUST  GOT  BACK  FROM  A 
trip  aboard  a  C- 1 30  military  transport 
plane  over  Iraq.  "It  was  fabulous,"  he 
says  coolly.  The  chats  vvith  U.S.  Army  of- 
ficials were  useful.  The  view  of  Saddam's 
palace  overlooking  the  ruins  of  i^abylon  wasn't 
bad,  either.  But  what  got  Cnise's  juices  f]ov«ng  was 
the  thought  of  bringing  into  northern  Iraq  sup- 
plies to  build  latrines  and  makeshift  living  quarters, 
not  to  mention  syringes  and  stethoscopes,  ele- 
mcntaiy  school  textbooks,  flak  jackets  and  hebtiets. 
Cruse  specializes  in  moving  goods  into  tough 
places.  His  Logenix  International,  a  profitable  $3.5 


Me  delivers  wlieiref  others  fear  to  tredtf— or  trade. 
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Your  FREE  invitation  to  America's  most  comprehensive 
educational  resource  for  everything  relating  to  investing, 
the  economy,  and  your  money. 

Perfect  for  experienced  investment  professionals  and  beginners  alike.  The 
25th  Anniversary  San  Francisco  iVIoney  Show  focuses  on  technology  and 
growth  investing,  and  offers  more  than  150  workshop  topics  on  investing  with 
panels  and  keynote  presentations. 


The  25th  Anniversary 

San  Francisco  Money  Show 

Focus:  Technology  &  Growth  Investing 
October  16-18,  2003  •  San  Francisco  Marriott 

Don't  Miss  In-Depth  Presentations,  Including: 
Louis  Rukeyser's  Superstar  Event* 

Thursday,  October  16  •  1 1 :00  am  -  1 :00  pm 

Louis  Rukeyser  is  America's  favorite  economic  and  financial  commentator 
and  much  more:  its  best  loved  and  most  respected  advisor  on  the  entire 
political-economic-financial  scene.  Be  there  as  Lou  appears  LIVE,  first 
delighting  you  with  his  own  uniquely  wise  and  witty  opening  remarks — 

and  then  turning  his  legendary  interviewing  talents  to  an  all-star  panel,  grilling  them  on 

their  forecasts  for  the  next  1 2  months. 

Cain  Lou's  unmatched  insights,  plus  the  word  on  precisely  where  his  Wall  Street  superstar 
panelists  see  the  best  profits  in  the  months  ahead! 

Panelists  include:  [oe  Battipaglia,  Chief  Investment  Officer  Ryan,  Beck  &  Co.,  LLC; 
Frank  Cappiello,  President,  McCullough,  Andrews  &  Cappiello,  Inc.;  Barbara  Marcin, 
Portfolio  Manager,  Gabelli  Asset  Management;  Ronald   Muhlenkamp,  Founder  and  President, 
Muhlenkamp  &  Company 

*You  must  purchase  tickets  to  this  event,  $49  early-bird  price,  includes  a  light  lunch. 


Other  Exciting  Topics  Include: 


>  The  Next  Market's  Leaders 

>  Telecom  Survivors  After  WorldCom  and  AT&T 

>  The  Keys  to  Maximizing  Profits  in  Any  Market 

>  Biotech:  When  to  Take  the  Plunge 

r  Momentum  Investing  in  Bull  and  Bear 
Markets 

PLUS... as  a  bonus  for  attending  you  will  get  a  FREE 
subscription  to  the  new  and  exciting  Money  Show  Digest, 
a  weekly  online  newsletter  featuring  the  top  stock  picks  and 
latest  market  rommentary  from  leading  market  forecasters. 


Mutual  Funds  for  the  Next  Growth  Cycle 
And  MUCH,  MUCH  MORE 


www.MoneyShowDigest.com 


For  a%RtE  brochure  or  to  register, 
call  80O/97(M35S  <>r  visit  www.IVIoneyShow.com. 

Mention  priority  code  002TS8  for  f REE  adrnlsslon.  To  exiilbit  please  call  800/822-1134. 


San  Francisco  Mai 
October  16-18, 

www.MoneySho^ 
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C.  Bruce  Johi 

Managing  Direc^ 
Fidelity  Investme 
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John  Dessau 

Editor 

John  Dessauer's 
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"/  asked  my  staff  for  recommendations 

on  a  critical  fail-over  site  and 
corresponding  managed  services. 

They  gave  me  IBM,  EDS  and  Consonus 
Who's  Consonus?" 


lien  it  comes  to  data  centers  and  IT  managed  services, 
;  big  brands  have  been  linked  with  stability,  especially 
;  financial  kind.  At  Consonus  we  don't  pretend  to  be 
e  of  the  big  boys,  but  we  do  offer  data  center  facilities 
it  are  second  to  none  as  well  as  a  range  of  managed 
■vices  to  fit  just  about  any  need.  And  we're  backed  by  a 
.2  billion  energy  company. 

;  know  that  your  reliance  on  a  stable  provider  can  be  as 
portant  to  the  hosting  of  your  IT  infrastructure  as  the 
:a  itself  We  know  this  because  our  roots  are  in  disaster 
ligation,  and  that  includes  the  disaster  that  can  occur 
len  your  data  center  or  managed  services  provider  closes 
doors. 

u  don't  have  to  be  big  to  provide  security,  reliability 
i  longevity.  You  just  have  to  be  good. 


Consonus  Data  Center,  Salt  Lake  City,  Utah 


Consonus  Global  Network  Operations  Center 


isonui  ij  a  vulue-addej  reseller  of  this  trusted  partner: 


HPOpenView 
■«"■■■■■—■■■■•" 


Delivering  Performance  Through  Technology 

www.consonus.com    888.452.8000 


©2003  Consonus.  Inc    AH  rights  reserved. 
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Benefiting  Peninsula  Center  foithe  Blind  and  Visually  ItnjiUiiijJH 
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t  5  -  10,  2003,  8  a.m.  to  5  p.m. 

Peninsula  Center  for  the  Blind              H 

1 

190  Park  Lane,  Atherton,  CA  94027 

and  Visually  Impaired  enables              1 

1 

Admission  $10  per  day 
(children  under  12  admitted  free) 

clients  to  achieve                               1 
their  highest  potential                          H 

Nor/Cal  Hunter  Jumper  Show  of  the  Year  Award 

Championship  jumping  competition 

Over  forty  equestrian  boutiques 

Top  West  Coast  horses  and  riders 

Refreshments  available  on  the  grounds 

Over  $125,000  in  prize  money  and  awards 

through  programs                              1 
that  promote  independence                   H 
and  improve  quality  of  life.                   H 

2470  El  Camino  Real,  Suite  107            1 
Palo  Alto,  CA  94306                         I 

1 

Peninsula  Center  for  the  Blind 

Phone:  (650)  858-0202                              1 
www  Dcbvi  on                                         ^1 

and  Visually  Impaired  and 

the  Horse  Show  Committee 

salute  our  exhibitors  and  sponsors 

for  their  generosity. 

For  further  information  call:  (415)  584-7690 
Web        ,:idress:  wv/w.r-'enlohorseshow.org 

PENINSULA                              1 

CENTER                     I 

■j-^  FOR   THE  -J-^                                                                                             ^H 

Blind           1 

VISUALLY  IMPAIRED                          ■ 
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VoicePipe™  integrates 

business  telephony  with 

high-speed  Internet  access. 

Feel  the  love. 


It's  one  thing  the  tech  guys  and  the  financial 
guys  can  agree  on.  IP  telephony  from  ICG.  Even 
though  it's  hot,  in-demand  technology,  it  isn't 
priced  that  way.  VoicePipe  actually  heips  most 
businesses  reduce  communications  costs  by  inte- 
grating local  phone  service,  long-distance  and 


Internet  access.  Plus,  it  gives  employees  a  great 
voicemail  system  and  the  ability  to  use  either 
traditional  or  web-based  call  handling  features. 
So  give  us  a  call  to  find  out  more  about  VoicePipe. 
Your  company  will 
love  you  for  it. 


♦ICG 

Communications 


www.VoicePipe.com  •  800-438-4835 


B  www.ingmoneymentor.com 

Educational  and  fun.  Now  that's  refreshing. 

Introducing  a  personal  finance  website  that's  as 
entertaining  as  it  is  informative.  With  movie  and 
music  tie-ins,  you'll  actually  enjoy  learning 
about  retirement,  family  finance,  saving 
for  college  and  investing.  For  a  fresh  look  at 
personal  finance  visit  ingmoneymentor.com. 
Smart.  Fun.  Financial. 


RETIREMEN; 

I'roduclsanii      . 


.1UTUALI--UNDS  •  DIRECT  BANKriG  •  ANNUITIES  •  UFE  INSURANCE  •  EMPLOYEE  BENEFITS  •  FINANCIAL  PLANf 

ii'ina  Insurance  Corporation  ingmoneymentor.< 


II 


POkHaS  GtOjifil 


September  16-18,2003 
Shanghai 

September  16-18,  the  Forbes  Global  CEO  Conference  will  bring  together  the  world's  leading  executives  to  explore  opportunities 
na.  Join  Steve  Forbes,  President,  CEO  and  Editor-in-Chief  of  Forbes  Inc,  and  Caspar  Weinberger,  Chairman  of  Forbes  Inc,  in 
jhai  -  a  city  which  Forbes  Global  recently  recognized  as  the  most  promising  place  in  the  world  for  entrepreneurs  as  well  as 
ateway  to  the  world's  most  vibrant  large  economy. 

speakers  will  include:  His  Excellency  Han  Zheng,  Mayor  of  Shanghai,  People's  Republic  of  China  •  David  Abney,  President, 
iternational  •  Laura  Cha,  Vice  Chairman,  China  Securities  Regulatory  Commission  •  Robert  Crawford,  Chief  Executive,  Scottish 
prise  •  Hernando  de  Soto,  President,  Institute  for  Liberty  and  Democracy  (ILD)  •  David  Eldon,  Chairman,  HSBC  •  Victor  Fung, 
nan,  Li  &  Fung  Group  •  Stuart  Gulliver,  Co-Head  of  Corporate,  Investment  Banking  and  Markets,  HSBC  •  Rich  Karlgaard, 
her,  Forbes  •  Guy  Kawasaki,  CEO,  Garage  Technology  Ventures  •  Yoon-Woo  Lee,  President  and  CEO,  Samsung  Electronics 
lU-Sze  Lien,  Senior  Vice  President,  HP  Services  Asia  Pacific  •  Vincent  Lo,  Chairman,  Shui  On  Holdings  Limited  •  Narayana 
ly,  Chairman,  Infosys  Technologies  Ltd  •  Helmut  Panke,  Chairman  of  the  Board  of  Management,  BMW  •  Anji  Reddy,  Chairman, 
ddy's  Laboratories  •  Stan  Shih,  Chairman  and  CEO,  The  Acer  Group  •  Joseph  Stigiitz,  Professor  of  Economics,  Graduate  School 
iiness,  Columbia  University  •  Richard  M.  Tsai,  Vice  Chairman,  Fubon  Group  •  Yusuf  Wanandi,  Founder  and  member  of  the 
I  of  Trustees,  Centre  for  Strategic  and  International  Studies  •  Wu  Ying,  CEO  and  President,  UTStarcom  (China)  Ltd  •  Yang 
Ihairperson,  Sun  Media  Group  •  Margie  Yang,  Chairman  and  CEO,  Esquel  Group  •  Francis  Yeoh,  Managing  Director,  YTL 
iration  •  Zhang  Ruimin,  Chief  Executive  Officer,  Haier  Group 
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welcome  to  Grand  Lido  Negri!,  one 
Of  the  worlds  most  luxurious  Super- 
Inclusive  resorts.  With 
pleasures  that  include  golf, 
sunset  cruises  on  a  classic 
yacht,  massages  overlooking 
the  placid  Caribbean,  24-hour  room 
service  and  no  tipping  permitted,  a  stay 
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^2(_____        like  living  a  dream,  no 
iN'^T'M'i;^W()'kVn      matter  how  many  times 

you  pinch  yourself.  Grand  Lido  Negril  is 

simply  the  best! 

For  more  information  on  Air-Inclusive 
Designer  Vacations,  visit  us  at: 

or  call  your  travel  agent  or 

1-800-Go-Super  (467-8737). 
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Entrepreneurs 

million  (sales)  outfit  in  Springfield,  Va.,  has  nies  to  pay  a  fee  to  a  red-tape  worshipper 

helped  companies  like  construction  outfit  expedite  paperwork  or  to  get  somethi 

Fluor  Daniel  and  financial  services  giant  ^  through  customs,  which  Cruse  has  do' 

BearingPoint  (formerly  KPMG  Consulting)  on  more  than  one  occasion. 


get  metric  wrenches,  computers  and  con- 
struction equipment  into  remote  parts  of 
Afghanistan,  Kazakhstan,  Sudan  and  So- 
malia. Hospitals  and  smaller  companies 
like  Input-Output  that  want  to  start  selling 
seismograph  and  sonar  equipment  to  oil 
companies  have  also  turned  to  Cruse.  Lo- 
genix  is  virtually  asset-fi-ee,  leasing 
its  transportation  means  where  it 
can;  Cruse  charges  clients  5%  to 
20%  of  the  retail  value  of  the  de- 
livered goods. 

In  places  where  governments 
change  suddenly — sometimes  vi- 
olently— and  regulations  change 
daily,  even  hourly,  often  with  no 
warning,  logistics  are  a  challenge. 
In  1995,  for  example.  Cruse  was 
moving  fuel  in  Siberia  for  a  gold 
mine  when  he  ran  smack  into  a 
bureaucrat,  who  on  the  spur  de- 
cided that  train  schedules,  instead 
of  being  set  locally  as  they  always 
had  been,  now  had  to  be  dictated 
from  Moscow.  That  brought  the 
process  to  a  halt.  But  Cruse  got 
around  it,  he  claims,  by  paying  $50 
a  week  to  the  lady  who  cleaned  the 
Moscow  office  where  scheduling  petitions 
were  signed  each  day.  Each  evening  she 
found  his  petitions  and  put  them  on  the 
top  of  the  pile  to  be  signed  in  the  morn- 
ing. It  underscored  an  important  lesson  in 
flexibility:  By  the  time  the  rules  are  set  in 
some  places,  the  window  of  opportunity 
may  have  long  since  slammed  shut.  "If  you 
want  a  piece  of  the  market,"  he  says,  "it's 
better  to  be  early." 

And  agile,  when  it  comes  to  customs 
rules.  When  shipping  computer  equipment 
for  modernizing  nuclear  reactors  into  Rus- 
sia, Cruse  got  around  Russian  duties  by 
shipping  it  as  U.S.  embassy  goods,  says 
James  Halstead,  who  has  worked  with 
Cruse  for  13  years  and  is  now  vice  presi- 
dent of  operations.  Another  stumbling 
block:  the  Foreign  Corrupt  Practices  Act, 
the  1977  U.S.  law  that  forbids  bribing  pub- 
lic officials  in  foreign  countries  to  get,  say, 
an  airplane  contract  or  an  oil  well  conces- 
sion. The  law  does,  however,  allow  compa- 


Tough  travel  is  in  Cruse's  blood.  I 
father,  a  U.S.  Navy  veteran,  told  stories: 
his  World  War  II  days  in  the  Atlantic.  F 
maternal  grandfather  worked  overseas  1 
the  British  Colonial  Office.  "From  whe; 
was  very  little,  the  world  was  a  place  tli 
was  very  interesting  to  me,"  says  Cru; 


By  the  Numbers 

Logistics  Statistii 

Terrorism  has  slowed  the  distribution  business 
here  and  abroad,  but  has  also  created  new 
opportunities  for  niche  players  like  Logenix. 


cost  of  U.S.  business  \ 
[istics  last  year,  down  $47  billion  from  20C 

The  decrease  in  U.S.  goods  exported 
between  2001  and  2002.  Last  year's  total: 
$682.4  billion. 

The  weight  of  watei^ 
bottles,  earthmoving  equipment  and  blanketl 
Logenix  moved  to  the  Middle  East  in  the  60 
days  preceding  the  Iraqi  war. 

'fiBsr.  Cass  Information  Systems;  US.  Department  rf 


47.  Born  m  Fort  Sills,  Okla.,  where  his  f 
ther  was  a  civilian  employee  at  an  Arr 
base.  Cruse  graduated  with  a  liberal  at 
degree  from  Villanova  University  ai 
moved  to  New  York  City,  where  he  tool 
job  selling  muni  bonds.  He  hated  it  ai 
moved  on  to  a  position  at  a  shipping  ou 
fit  called  Four  Winds,  where  he  got  tl 
chance  to  visit  exotic  places  like  Jedd; 
and  Cairo.  When  Four  Winds  went  ban 
rupt  in  1986,  Cruse  ventured  out  on  Y 
own.  He  found  that  the  U.S.  Agency  fi 
International  Development  offered  mi 
lions  of  dollars'  worth  of  contracts,  and) 
seized  upon  them.  He  and  three  partne 
launched  Matrix,  a  logistics  company  sp 
cializing  in  developing  nations,  or  "tl 
mud,"  as  Cruse  calls  it.  His  largest  coi 
tracts  today  are  still  funded  or  backed  1 
the  U.S.  government. 

One  of  his  first  jobs  was  in  Pakista 
helping  to  get  medical  supplies,  stretche 
and  food  to  rebel  groups  in  Afghanisti 
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Own  a  Medspai 

Earn  up  to  $200K  per  year. 

Participate  in  the  lucrative  healthcare  industry.  Own  a  Medspa  providing 
the  latest  in  cosmetic  laser  and  iight-based  procedures  in  an  upscale 

spa  environment 


Entrepreneurs 

fighting  the  Soviets.  Matrix  later  won  a  go 
ernment  contract  to  deliver  contraceptiv 
,  in  Afi-ica,  where  his  company  encounten 
thieves.  Cruse  dispatched  himself 
Harare,  Zimbabwe  and  discovered  th 
shipping  containers  full  of  prophylacti 
were  being  unloaded  at  the  port  of  Du 
ban,  South  Africa  and  then  transported 
Harare  in  open-bed  trucks.  By  keeping  tl 
condoms  in  sealed  containers  the  enti 
route,  Cruse  foiled  the  robbers. 

The  collapse  of  the  Soviet  Union  in  D 
cember  1991  augured  big  opportunity,  ai 
Cruse  knew  he  had  to  set  up  his  own  offic 
But  now  that  the  Communists  were  goi 
and  private  property  suddenly  came  ini 
existence,  it  was  unclear  who  owned  the  c 
face  space  he  wanted  to  lease.  With  he 
from  a  local  partner.  Cruse  found  a  buili 
ing  janitor  in  St.  Petersburg,  gave  him  tv 
years'  rent  up  front  in  cash  and  took  po 
session.  With  offices  in  the  region,  he  w 
netting  $4  million  on  $80  million  gross  re 
enue  by  the  mid-1990s. 

Still,  business  was  not  easy.  Cruse  ar 
his  business  partners  had  different  visio! 
of  where  the  company  should  go,  ar 
when  private  equity  group  William 
Simon  &  Sons  offered  roughly  $30  mi 
lion  for  Matrix,  they  sold.  The  sale  closf 
in  November  1996,  but  Cruse  stayed  c 
and  things  got  worse.  In  July  1997  one 
his  Russian  business  partners  was  shot  s 
times  in  the  head  and  left  in  a  garbaj 
dumpster  behind  some  St.  Petersbui 
apartments.  The  murder  remained  ui 
solved,  and  Cruse  found  his  new  bosses 
be  so  risk-averse  it  drove  him  crazy — an 
he  says,  the  company  nearly  into  tl 
ground.  In  1998  he  left  Matrix,  but  thn 
years  later,  immediately  after  the  noi 
compete  expired,  he  founded  Logen 
with  $1  million,  hiring  back  seven  of  h 
old  employees. 

The  war  on  terrorism  has  been  goc 
to  Logenbc.  Last  October  it  was  hired  I 
Louis  Berger  Group  to  bring  shredders  ar 
incinerators  to  Kabul  to  destroy  the  o 
currency.  He  helped  BearingPoint  set  i 
financial  infrastructure  and  governani 
programs  by  bringing  in  computers  ar 
software.  Next  stop:  operations  in  Ira 
where  Cruse  must  keep  an  eye  out  f( 
snipers  and  the  inevitable  wave  of  larg 
competitors  like  UPS  and  FedEx. 
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Who  better  than  Arnold  Palmer 
to  get  a  kid  put  of  the  rough? 


That's  why  Samsung  teamed  up  with  CompUSA  to  i 
Palmer  Hospital  for  Chilo-en  &  Women.  It's  the  only  hospital 
Southeast — and  one  of  only  six  In  the  nation — dedicated  exclus 
to  children  and  women.  It's  a  deserving  cause  that  we're  proud  IT 
support.  The  Four  Seasons  of  Hope.  Because  no  one  should  ever  go 
without.  For  more  info'Tnation  about  Samsung's  Four  Seasons  of  Hope: 
visit  www.fourseasonsofhope.com. 

Sponsored  by  Samsung  with  CompUSA. 
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BLIND    SHOT 

TEACH    US    ABOUT 
CORPORATE  AND   INVESTMENT   BANKING? 


Those  who  know  the  territory  car}  provide  the  best  directior\ 


At  Wachovia  Securities,  we  learn  from  the  world  around  us.  Which  has  helped  us  become  one  of  the 
nation's  leading  corporate  and  investment  banks.  A  source  of  strategic  insight.  And  a  successful 
partner  to  thousands  of  growing  companies.  Talk  to  us.  Together,  we  can  achieve  uncommon  results. 


mtvchovia 
Securities 

Uncommon  Wisdom 
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Feeling 

N  THE  PREDAWN  HOURS  STEPHEN  S.  ROACH  SITS  IN  HIS 
Connecticut  home  writing  economic  briefs  with  ominous 
titles  like  "Euro-wreck,"  and  "Japan's  Moment  of  Reckon- 
ing." When  Morgan  Stanley's  chief  economist  talks  about 
the  state  of  the  world,  he  frequently  uses  phrases  like 
"scary"  and  "appalling."  As  he  concludes  one  rainy  morn- 
l,  his  head  in  his  hand:  "My  life  has  been  taken  over  by  my 
icro-angst." 

Forgive  Roach,  57,  his  gloom.  (His  wife  and  six  daughters 

I.)  It  is  just  that  to  Roach  the  U.S.  economy  is  dealing  with 

most  acute  challenge  since  World  War  II.  He  believes  the 

)bal  economy  slipped  back  into  recession  this  spring.  He 

ggests  earnings  disappointments  lie  ahead  in  2003's  second 


Could  deflation  happen  here? 

A  gloomy  Stephen  Roach  says  it  may 

well  be  on  its  way  ^  by  michael  freedman 


half.  The  stock  market  rally,  he  says,  is  doomed. 

Underlying  all  this.  Roach  fears,  is  a  dire  threat  of  defla- 
tion— that  seemingly  unending  spiral  of  decreasing  prices  and 
wages,  where  an  anemic  economy  can't  get  better  because  no 
one  wants  to  borrow  or  spend.  Worst  case:  the  Great  Depression 
of  the  1930s.  Within  the  next  year,  says  Roach,  the  core  con- 
sumer price  index  (which  excludes  oil  and  food)  will  decelerate 
from  a  trailing  12-month  gain  of  1.5%  to  0.5%.  In  the  12 
months  after  that,  it  will  go  slightly  negative. 

The  international  precedents  aren't  encouraging.  A  nasty 
deflationary  cycle  has  held  Japan  in  its  grip  since  1995;  German 
core  inflation  is  0.8%,  one-third  that  in  the  rest  of  Europe.  Okay, 
Germany  and  Japan  have  sclerotic  economic  structures  that 
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resist  the  growth-oriented  innovation  that  is  the  U.S.'  hallmark. 
Why  would  deflation  happen  here? 

Roach  frets  that  two  powerful  coDiding  forces  are  increasing 
the  likelihood  that  it  wiQ.  The  first  is  that  overcapacity,  high  debt 
loads  and  other  late- 1990s  excesses  are  still  unwinding  in  this 
country.  In  the  absence  of  any  pent-up  U.S.  demand  or  corpo- 
rate pricing  power,  there's  nothing  to  offset  the  baleful  influence 
of  such  an  economic  purge.  To  Roach,  if  the  boom  era's 
unwinding  had  begun  during  a  high-inflation  period,  the  result 
would  have  been  simply  lower  inflation,  a  fairly  healthy  phe- 
nomenon. But  unwind  when  inflation  already  is  low,  he  says, 
and  "you  have  a  legitimate  risk  of  outright  deflation." 

The  second  force  is  what  he  calls  a  "U.S. -centric"  global 
economy,  a  dysfunctional  situation  where  we  depend  on  iffy  for- 
eign capital  to  keep  going  the  only  engine  capable  of  restoring 
world  prosperity.  The  U.S.  economy  accounts  for  two-thirds  of 
the  growth  in  the  global  gross  domestic  product;  growth  else- 
where has  almost  come  to  a  standstill.  Meanwhile  Americans 
have  overspent,  while  domestic  demand  throughout  the  rest  of 
the  world  has  remained  below  average.  Result:  A  U.S.  national 
savings  rate  that  once  averaged  8%  of  GDP  has  hit  a  record  low 
of  1.3%  and  could  go  to  zero.  That  would  increase  the  U.S. 

j  By  Roach's  reckoning,  two  types  of  companies  will  do  well  when 
I  prices  are  falling:  consumer  nondurables  and  overseas  outsourcers. 

We've  culled  a  few,  using  his  criteria.  Even  struggling  Motorola, 
•  with  plants  in  low-cost  China,  should  benefit. 

52-week  Operating 

Company  Price  liigh  P/E        margin 


Britisii  American  Tobacco^ 

$21.83 

$24.35 

14 

10.5% 
15.0 

Constellation  Brands 

28.48 

32.00 

13 

Dial 

18.81 

22.45 

14 

17.5 

Motorola 

8.89 

16.98 

NM 

4.3 

Procter  &,  Gamble 

90.80 

94.75 

23 

18.4 

j    'American  Depositary  Receipts.  NM:  Not  meaningful.  Source:  Multex  via  FactSet  Research  Systems 

account  deficit  to  7%  of  GDP  from  the  current  5.25%,  requiring 
massive  financing  from  sluggish  foreign  economies  that  are  per- 
haps unable  to  keep  providing  it.  "You  know  that  something  has 
to  give  to  bring  this  back  into  balance,"  Roach  warns. 

If  you  find  his  jeremiads  plausible,  where  should  you  put 
money?  Roach  is  "wonied  and  appalled"  that  investors  have 
played  chancy  junk-bond  and  emerging-market  debt— and  are 
dipping  into  the  same  teclmology  trends  that  got  them  into 
trouble  in  the  first  place. 

Instead,  \'c  .says,  he  would  think  ;-;eriously  about  putting  a 
"nontrivial  portion''  of  his  portfolio  into  precious  metals  like 
gold.  Gold?  Isn't  that  a  Jassic  hedge  against  inflation?  Roach 
says  it's  a  safety  asset  ^.-.i  -l]].  attract  investors  during  any 
time  of  economic  exu     - .    -t-nher  inflation  or  deflation. 

cm  Century's  (llobal  Gold  fund, 

Muiaiiy.t'd)  over  the  past  five  years, 

'  Investment's  Precious  Metals 

rcr,  returning  16.8%  in  the 


One  low-cost  fimd  is  A 
which  has  returned  10 '.. 
charging  only  a  0.7%  foe 
and  Minerals  fund  has  di 


same  period,  but  it  levies  a  hefty  1.6%  annual  fee. 

Treasurys  are  another  option.  These,  lacking  risk  of  defaii 
will  hold  the  most  value  in  a  deflation.  Roach  says.  He  parses  ti 
benchmark  10-year  Treasury,  now  yielding  a  low  3.2%,  to  fiii 
that  the  market  has  built  in  an  unrealistic  (to  him)  1.6%  yeaii 
inflation  expectation  over  the  next  decade.  But  as  the  fear 
deflation  increases,  bond  prices  could  go  higher  still.  In  19!' 
Japan's  10-year  government  bonds  were  yielding  3.5%,  and  we! 
considered,  he  says,  "the  bubble  to  end  aU  bubbles."  But  as  defl 
tion  took  root  there,  a  long  rally  pulled  yields  to  0.4%. 

Roach  won't  name  particular  stocks  he  likes,  but  says  ii 
vestors  should  look  at  consumer  nondurables,  which  are  not  :l 
prone  to  cycHcal  fluctuations  and  retain  pricing  power.  The  tab; 
displays  some  stocks  that  fit  the  bUl.  Dial  sells  soaps,  canned  me£i 
and  other  consumer  products,  and  is  cheap  at  14  times  earning 
British  American  Tobacco  makes  cigarettes  and  sells  them  in  ! 
countries.  At  14  times  earnings  it  is  cosflier  than  U.S.  competitor 
but  its  operating  margin  is  a  robust  10.5%,  and,  unlike  R 
Reynolds  and  Altria,  the  London-based  company  has  not  su 
fered  from  deep-discount  cigarette  manufacturers. 

Roach  also  likes  companies  that  outsource  production,  pa 
ticularly  to  low-cost  nations  like  China  and  India.  In  a  defl 
tionary  environment  these  companies  may  be  forced 
lower  prices  but  can  maintain  profit  margins  by  mo 
ing  production  to  low-cost  foreign  sources.  Procter 
Gamble  operates  130  plants  worldwide  and  can  sh: 
production  to  the  cheapest  places.  Declining  sales  ha. 
hurt  moneylosing  Motorola,  but  the  company  has 
strong  presence  in  China  so  it  should  be  able  i 
weather  deflation. 

Roach  is  known  by  colleagues  as  a  serious  and  ri; 

orous  thinker  who  is  not  locked  into  an  ideology — ar: 

is  unafraid  to  make  bold  predictions.  A  New  York  Un 

versity  Ph.D.  and  a  former  staff  economist  at  the  Feder 

Reserve,  Roach  joined  Morgan  Stanley  in  1982  and  wc 

the  top  economist's  spot  in  1991.  Byron  Wien,  Morg£, 

Stanley's  longtime  investment  strategist,  says  Roat 

gradually  began  to  take  bolder  and  more  risky  positions.  "Som 

how  there  was  an  epiphany  that  caused  him  to  become  mu(. 

more  adventurous  in  his  observations,"  Wien  says. 

During  the  depths  of  the  Asian  financial  crisis  in  1998,  wh( 
Alan  Greenspan  and  Robert  Rubin  were  saying  the  world  capit 
markets  had  seized  up.  Roach  began  writing  a  series  of  piec 
entitled  "Global  Healing,"  which  suggested  the  U.S.  was  goii 
to  lead  the  world  to  a  significant  resurgence.  It  did.  In  summ 
1999  he  became  more  bearish,  issuing  unpopular  doubts  abc 
the  bubble-era  market.  He  was  right  again. 

Now  he  writes  reports  fliree  times  a  week  detailing  his  bea 
ish  pronouncements.  When  he  first  started  writing  about  defl 
tion  last  year,  people  thought  he  was  nuts.  Not  anymore.  Feder 
Reserve  Chairman  Alan  Greenspan  and  European  centr 
bankers  have  taken  notice  of  the  problem,  and  started  ' 
respond.  "At  least  the  authorities  have  finally  smelled  the  co 
fee,"  Roach  wrote  recently.  But  will  their  response  be  bo! 
enough?  Roach  is  worried  about  that. 
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T.     ROWE     PRICE 


Risk  Management 

Just  one  of  the  reasons  we  have 
so  many  4-  and  5-star  funds. 


At  T.  Rowe  Price,  we  do  everything  possible  to  make  our 
investors  feel  more  confident.  With  one  of  the  largest  in-house 
research  departments  in  the  industry,  we  actively  manage  our 
funds,  constantly  looking  for  long-term  opportunities  while 
avoiding  any  unnecessary  risks  that  might  surface. 

The  results  of  intelligently  balancing  risk  and  reward  speak 
volumes.  Morningstar  gives  its  best  ratings  to  the  top  33%  of  all 
funds  (10%  get  five  stars,  and  22.5%  get  four  stars).  By  compar- 
ison, 64%  (51  out  of  80)  of  our  rated  funds  received  an  overall 
star  rating  of  four  or  five  stars,  far  ahead  of  the  industry  average. 

Results  will  vary  for  other  periods,  and  all  funds  are  subject  to 
market  risk.  While  past  performance  cannot  guarantee  future 
results,  investing  with  T.  Rowe  Price  is  one  way  to  feel  more 
confident  about  your  assets.  Open  an  account  online  or  call 
us  today. 


TR0WEPRICE.COM/MUTUALFUNDS 


1-800-831-141  9 


51  of  our  80  rated  funds  received 
an  Overall  Morningstar  Rating™ 
of  four  or  five  stars  as  of 
4/30/03. These  include:* 

Capital  Appreciation^  irif-k-k-k 
Blue  Chip  Growth  •••• 
Equity  Income^  if-kk-kif 
Small-Cap  Stock  •••• 
Spectrum  Income  •••• 
GNMA  •••• 


These  funds  were  rated  among  the 
following  categories  for  the  overall  rating 
and  the  3-,  5-,  and  (if  applicable)  10-year 
periods:  Capital  Appreciation  Fund,  742, 
742,  588,  and  160  domestic  hybrid  funds; 
Blue  Chip  Growth  Fund,  861,  861,  and  565 
large  growth  funds;  Equity  Income  Fund, 
641,  641,  504,  and  172  large  value  funds; 
Small-Cap  Stock  Fund,  260,  260,  190,  and 
49  small  blend  funds;  Spectrum  Income 
Fund,  154,  154,  116,  and  39  multisector 
bond  funds;  GNMA  Fund,  274,  274,  239, 
and  117  intermediate  government  funds. 
t-9.36%,  6.91%,  and  11.03%  are  the  Capital 
Appreciation  Fund's  and  -21.89%,  -0.42%,  and 
9.56%  are  the  Equity  Income  Fund's  average 
annual  total  returns  for  the  1-,  5-,  and  10- 
year  periods  ended  3/31/03,  respectively. 


T.RoweRrice 


® 


INVEST    WITH    CONFIDENCE 


Fo(  more  informalion,  including  lees,  eipenses,  and  risks,  request  a  fund  profile  or  prospectus:  read  it  carefully  before  investing.  For  updated  performartce  information,  please  visit  our  Web  site  or  contact  a 
r.  Rowe  Price  representative.  'For  funds  with  al  leas!  a  3-yeaf  tiislory,  a  Morningstar  Rating'"  is  based  on  a  risk-adjusted  return  measure  (including  Ifie  effects  of  sales  charges,  loads,  and  redemption  fees) 
with  emphasis  on  downward  variations  and  consistent  performance.  The  top  fO%  of  funds  in  each  category  receive  5  stars,  the  next  22,5%  4  stars,  the  next  35%  3  stars,  the  next  22.5%  2  stars,  and  the 
bottom  10%  f  star.  Each  share  cfass  is  counted  as  a  fraction  of  one  fund  within  this  scaie  and  rated  separatefy.  The  Overaff  Morningstar  Rating'"  is  derived  from  a  weighted  average  of  the  performance  fig- 
ures associated  with  a  fund's  3-,  5-,  and  10-year  (if  applicable)  Morningstar  Rating'"  metrics.  Morningstar  Rating'"  is  for  the  retaif  share  class  only;  other  classes  may  have  different  performance  character- 
istics. Capital  Appreciation  and  Equity  income  received  5  stars  for  the  3-,  5-,  and  f  0-year  periods.  Biue  Chip  Growth  received  4  stars  for  the  3-  and  5-year  periods.  Smali-Cap  Stock  received  3, 4.  and  4 
stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  Spectrum  Income  received  4, 4,  and  5  stars  for  the  3-,  5-,  and  Ifl-year  periods,  respectively.  GNMA  received  4  stars  for  the  3-,  5-,  and  10-year  peri- 
.  ods.  Average  annual  totaf  returns  incfude  changes  in  principai  vafue,  reinvested  dividends,  and  capitai  gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth 
JBore  or  less  at  redemption  than  at  original  purchase.  I.  Rowe  Price  investment  Services,  inc..  Distributor.  STAR067f  f4 


Money  &  lnvfi<^ting 


TAXING  MATTERS 


Corporate  Choice 

C  corp?  S  corp?  LLC?  The  new  tax  law  creates  some  new  wrinkles. 


BY  ASHLEA  EBELING 

IF  YOU  OWN  YOUR  OWN  BUSINESS  OR 
are  starting  one,  pay  attention:  The 
recent  federal  tax  cuts  could  affect  the 
kind  of  corporation  you  use  and  how 
you  handle  salaries,  dividends  and  rein- 
vested profits. 
Passthroughs  still  rule. 

In  recent  years  S  corporations  and 
other  "passthrough"  entities,  such  as  lim- 
ited liability  companies,  have  become 
more  popular  than  traditional  C  corpo- 
rations. Rightly  so.  Passthroughs  aren't 
taxed  at  the  corporate  level.  Instead 
their  earnings,  losses  and  credits  flow 
onto  the  owners'  tax  returns.  C  corps, 
by  contrast,  pay  corporate  income  tax.  If 
owners  receive  those  profits  as  divi- 
dends, they're  taxed  again. 

The  new  law  seems  to  provide  a  big 
boost  for  C  corps,  since  the  maximum 
tax  on  dividends  is  chopped  from 
38.6%  to  15%.  Look  closer.  Pass- 
through  entities  did  well,  too.  How  so? 
Your  earnings  from  a  passthrough  don't 
qualify  for  the  15%  dividend  rate; 
they're  taxed  at  ordinary  income  rates. 
But  the  top  individual  rate  dropped  from 
38.6%  to  35%,  the  same  as  the  top  corpo- 
rate rate.  And  a  double  tax  is  still  a  double 
tax — the  top  combined  corporate  and 
individual  tax  on  a  dollar  of  distributed  C 
corp  earnings  is  now  44.75%,  compared 
with  a  35%  single  rate  for  a  passthrough. 

Can't  C  corp  owners  limit  the  double 
hit  by  taking  large  salaries  and  leaving  less 
corporate  profit  to  be  taxed?  Yes,  but 
salary  is  subject  to  payroll  taxes — at  a 
combined  employer/employee  rate  of 
15.3%  on  the  lirsl  $87,000  in  2003  and 
2.9%  above  that.  With  an  S  corp  you  can 
take  less  salary  and  more  profits,  cutting 
payroll  taxes.  (Wh;  iiig:  Be  reasonable.  If 
you  draw  way  too  .Mrch  or  way  too  little 
salary,  the  IRS  can  challenge  it.) 
Consider  a  C  corp  cash-out. 

in  the  past  many  ou-ners  ol  C  coips 
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have  retained  earnings,  rather  than  pay 
them  out  as  dividends  taxed  at  a  38.6% 
rate.  That  way,  when  they  retired,  they 
would  be  able  to  sell  their  generously  cap- 
italized business  for  more,  thus  effectively 
converting  high-taxed  dividends  into 
low-taxed  long-term  capital  gains.  Even 


ington,  D.C.  Ke( 
enough  cash  on  hand 
fund  future  operation 
And  before  you  distribu 
a  penny,  ask  your  tc- 
accountant  to  calcula 
the  impact  on  your  sta 
tax  bill  and  your  feder 
alternative  minimum  tax  liability.  Yc 
could  be  in  for  a  nasty  shock. 

John  Ziegelbauer,  a  partner  wil 
Grant  Thornton  in  Washington,  D.C 
suggests  that  retiring  C  corp  owners  m. 
want  to  rethink  their  business  sale  plan 
Instead  of  seUing  all  the  stock  in  the 


better,  if  they  held  the  business  until      company  to  get  a  low  capital  gains  rat 


death,  their  heirs  would  get  a  "step  up"  in 
its  basis,  thus  avoiding  the  gains  tax,  too 


But  the  new  15%  rate  for  dividends 
provides  a  tempting  opening  to  distribute 
some  earnings.  Why  not  just  leave  all  the 
cash  in  the  company  and  defer  taxes?  Two 
reasons.  First,  under  the  new  law  the  15% 
rate,  which  applies  to  both  dividends  and 
capital  gains,  lasts  only  through  2008;  in 
2009  the  top  dividend  rate  returns  to  35% 
and  the  gains  rate  to  20%.  Second,  if  you 
accumulate  too  much  in  earnings  in  a  C 
corp,  you  could  be  hit  with  the  accumu- 
lated earnings  tax  or  die  personal  holding 
company  tax.  The  new  law  drops  the  rates 
for  diese  two  penalty  taxes  fi-om  38.6%  to 
15%,  but  again,  only  through  2008. 

Don't  act  too  fast,  however.  "Compa- 


they  may  want  to  retain  some  stocl 
deferring  gains  taxes  and  drawing  div 
dends  over  time.  (This  strategy  won 
look  as  good  if  Congress  doesn't  exten 
the  15%  dividend  rate  beyond  2008.) 
LLCs  are  great,  but ... 

If  you're  starting  a  new  business,  th' 
entity  of  choice  is  usually  an  LLC,  sa^i 
Peter  Faber,  a  tax  lawyer  with  McDei 
mott.  Will  &  Emery  in  New  York.  It 
more  flexible  than  an  S  corp  and  has  cei 
tain  tax  advantages.  For  example,  you  ca, 
create  different  shares  of  stock  with  dii 
ferent  profit  draws  in  an  LLC,  but  not  i 
an  S  corp.  And  when  an  LLC  borrow 
money,  it  adds  to  your  basis  in  the  corr 
pany;  when  an  S  corp  borrows,  it  doesn' 
If,  however,  you  are  converting  from  a  < 
corp  to  a  passthrough,  an  S  corp  is  prefei 
able — you  can  convert  to  an  S  corp,  bi 
not  an  LLC,  without  triggering  extra  tax. 
You'll  need  a  C  corp  to  go  public,  i 
C  corp  might  also  work  well  if  you  ar 
starting  a  sideline  business  and  want  t 
build  up  some  capital.  The  first  $50,00 
of  income  in  a  C  corp  is  taxed  at  onl 
15%,  notes  Phoenix  CPA  Edward  Zollar; 
Even  if  you  do  take  those  profits  ou< 
you'll  still  be  better  off — paying  a  159 
corporate  tax  plus  a  15%  dividend  rate- 
which  works  out  to  a  combined  27.75°A 
Anything  above  the  $50,000  you  can  tak 
as  salary,  so  long  as  it's  reasonable  and  no 
too  obviously  keyed  to  the  level  of  prol 


nies  must  be  careful  not  to  become  overly  its.  Warning:  The  lower  rate  isn't  availabl 

emotional  about  this  and  overdistribute  for  professional  service  corporations,  lifc 

dividends,"  warns  Michael  Grace,  a  tax  law  firms.  And  you  must  consider  stat 

lawyer  at  Jackson  &  Campbell  in  Wash-  corporate  taxes,  too.  I 


ttil; 
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The  Contrarian  By  David  Dreman 

Earnings  Shortage 


Is  THIS  SIMPLY  A  STRONG  BEAR  MARKET  RALLY  OR  THE  FIRST 
powerful  surge  of  a  new  bull?  With  the  S&P  500  up  13%  and 
the  Nasdaq  100  (consisting  primarily  of  large-cap  tech 
stocks)  up  23%  so  far  in  2003,  this  is  the  big  question  facing 
investors  today.  The  S&P  now  trades  at  32  times  trailing 
earnings  (versus  a  historic  15)  while  the  tech-laden  Nasdaq  100 
goes  for  an  amazing  132.  A  good  part  of  the  spring  run-up  is 
based  on  expectations  of  an  earnings  recovery. 

But  we've  been  down  this  sorry  road  before.  The  majority  of 
analysts  in  2001  and  again  in  2002  forecasted  strong  earnings 
growth  accompanied  by  major  stock  gains.  Instead  earnings 
went  nowhere,  resulting  in 


Euphoric  profit 

forecasts  have 

driven  the  market 

up  far  too  high— 

especially  for 

Nasdaq  100  stocks. 

A  closer  look  at 

them  is  sobering. 

Go  for  value. 


two  poor  years  for  investors. 
What's  different  now?  Not 
much.  First  Call  consensus 
forecasts  put  expected  third- 
quarter  earnings  up  12.7% 
over  2002  and  fourth-quarter 
ones  up  21.1%.  Too  bad  that 
nothing  like  that  is  going  to 
happen. 

Investors  today  are  not 
euphoric;  they're  punch- 
drunk.  And  they  will  come  to 
their  senses  eventually.  Re- 
member all  the  wealth  they 
lost  after  the  bubble  popped 
so  loudly  in  2000?  The  last 
mania  was  not  your  run-of- 
the-mill  speculative  excess. 

The  most  recent  downturn  lost  investors  $6  trillion,  as  against 
$1  trillion  in  the  October  1987  crash. 

And  with  half  of  U.S.  households  invested  in  the  stock  mar- 
ket, it  pays  to  recall  that  many  consumers  are  investors.  The 
investment  losses  will  begin  to  hurt  consumer  spending,  which 
only  low  interest  rates  have  kept  going.  Rates  can't  go  down 
much  more,  so  Alan  Greenspan  is  about  out  of  ammunition. 
Rising  unemployment  will  take  a  toll  on  consumer  outlays. 
Then  the  reverse  wealth  effect— from  fewer  savings  and  retire- 
ment funds  available— will  kick  in.  I'he  new  tax  cuts  should 
help  consumer  spending,  yet  not  enough  to  cause  more  than  a 
minor  pickup  over  the  months  ahead. 

Higher  capita!  spending  won't  propel  this  rally.  With  con- 
sumer spending  lackluster,  price  increases  impossible  (for 
most  sectors)  and  industrial  capacity  utilization  low  at  75%, 
only  divine  intervention  could  produce  a  capital  expenditure 
surge.  Washington  is  Irving  to  stimulate  plant  and  equipment 
spending  with  acceler.ited  depre 


of  tax  breaks  will  make  a  go( 
investment  out  of  an  id 
machine  tool  or  a  dark  strar 
of  fiber. 

Before  the  music  stopped 
2000,  many  companies  gross 
overpaid  for  acquisitions,  < 
started  costly  new  divisioi 
based  more  on  an  exciting  coi 
cept  than  on  a  realistic  asses 
ment  of  profitability.  Resul 
The  likes  of  AOL  Time  Warne 
Tyco,  AT&T,  Lucent  and  Motorola  have  all  taken  massive  writ( 
offs,  with  more  to  come.  This  has  cut  down  their  asset  base  sul 
stantially,  which  increases  debt-to-equity  ratios,  often  signif 
cantly.  Add  to  that  the  drag  of  pension  fund  losses,  courtesy 
the  bear  market.  My  estimate  is  that  corporate  pension  plans  i 
the  S&P  500  are  underfunded  by  an  average  of  22%  on  an  equa 
weighted  basis.  General  Motors,  ExxonMobil  and  Delta  A 
Lines  have  already  added  to  their  pension  fund  expenses,  wit 
scads  more  likely  to  follow. 

For  a  reality  check  on  the  sturdiness  of  corporate  capit. 
structures,  look  at  the  ratings  agencies.  Standard  &  Poor's  th 
year  has  downgraded  four  debt  issuers  for  every  one  it  h? 
upgraded;  this  is  a  slight  improvement  over  2002  (4.5  dowr 
grades  for  every  upgrade)  and  2001  (5.5  to  1),  but  nothing  t 
celebrate.  Every  time  there's  a  downgrade,  it's  as  attention-ge 
ting  as  a  giant  pinball  machine  gone  amok,  with  hundreds  ( 
orange  and  red  lights  flashing.  Under  pressure  to  lower  the 
debt  loads,  many  companies  are  in  no  mood  to  undertak 
expensive  capital  projects. 

Now  the  good  news.  1  think  we  have  seen  the  market  low 
and  this  is  no  tune  to  be  moving  ft-om  stocks  to  bonds.  Earning 
will  increase,  although  at  a  slower  rate  than  most  economisi 
and  analysts  see.  Avoid  the  Nasdaq  100,  where  stocks  like  Eba- 
Yahoo  and  Amazon  continue  to  trade  at  bubble  prices.  Instea 
focus  on  value  stocks  that  have  outdistanced  the  averages  by 
wide  margin  since  the  bear  market  began  and,  because  of  thei 
low  valuations,  should  continue  to  do  so. 

Like  Federated  Department  Stores  (36,  FD),  one  of  the  na 
tion's  leading  retailers,  with  a  price/earnings  ratio  of  9  and 
dividend  yield  of  1.4%.  Other  buys:  Sovereign  Bancorp  (M 
SOV),  a  strong  thrift,  likely  to  convert  into  a  bank  in  the  nex 
12  months,  with  a  P/E  of  13  and  yield  of  0.6%;  and  HCA  (3i 
HCA),  the  largest  U.S.  hospital  company,  P/E  18,  yield  0.3o/( 
HCA  has  put  its  Medicare  fraud  woes  behind  it  and  look 
strong  financially.  | 


Ciation  writeoffs    Rut  n„  4n■,nun^  I^FOfbCS     I  °»*''' °'«'"*" '«  =''«'""«"  <>*  Di-e'^an  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Comrarw 
Lidiiuii  wnicons.  nui  no  amount  IM  -^"'     !  '"^"''".enrSfrafeg/es.  nieWextGe/ierar/on.  Vlsithishomepageatwww.forbes.com/dreman. 
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3e  better  collaboration 
3e  faster  decisions. 
3e  lower  costs. 


From  the  leader  in  collaboration,  a  new  way  to  do  business  that  increases  responsiveness  and  simplifies 
access  to  people,  information  and  processes.  Lotus  Worl<place  delivers  wide-scale  collaboration  for  everyone 
in  your  workforce.  Openly.  Flexibly.  Affordably.  With  business  results  on  demand.  To  learn  more  about  the 
first  Workplace  offering,  see  our  demo  of  Lotus  Workplace  Messaging'"  at  ibm.com/lotus/seeworkplace 
^)business  on  demand  software  »_ « 


3ett«'ig«  [slliwliw  lf;Tf-Mtsi»lHM  WM  WUraiiUTi  wiWJmisi*  rai  i  Wit<i««]  I 


IBM,  Lotus.  Workplace  Messaging,  the  e-business  logo  and  e-l 

United  States  and/or  other  countries  Certain  information  contained  within  this  advertisement  is  based  on  WW  ICE  revenue.  July  2002.  IDC  "WW  ICE  Forecast  and  Analysis. 

2002-2006:  Certain  cost  information  herein  based  on  acquisition  cost  as  compalBd  to  premise-based  client/server  ICE.  '92002  IDC.  ^-2003  IBM  Corpoi-alion,  All  rights  reserved. 
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Yes,  But  By  James  Grant 

Reaching  for  Yield 


To:  Bill  Baldwin,  editor 
Re:  Blood  from  a  stone 

You  asked  me  to  help  our  readers  find  a  decent  return  on 
their  savings  in  this  world  of  miniature  interest  rates.  And  I've 
looked  and  looked.  I've  ransacked  the  world  of  fixed-income 
investments  only  to  come  up  empty-handed  (well,  not  quite).  It 
looks  like  the  inside  of  a  bachelor's  refrigerator. 

For  not  a  lot  of  reward,  you  bear  a  lot  of  risk.  In  Treasurys 
you  have  to  go  out  ten  years  to  find  a  yield  as  high  as  3.2%. 
Tax-exempts?  The  New  York  City  4 'As  of  Apr.  15,  2008  are 
quoted  at  107.16  for  a  2.7%  yield  to  maturity.  This  is  a  metrop- 
olis v^fhose  budget  deficit,  if 
measured    in    city    blocks,  _|         i     r    |.  ■ 

would  stretch  from  the  Bat      People  Delieve  that 
r::: "d  CE  c;t;;s™f   """"^  are  inherently 

course,  a  stronger  borrower  COnSGrVStiVG 

than  New  York,  but  an  AAA 

rating  cuts  two  ways.  Credit-  NOt  SO.  ThCy  atG 

wise,  it  can't  be  improved 

upon.    An    investor    must 

depend  on  the  y.eld,  not  a  prJCG,  and  theSG 


conservative  at  a 


aren't  the  right 
prices. 


ratings  upgrade,  to  generate  a 
return.  On  a  ten-year  GE  note 
the  yield  is  all  of  4% — don't 
spend  it  all  in  one  place. 

There's  a  panic  into 
bonds,  and  some  go  along  because  they  have  to.  Insurance  com- 
panies have  liabilities  to  fund.  Foreign  central  banks  have  dollars 
to  buy  (which  they  duly  invest).  Fannie  Mae  and  Freddie  Mac 
have  mortgages  to  manage:  As  rates  fall,  mortgages  are  prepaid; 
Fannie  and  Freddie  buy  Treasurys,  or  options  on  Treasurys,  to 
compensate  for  the  loss  of  their  mortgage  assets.  (We'll  leave 
Freddie's  accounting  problems  and  management  turmoU  for 
another  day.) 

But  plenty  of  people  buy  bonds  because  they  want  to.  A 
titanic  $10  billion  a  month  is  pouring  into  taxable  bond 
mutual  fijnds.  My  suspicion  is  that  lots  of  investors  are  under 
the  spell  of  the  word  "inherent."  They  believe  that  bonds  are 
inherently,  or  intrinsically,  conservative.  Not  so.  They  are  con- 
servative at  a  price,  and  these  aren't  the  right  prices.  There's  no 
margin  of  safety  on  any  branch  of  the  fixed-income  tree,  from 
junk  to  governments. 

The  bulls  say:  Look  at  lapan.-  See  how  low  yields  can  go  in  a 
deflationary  setting.  On  May  29  a  sale  of  two-year  notes  by  the 
Japanese  government  was  1 14  times  oversubscribed.  The  win- 
ning yield  was  0.04%.  Note  the  zeros  on  either  side  of  the  deci- 
mal point.  'Ihe  ten-year  Japanese  government  bond,  by  con- 
trast, has  a  zero  only  to  the  left  of  the  deciniiU  point.  It  yields 


0.4%.  At  that  rate  your  yei 
would  double  in  174  years. 

So,  yes,  the  bulls  might  b 
right.  But  if  they're  wrong 
they're  going  to  be  sorry.  The 
are  at  risk  not  only  becaus 
yields  are  so  low  but  als( 
because  so  many  speculators  ar 
so  heavily  leveraged.  These  ar^ 
the  sportsmen  who  borrow  a 
low,  short-term  rates  to  invest  al 
higher,  longer-term  rates,  espel 
cially  in  mortgages. 

According  to  James  A.  Bianco  of  Bianco  Research,  thi 
bond  market  is  as  leveraged  as  it  was  in  1994  (when,  amid  ; 
succession  of  rate  increases,  a  kind  of  a  rolling  margin  cal 
sent  bond  prices  plunging)  or  in  1998  (when  Long-Term  Cap 
ital  Management  blew  its  top).  The  market  suffered  a  forma 
tive,  leverage-induced  collapse  the  last  time  Treasury  yield, 
were  as  low  as  they  are  today,  which  was  1958.  The  Eisen 
hower-era  players  availed  themselves  of  margin  debt  to  buj 
the  Treasury  2  Vss  of  1965.  They  sold  in  a  panic  when,  contrary 
to  plan,  interest  rates  went  up  instead  of  down. 

Wall  Street  marketed  dot-com  stocks,  but  the  Fed  is  flogginj 
bonds.  To  forestall  what  it  calls  deflation,  the  central  bank  ha: 
pledged  it  will  stop  at  nothing.  It  will  drop  dollar  bills  from  heli- 
copters if  necessary.  This  contingency  is  described  in  a  researcl 
bulletin  on  the  Web  site  of  the  Federal  Reserve  Bank  of  Dalla: 
("Monetary  Policy  in  a  Zero-Interest-Rate  Economy,"  by  Evar 
E  Koenig  and  Jim  Doknas),  helpflilly  illustrated  with  a  picture 
of  what  looks  like  a  CH-47  Chinook. 

By  pledging  itself  to  make  the  dollar  buy  less,  the  Fed  in- 
tends to  be  reassuring.  And  it  does  reassure  me.  It  reassure.' 
me  that  the  age-old  rhythm  of  markets  is  intact.  And  it  rein- 
forces my  view  that  inflation  is  more  likely  than  the  opposite 
and  that  investors — now  as  much  as  ever  before — must  pro- 
tect themselves  against  the  supposed  guardians  of  a  stable 
currency. 

The  government  is  not  totally  heartless  about  the  plight  ol 
its  saver-citizens.  An  individual  may  invest  as  much  as  $30,000  a 
year  in  the  Treasury's  Series  I  savings  bonds,  inflation-protected 
securities  with  maturities  of  up  to  30  years.  They  currendy  yield 
1.1%  plus  an  inflation  increment  that  brings  them  up  to  a  nom- 
inal 4.7%.  You  can  liquidate  them — "cash"  them  with  the  Trea- 
sury— 12  months  after  the  purchase  date.  And  you  can  buy 
them  with  a  credit  card:  Visa,  MasterCard,  American  Express  or 


\t 


Discover.  Buy  'em  and  get  the  mileage.  There's  value. 


CSFOrbCS    I   •'*'"**  ^"•" 's  the  editor  of  Granf's /nferesf  flafe  Observer 
•■■■^^■^^•co'"    I   Visithishomepageatwww.forbes.com/grant. 
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e  old  apps  combine^w^h  upvfBpps 
le  customers  connect  with  partnii^ 
le  today's  stuff  click  with  tomorrow's. 


WebSphere,  sfftware 
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^fttebSphere  Business  Integration  is  far  ^nd  away 
era.  Open  and  flexible,  WebSphere  lets  you  mo 
processes.  WebSphere  delivers  an  infdastructur 
demands,  on  demand.  For  an  IntegratMr  InfoKit 


'ding  integration  software  for  the  on  demand 
jgrate  arfej  manage  all  of  your  business 
uickly  relponds  to  change,  meeting  business 
•e  studieajaal  ibm.com/websphere/seeit 
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IBM.  WebSphere,  the  e-business  togo  and  e-business ' 
States  and/or  other  countries.  Certain  information  cm 
Sunnmary  2003."  c.  2003  WinterGreen  Research.  InCiiB 
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pia  are  registered  Sifi^K?  or  trademarks  of  International  Business  MactitriesOorpoTation  in  the  United 
■■'•hin  this  adverfl^^fet  is  based  on  results  of  the  WinterGreen  Study,  "Application  Integration  Executive 
fcrporation  All  fights  reserved. 


Fixed-Income  Watch  By  Richard  Lehmann 

Time  for  Converts 


Is  THIS  STOCK  MARKET  FOR  REAL?  SHOULD  /OU  JUMP  IN 
now,  or  risk  being  left  behind?  Can  you  afford  another  bad 
year  in  stocks?  These  are  the  questions  that  form  the  waU  of 
worry  a  bull  market  must  cUmb.  There  are  also,  however,  real 
concerns  for  investors  who  can't  afford  to  miss  a  recovery, 
and  yet  can't  afford  to  be  get  slammed  in  another  downturn. 

If  the  above  describes  your  personal  predicament,  here's  a 
solution:  Buy  convert'ble  preferreds.  Convertibles  allow  the 
investor  the  assurance  of  a  fixed  rate  of  return  as  well  as  a  kicker 
should  the  common  stock  surge. 

Convertibles  are  fixed-income  securities  that  can  be  turned 
into  a  certain  number  of 
shares  of  common  after  a  pre- 
determined time  span  or  on  a 
specific  date.  They  come 
mainly  in  the  form  of  bonds 
or  preferred  stocks.  The 
bonds  are  usually  hard  to  buy 
except  in  large  quantities,  so 
let's  focus  on  the  preferreds. 

These  come  in  two  flavors: 
mandatorily  convertible  and 
optionally  convertible.  The 
mandatory  variety  automati- 
cally converts  at  a  specified 
future  date.  For  this  reason, 
they  usually  have  a  conversion 
formula  that  provides  for  the 
holder  to  receive  additional 
shares  should  the  common 

decline.  The  optionally  convertible  type  usually  works  this  way: 
You  can  convert  them  anytime  before  some  call  or  distant 
maturity  date,  when  the  company  must  pay  the  face  amount  in 
cash.  The  number  of  shares  you  will  receive  is  fixed.  The  yields 
on  such  preferreds  often  will  be  less  than  on  a  company's 
straight  debt  securities. 

Convertibles  are  currently  attractive  precisely  because  the 
stock  market  has  been  so  weak.  This  leaves  most  convertibles 
substantially  out  of  the  money,  meaning  the  common  is  well 
below  where  conversion  would  make  sense.  Hence,  you  have  a 
high  current  yield  in  addition  to  a  capital  gains  play  But  this 
also  creates  unusual  situations:  Some  high-quality  names  are 
trading  with  high,  juniviikc  yields  because  the  conversion  is 
mandatory  and,  at  present  common  stock  levels,  would  result 
in  a  loss  or  at  least  no  ga  n.  for  the  effort. 

An  example  is  the  Morgan  Stanley  10%  convertible  pre- 
ferred, yielding  31.4%.  The  reason  for  the  unusual  yield  is  that 
the  price  of  this  preferred  has  fallen  nvo-thirds  since  the 
convert's  February  2002  issuance  Win  tlic  fall?  Because 


If  you  stay  out  of 

stocks,  you  might 

miss  the  rally.  If  you 

buy  stocks,  you 

might  get  creamed 

in  another  slump. 

But  convertible 

preferreds  let  you 

have  it  both  ways. 


it  is  linked  to  the  battered  con 
mon  stock  of  software  maki 
Siebel  Systems.  On  Aug.  30,  tl 
preferred  converts  into  or 
share  of  Siebel  common,  cu; 
rently  trading  at  $11.  This  coi 
vertible  essentially  yields  yo 
one  share  of  Siebel  plus  one  8' 
cent  dividend  payment.  It's 
long  way  from  being  a  fixec 
income  security. 

The  market  generally  makt 
clear  distinctions  in  pricmg  optional  converts.  It  recognizes  whf 
are  commonly  termed  "busted  converts,"  or  issues  that  have  li 
tie  chance  of  ever  reaching  parity— that  is,  the  point  where  th 
value  of  the  common  stock  equals  the  price  of  the  preferred.  I 
such  a  situation  the  issue's  yield  is  much  closer  to  the  yield  of  ill 
straight  debt.  Example:  the  Texas  Industries  5.5%  preferred  (31 
TXIprS)  diat  converts  into  0.72  shares  of  common.  Since  the  corr 
mon  trades  at  $22,  this  means  the  construction-material  com 
pany's  common  would  have  to  double  to  equal  the  current  pric 
of  the  preferred.  The  preferred  yield  is  8.3%,  to  reflect  the  com 
pany's  B2/B-  rating.  Still,  you  can  collect  this  yield  until  2028  c 
until  the  common  rises  and  makes  conversion  attractive. 

Another  optional  preferred  I  like  is  Ford  Capital  Trust  II  6.5^ 
(45,  Fprs),  yielding  7.2%  and  convertible  until  2032  into  2. 
shares  of  Ford  Motor,  now  worth  $11  per  single  share. 

In  April  2002  I  recommended  in  this  column  the  Sinclal- 
Broadcasting  6%  preferred  (45,  SBGIP),  which  is  convertible  int 
2.2  shares  of  common  until  2012.  At  that  time  the  preferred  wa 
priced  at  $36  while  the  common  was  at  $13.  A  year  later  the  pre 
ferred  is  up  and  has  paid  $3  in  dividends  while  the  common  i 
down  to  $  1 2  and  has  paid  nothing.  A  clear  example  of  why  con 
vertibles  work.  The  Sinclair  convertible  is  still  a  buy. 

Among  mandatory  issues  I  like  is  the  Florida  utility  FP« 
Croup  8.5%  (59,  FPLprA),  which  converts  into  a  minimum  0.; 
shares  of  common  on  Feb.  15,  2005.  That  amount  of  commoi 
is  now  worth  $53.  What  do  you  get  for  the  extra  $6?  An  addi 
tional  $3  of  dividends  over  the  next  20  months,  plus  some  pro 
tection:  If  the  common  sinks,  your  conversion  rafio  improve 
to  0.95  FPL  share.  Baxter  International  7%  (48,  BAXpr)  yields  7.3°/ 
and  converts  on  Feb.  16,  2006  into  1.4  to  1.7  shares  of  Baxte 
common,  depending  on  the  stock  price  then. 

Making  good  selections  from  among  convertible  securitie 

widi  so  many  variables  is  challenging,  but  very  rewarding.  Find 

ing  the  right  convertibles  is  like  a  game  where  you  can  win  oi 

alternatively,  get  your  money  back — ^with  interest.  I 


1 


p([)j*J)pc       Richard  Lehmann  is  editor  of  the  Forbes/Lehmann  Income  Securities  Imesto, 
^■^-.^■com     I  Visit  his  home  page  at  www.forbes.com/  lehmann. 
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i^OUT  HALF  THE  WORLD'S 
ih^STMENT  OPPORTUNlT|£c 
\RE  OVERSEAS.  WE  KNOW 
HOW  TO  FIND  THEM. 


Most  of  the  world's  population 
resides  outside  the  United 
States.  So  it's  not  surprising  how 
many  investment  opportunities 
can  be  found  there,  as  well. 
Our  analysts  continually 
search  the  globe  to  uncover 
stocks  that  we  believe  are  priced 
low  relative  to  their  true  worth. 
But  we  don't  stop  there.  Using 
research  techniques  honed  over 
50  years,  we  isolate  the  bargains 


Bargains  are  borderlea '."  That's  why  Wt 
the  globe  to  uncover  hidden  opportunities. 


the  Templeton  Growth  Fund  has 
been  negative,  it  generally  has 
performed  well  over  the  long  term. 
For  example,  the  fund  received 
a  4-Star  Overall  Morningstar 
Rating™  by  Morningstar,  Inc., 
against  a  category  of  259,  205 
and  50  world  stock  funds  for 
the  3-,  5-  and  10-year  periods 
respectively,  ended  4/30/03.'  Of 
course,  past  performance  does 
not  guarantee  future  results. 


Templeton  Growth  Fund  I  Morningstar  Ratings™  4/30/03* 


OVERALL 

•  ••• 


THREE  YEAR 
•  •••• 


FIVE  YEAR 
•  ••• 


TEN  YEAR 
•  ••• 


-  mmiiiiiiniiiinii 


from  the  merely  cheap  stocks  to  help  achieve 
maximum  value  for  our  shareholders.  The 
result;  Although  the  recent  performance  of 


To  gain  further  perspective,  call  us  directly  at 
1-800-FRANKLIN  Ext.  T463  or  visit  our  website  at 

franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<GAIN   FROM  OUR  PE  RSPECTI VE®  > 


Franklin  Templeton  Distributors,  inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  Information,  including 
sales  ctiarges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money.  Foreign  investing  involves  special  risks  including  cun'ency  fluctuations 
and  politcal  uncertainty. 

tSource-  MnflNliSIJfi '  4/30/03  Past  performance  does  not  guarantee  future  results.  For  each  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a 
Morningstar  Rating™  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales 
charges  loads  and  redemption  fees)  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category 
receive  5  stars  the  next  22  5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star  (Each  share  class  is 
counted  as  a  fraction  of  one  fund  wittiin  this  scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating 
for  a  fund  is  derived  from  a  weighted-average  of  the  performance  figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Morningstar  Rating  metrics. 
Morningstar  Rating  is  for  Class  A  shares  only;  other  classes  may  have  different  performance  characteristics.  *'2003  Morningstar,  Inc.  All  Rights  Reserved.  The  information 
contained  herein  is  proprietary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely 
Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  infonnation.  For  more  cun-ent  performance  Infonnation, 
please  call  Franklin  Templeton  Investments  at  1  -800-342-5236. 
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PHARMACEUTICAL  MARKETING  CONGRESS 
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Where  the  World's  Pharmaceutical 
Marketing  Meaders  Meet 


The  2003 


PLHAR/yiACEUTICAL 


MARKETING 


Mari<eting  Effectively  and 
Responsibly  to  Consumers,  Professionals  and 

Managed  Markets 

September  29  -  October  2,  2003 

Wyndhom  Franklin  Plaza  Hotel 

Philadelphia,  PA 

Develop,  Enhance  and  Maintain  Powerful  Brands 

Maximize  Product  Lifecycle  Performance 

Forge  Valuable  Partnerships 

Reach  Empowered  Consumers 

Achieve  Maximum  ROI  for  your  Products 

Executive  Sponsors:  Supporting  Sponsors: 


CONGRESS 
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Gain  strategic  insight  into  pharmaceutic/ 
marketing  from  our  Keynote  presenters^ 

Cavan  Redmond 

Senior  Vice  President,  Global  Strategic  Marketing 
WYETH  PHARMACEUTICALS 
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Official  Publication:  Celebrity  Sponsors: 
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Business  Medio  Partners:  Supporting  Associations: 
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Krtstine  Peterson 

Senior  Vice  President,  Commercial  Operations 

BIOVAIL 

Former  Senior  Vice  President,  Strategic  Marketing 

BRISTOL  MYERS  SQUIBB 

Mike  Loucks 

US  Attorney 

US  DEPARTMENT  OF  JUSTICE 

Heather  Mason 

Vice  President,  Specialty  Commercial  Operation,  Pharmaceutical 

Products 
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Health 


Bug  Wars 

Big  drug  firms  have  all  but  given  up  looking  for  new  antibiotics. 
Biotechs  are  filling  in.  ^  bymatthewherper 


VVeakening  Arsenal 

Bacteria  can  resist  some  of  the  most  wii 


Maker 


Bayor  __ 


^B  RE  VVE  LOSING  THE  WAR  AGAINST  BACTERIAL  DISEASE? 
■A  The  past  35  years  have  seen  only  one  new  class  of  bac- 
■  ^^  teria-fighting  drugs  come  to  market,  and  a  solo  entrant 
■1^^  at  that — Pfizer's  Zyvox.  Medicine  needs  new  antibiotics 
f  lA  more  than  ever.  Drug- resistant  strains  of  everything 
i)ni  tuberculosis  to  staphylococcus  are  killing  tens  of  thousands 
patients  every  year.  Penicillin  is  now  useless  against  one-third  of 
1  Streptococcus  pneumoniae,  a  common  cause  of  pneumonia, 
eningitis  and  ear  infections.  The  cost  of  treating  resistant  infec- 
)ns  may  be  as  much  as  $30  billion  annually.  "There  are  a  num- 
?r  of  organisms  where  we're  one  antibiotic  away  from  a  world- 
ide  disaster,"  says 
ank  A.  McKinnell, 
lief  executive  of  Pfizer. 
Current  classes  of 
itibiotics  often  have 
de  effects,  includ- 
ig  changes  in  heart 
lythm  and  liver  toxic- 
y.  The  main  reason:  In 
rder  to  kill  bacteria 
ley  must  be  present  in 
lood  concentrations 
000  times  greater  than 
ther  drugs,  according 
>  Peter  Goodfellow,  se- 
ior  vice  president  of 
iscovery  research  at  GlaxoSmithKline.  Glaxo  is  trying  to  come 
p  with  a  new  antibiotic  to  replace  its  Augmentin  but  has  no  new 
lockbuster  on  the  market  yet.  Aventis,  the  only  big  drug  firm 
aiming  to  have  a  new  class  of  antibiotic  that's  likely  to  win  ap- 
roval  soon,  is  still  held  up  after  a  two-year  regulatory  delay.  But 
iatherine  J.  Arnold,  an  analyst  at  Bernstein,  says  she  is  worried 
lat  all  concerns  about  liver  and  heart  safety  have  not  been  put  to 
:st,  even  after  a  24,000-patient  safety-and-efficacy  trial. 

Faced  with  such  obstacles,  many  big  drug  companies  have  sur- 
jndered  the  work  to  small  biotechs,  which,  fortunately,  are  getting 
pprovals  for  new  versions  of  older  drugs  and  moving  the  science 
)rward.  GeneSoft  Pharmaceuticals,  a  privately  held  firm  in  South 
an  Francisco,  won  approval  from  the  Food  &  Drug  Administra- 
.6Q.in  April  for  Factive,  a  quinoline  pill  akin  to  Cipro  for  treating 


Streptococcus 
pneumoniae 


Zyvox 


cases  olcesistartce  havd  already 
I  /'  appeared.  '      ■     \    , 

'  J.P.  Morgan  Chase  esiwato.  SolucorCenfers  for  Dheas^  Control  &  Prevention;  JourhM,  of  the  American 
Meiilcal  Associafi"Oft»Ct«/ca/  &  Infectious  DIaeaaes:  Emerging  Infectious  Diseases:  Neil  0.  Fishman.  University 
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lower  respiratory  infections.  Cubist  Pharmaceuticals  in  Lexing- 
ton, Mass.  is  waiting  for  approval  on  Cidecin,  an  injection  for 
treating  hospital-acquired  skin  infections,  which  was  discovered 
and  then  mothballed  by  Eli  Lilly.  WR  Hambrecht  &  Co.  analyst 
Jason  Kantor  forecasts  eventual  peak  sales  for  Cubist  of  $245  mil- 
lion in  2007.  Other  injectables  are  in  late-stage  trials  at  Intermune, 
which  also  got  its  drug  from  Lilly,  and  at  Vicuron. 

But  these  drugs  are  incremental  improvements  on  those  that 
already  exist.  Firms  like  GeneSoft  and  Vicuron  are  taking  things  a 
step  further,  entering  the  earliest  stages  of  human  testing  of  drugs 
that  target  genes  older  antibiotics  overlooked.  GeneSoft's  co- 

foimder,  Caltech  profes- 
sor Peter  Dervan,  has 
invented  what  are  called 
DNA-nanobinders,  tiny 
molecules  that  bind  to 
a  bacterium's  DNA  in 
multiple  places,  disrupt- 
ing enough  genes  to 
cause  the  organism's 
cells  to  commit  suicide. 
Since  1999  GeneSoft 
has  won  $21  million  in 
funding  from  Darpa, 
the  Defense  Advanced 
Research  Projects  Agen- 
cy, which  is  interested  in 
a  single  nanobinder  pill  that  would  work  against  such  bioterror 
agents  as  the  smallpox  virus  and  the  anthrax  bacterium. 

Government  money  isn't  enough  to  sustain  the  firm  for  the 
decade  or  more  it  would  take  to  develop  these  drugs.  So  Gene- 
Soft is  recycling  a  cast-off  antibiotic.  Last  year  its  president,  Gary 
Patou,  an  infectious  disease  expert  formerly  at  Glaxo,  was  check- 
ing Glaxo's  Web  site  to  look  at  the  stock  price.  He  noticed  diat 
Glaxo  had  dropped  Factive,  a  drug  whose  development  he  had 
spearheaded.  "Their  loss  was  our  gain,"  Patou  says. 

The  FDA  was  concerned  over  the  drug's  skin  rash  side  effects. 
GeneSoft  used  Glaxo  data  and  doctor  testimony  to  convince  the 
FDA  that  the  skin  rash  was  manageable  and  worth  the  risk  for  a 
drug  that  can  attack  pneumonia.  GeneSoft  is  hoping  to  land  a  big 
pharmaceutical  company  as  a  marketing  parmer.  F 
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YOU  CAN  RUN  YOUR  BUSINESS  LIKE  A  GENTLE  FOLK  SONG 
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OR  YOU  CAN  ROCK  THE  WORLD 


MEET  THE  PEOPLE  YOU  NEED  TO  SUCCEED. 
GET  THE  KNOWLEDGE  YOU  NEED  TO  LEAD. 
IN  ONE  PLACE,  ON  ONE  DAY 

Women's  Leadership  Exchange  is  a  unique  business  conference  program 
created  by  successful  female  entrepreneurs  with  first-hand  insight  into  the  needs 
of  established  women-led  businesses.  Whether  you  want  to  grow  from  $1  million 
to  $5  million,  or  from  $10  million  to  $25  million,  WLE  offers  you  the  tools  and 
connections  you  need  to  make  your  business  boom.  An  investment  of  only  one  day 
can  change  the  course  of  your  busmess's  future.  For  more  information  call 
888.937.5800  or  visit  us  at  www.womensleadershipexchange.com  today 
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Sign-up  for  the  WLE  Exchange  today,  at   ' 
www.womensieadershipexchange.com. 
It's  a  free  e-newsletter  created  to  grow 
your  business. 
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Founding  Fraudster? 

Did  Ben  Franklin  really  fly  that  kite— or  was  this  the  first 
instance  of  scientific  misconduct  in  North  America? 

BY  SUSAN  ADAMS 


BENJAMIN  FRANKLIN:  STATESMAN,  AUTHOR,  POST- 
master,  inventor  of  the  bifocal,  the  lending  library  and 
the  Franklin  stove.  Most  Americans  know  the  high- 
lights of  this  polymath's  life.  Few,  though,  know  that 
he  was  also  a  prolific  prankster.  In  Bolt  of  Fate:  Ben- 
jamin Franklin  and  His  Electric  Kite  Hoax  (Public  Affairs,  $25), 
author  Tom  Tucker  audaciously  argues  that  one  of  history's 
most  celebrated  scientific  experiments  was  a  fiction. 

In  Franklin's  own  account  of  his  experiment  (published  in 
1752),  a  kite  fashioned  fi-om  a  silk  handkerchief  is  set  aloft  in  a 
storm.  From  the  kite's  wooden  frame  there  protrudes  a  metal 
wire.  This  wire  draws  down  "electrical  fire"  from  the  clouds,  the 
charge  being  conducted  earthward  along  the  kite's  rain-soaked 
string.  To  the  end  of  the  string  is  tied  a  metal  key,  and  to  the  key 
is  attached  a  silk  (nonconductive)  cord,  which  the  experimenter 
holds.  Rather  than  being  dissipated  into  the  earth,  the  electrical 
charge  stays  in  the  key,  which  throws  off  sparks  when 
approached,  say,  by  the  experimenter's  finger. 

Tucker  questions  many  of  these  details.  Were  silk  handker- 
chiefs of  1752  big  enough  for  such  a  kite?  Could  the  kite  Hft  a 
brass  key  weighing  a  quarter  of  a  pound,  which  Tucker  says  was 
typical  of  the  day?  Franklin  recommends  that  the  kite  flyer  stand 
"under  some  cover,  so  that  the  silk  riband  may  not  be  wet." 
Tucker  argues  it's  awfully  tough  to  fly  a  kite  from  inside  a  shel- 
ter. Even  if  that  could  be  done,  gravity  would  cause  water  to  flow 
down  the  kite  string  onto  the  silk  cord,  ruining  its  insulating 
power.  If  lightning  did  strike  the  kite,  as  Franklin  says,  the  exper- 
imenter would  almost  certainly  have  been  electrocuted. 

Then  there's  Franklin's  choice  of  language.  Elsewhere  in  his 
published  work  Franklin  shows  himself  to  be  a  master  of  pre- 
cise expression.  But  in  his  account  of  the  kite  experiment — a 
brief  article  that  ran  in  the  Oct.  19, 1752  Pennsylvania  Gazette — 
he  omits  many  details.  He  gives  no  location,  no  exact  time  or 
date.  There  are  no  witnesses  named.  In  fact,  Franklin  never 
explicitly  says  that  it  was  he  himself  who  performed  the  experi- 
ment. The  indirect  phrasing  ("The  kite  is  to  be  raised  . . .")  seems 
out  of  character  for  someone  renowned  for  forceful  writing. 

Tucker  likewise  is  suspicious  of  an  account  penned  14  years 
later  by  Franklin's  disciple  Joseph  Priestley,  who,  though  he 
wasn't  present  at  the  experiment,  says  it  took  place  in  June.  If  so, 
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why  would  Franklin  have  waited  four  months  to  report  so 
momentous  an  event?  Unlike  Franklin,  Priestly  names  a  witness: 
Franklin's  son,  William.  This  cuts  no  ice  with  Tucker,  though, 
since  William — no  scientist — was  a  well-known  scalawag. 

More  incriminating  than  any  of  these  details  is  Franklin's 
long,  weO-documented  record  as  a  hoaxer.  At  age  16,  prohibited 
by  his  youth  and  indentured  status  from  writing  newspaper  ar- 
ticles, he  began  submitting  them  under  the  pseudonym  "Silence 
Dogood,"  a  fictitious  middle-aged  widow.  At  age  17,  in  order  to 
land  a  job  in  Philadelphia,  Franklin  faked  his  credentials  as  a 
journeyman  printer.  And  in  1732  he  inaugurated  his  famous  Poor 
Richard's  Almanack  with  a  hoax  predicting  the  death  of  rival  al- 


Electrifying  Fun 


Has  all  this  talk  about  Ben  Franklin 
sparked  your  interest  in  lightning?  Here 
are  resources  and  attractions. 
THE  LIGHTNING  FIELD  A  conceptual  artwork 
consisting  of  400  stainless-steel  lightning 
rods  sunk  into  the  high  desert  outside 
Quemado,    N.M.    By   prior   reservation, 
visitors  can  stay  overnight  in  the  Field's 
rustic  cabin,  hoping  to  see  lightning  strike. 
A  spokesperson  for  the  New  York  City- 
based  Dia  Art  Foundation,  which  commis- 
sioned the  work,  insists  one  need  not  have 
actual  lightning  in  order  to  appreciate  the 
esthetics.  Right.  May  through  October. 
Fees:  $135  in  July  and  August,  $110  other- 
wise.   Includes    dinner   and    breakfast. 
www.lightningfield.org. 
THEATER  OF  ELECTRICITY,  MU- 
.  SEUM  OF  SCIENCE,  BOSTON  Wit- 
ness a  lightning  storm  at  close 
range,     produced     by    the 
world's  biggest  Van  de  Graaff 
generator  on  public  display. 
Originally  designed  by  MIT  as 
a  research  tool  to  study  the 
structure  of  atoms,  it  stands 
37  feet  high  and  pumps  out 
2.5  million  volts,  producing 
sparks  up  to  15  feet  long. 
There's  also  a  daily  simulation 
of   Ben's    kite    experiment. 
www.mos.org. 

FRANKLIN  INSTITUTE,  PHILADt 

PHiA  Explore  the  great  man  s 
genius  in  exhibits  on  every- 
thing from  optics  to  aquatics 
(Franklin  was  the  first  to  u  -> 


manac  publisher  Titan  Leeds. 

Franklin  perpetrated  his  most  famous  fraud  in  1747. 
penned  a  testimonially  a  made-up  woman  named  "Polly  Bake 
Supposedly  prosecuted  for  having  had  sex  out  of  wedlock,  Ba] 
gave  an  unpassioned  defense  of  herself  ("Can  it  be  a  crime 
add  to  the  number  of  the  King's  subjects,  in  a  new  country  tl 
really  wants  people?")  that  caused  a  sensation — not  just  in 
Colonies  but  in  Europe,  since  she  scandalously  claimed  that  1 
father  of  one  of  her  five  children  was  a  magistrate.  Forty  ye. 
later  Franklin  owned  up  to  having  been  Polly,  and  he  eventua 
admitted  to  others  of  his  hoaxes.  Scholars,  though,  have  found 
examples  of  trickery  to  which  Franklin  never  did  confess.  No 

ographer  before  Tucker  has  h 
the  temerity  to  say  the  kite  expc 
iment  should  be  added  to  this  li 
What  do  modern  lightni 
scientists  think:  Could  Ben  rea 
have  downloaded  electricity? 
direct  lightning  strike  "wou 
result  in  almost  certain  deatl 
says  Vladimir  Rakov,  a  sclent 
at  the  International  Center  f 
Lightning  Research  &  Testing 
Florida,  whom  Tucker  inte 
viewed  for  the  book.  It's  possib 
though,  says  Rakov,  that  ligh 
ning  elsewhere  in  the  sky  cou 
have  produced  enough  electrici 
to  cause  the  spark  Frankl 
observed. 

A  concurring  opinion  com; 
from  retired  professor  Charl 
Moore  of  the  New  Mexico  Insi 
tute  of  Mining  &  Technology: ' 
there's  lightning  somewhere 
the  sky,  you  can  get  big  sparks 
FrankUn's  contemporaries  in  Ei 
rope,  in  fact,  reproduced  the  ki 
experiment — minus  the  lightnii 
strike — and  got  results  compar. 
ble  to  those  Ben  described.  It 
possible,  says  Moore,  th 
Franklin  confused  a  direct  strO 
with  a  remote  one. 

Does  Tucker  prove  his  casi 
No.  Ben  most  likely  sent  his  ki 
aloft,  but  misunderstood,  (| 
misdescribed,  what  happene< 
That  hardly  makes  him  a  fi-au( 
Tucker,  though,  is  to  be  congra  I 
ulated  for  having  launched 
spirited,  well-researched  assaul 
History  only  grows  more  robu: 
when  our  most  sacrosanct  talt 
are  challenged.  1 1 


swim  fins).  The  "Shock  It  To  Me"  exhibit 
includes  a  static  generator  that  will  make 
your  hair  stand  on  end.  Each  June  the  Insti- 
tute holds  an  event  celebrating  the  kite 
experiment,  with  indoor  kite  flying  and 
a  lecture  by  a  meteorologist,  fi.edu. 
HOMEMADE  LIGHTNING:  CREATIVE  EXPERI- 
MENTS IN  ELECTRICITY,  BY  R.A.  FORD  (MCGRAW- 
HILL,  $25)  This  book  describes  how  you  can 
make  an  electrostatic  generator  and  explains 
the  theory  behind  it.  It  tells  how  to  do  an 
exploding-wire  experiment  (in  which  an  elec- 
tric current  vaporizes  a  piece  of  wire,  then 
ionizes  the  vapor,  causing  it  to  explode)  and 
how  to  make  electrical  tornadoes.  (Memo  to 
Toto:  Run!)  —S.A. 
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ev  your  driving  skills  to  the  limit! 


The  Precision 

fre's  your  chance  to  drive  a  BMW  the  way  you  always  wanted  to  -  without  getting  a  ticket!  Learn  high- 
rformance  driving  techniques  from  the  pros  when  the  all-new  BMW  Precision  Driving  Experience™  comes 
a  city  near  you.  Select  from  four  exciting  and  affordable  Car  Control  Clinics:  3  Series,  Z4  roadster,  M5,  and 
en  Women-Only.  Each  will  help  you  become  a  more  skilled  and  confident  driver.  And  join  in  The  Ultimate 
ive®  for  the  Susan  G.  Komen  Breast  Cancer  Foundation,  where  BMW  will  donate  $1  for  every  mile  you  drive, 
s  a  day  you  won't  want  to  miss! 


>aces  are  going  fast  -  reserve  yours! 

all  1-800-956-4BMW(4269) 


lyinemmLin 


The  Precision 
Driving  Experience^' 


bmwusa.com 
1-800-956-4BMW 


The  Ultimate 
Driving  Machine 


Witness  the  60th  Anniversary  of  D-Da] 
Meet  the  Heroes.  Stand  Where 
They  fought  Hear  Their  Stories. 


Walk  Omaha  Beach  with  Pvt.  Harold  Baumgarten  who 
fought  his  way  ashore  at  H-Hour  with  the  29th  Division. 
Stand  on  Point-du-Hoc  with  Sgt.  Leonard  Lomell  of  the  2nd 
Rangers  and  hear  how  he  scaled  the  cliffs  and  disabled  the 
German  artillery.  Experience  the  hedgerows  of  Normandy 
with  Staff  Sgt.  Walter  Ehlers  of  the  1st  Division,  who  earned 
a  Medal  of  Honor  there.  Hear  the  unmistakable  point  of 
view  of  Andy  Rooney,  war  correspondent.  Put  it  all  into 
perspective  with  the  help  of  historians  John 
Keegan  and  Gerald  Astor,  among  others. 


You  will  have  a  privileged  place  at  what 
may  be  the  last  gathering  of  the 
soldiers  who  fought  together  to  liberate  Europe.  The  Silver 
Cloud  will  set  sail  from  London's  Tower  Bridge  on  June  4th 
and  stand  off  the  invasion  beaches  at  first  light  on 


June  5th.  The  following  days  will  feature  special  seating 
commemorative  ceremonies  and  private  visits 
museums.  After  Normandy,  our  ship  will  carry  us 
Rouen,  Monet's  Giverny,  then  on  to  the  elegant  canaled  C 
of  Brugge.  We  conclude  in  Amsterdam  on  June  1 1th  wit 
visit  to  A  Bridge  Too  Far. 

The  Silver  Cloud  is  a  luxurious  all-suites  ship  from  Silver 
Cruises,  which  has  been  voted  best  small  cruiseline  in 
world  by  Travel  and  Leisure  and  Conde  Nast  Traveler. 

Please  call  1-888-777-5523 
for  more  information. 
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www.silverseacruises.com 
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I^Area  Development 

•^  Michigan  Economic  Development  Corporation 
www.michigan.org 

^Automotive 

~^Acura 

800-TO-ACURA 

www.acura.com 

•^ American  Honda  Motor  Company 

800-33-HONDA 

www.honda.com 

^sAston  Martin 

866-NA-  Aston 

www.astonmartin.com 

^^Buick 

www.buick.com 

^Cadillac 

1-800333-4CAD 

www.cadillac.com 

^DaimlerChrysler 

www.daimlerchrysler.com 

^Ford  Thunderbird 

www.ford.com 

~^Hummer 

www.hummer.com 

•^Jaguar 

1-800-4-JAGUAR 

www.jaguar.com/us 

'^Jaguar  North  America 

1-800-4-JAGUAR 

jaguarusa.com 

~^lLand  Rover:  Range  Rover 

www.Iandrover.com 

-^Lexus 

800-USA-LEXUS 

www.lexus.com 

-^IToyota 

www.toyota.com/tomorrow 

-^iToyota  Motor  Sales  USA 

800-go-toyota 

www.toyota.com 

^Business  to  Business 
-^  Boise  Office  Solutions 

1-888-BOISE-88 

'^'General  Electric 

www.ge.com 

^^1  United  Parcel  Service 

1-800-PICK-UPS 

www.ups.com 

^Business  Seri'ices 
•^'Unisys 
800-874-8647 
www.unisys.com 

E!|  Computer/Technology 

•^'Aungate 

1-877-692-8866 

www.aungate.com 

^'Autonomy 

1-877-MY-AUTONOMY 

www.autonomy  com 

'^'Computer  Associates 

www.ca.com 

^Hitachi  America,  Ltd. 

l-8()0-hitachi 

http://global.hilachi.com/inspirc 


•"^IBM  Business  Consulting  Services 

www.ibm.com/bcs 
1-800-7080  ext.  code  BCS 
■^IBM  Brand  PCD 
www.ibm.com/pc/think 
■^IBM  Lotus 
www.ibm.com/lotus/seeil 
■^'IBM  Websphere 
www.ibm.com/webspere/seeit 
~^Sharp  Electronics  Corp. 
877-78-connect 
www.sharp-usa.com 
-^Verizon's  Data  Credibility 
www.verizon.com\data 

^Consumer  Products/Services 

■^Enzyte 

1-877-436-9983 

www.enzyte.com 

^Energy 

-^PSEG 

973-430-6564 

www.pseg.com/investor 

~^Tropicana®  Pure  Premium®  Low  Acid 

1.800.237.7799 

^Executive  Education 
•^The  Wharton  School 

1-800-255-3932 

http://execed.wharton.upenn.edu 
^Financial  Services 

•^American  Century  Investments 

1-877-44-AMCEN 

www.americancentury.com 

"^Lincoln  Financial  Group 

www.lfg.com 

•^T.  Rowe  Price  Funds 

1-800-831-1419 

www.troweprice.com 

0671I4DEQ 

^UBS 

www.ubs.com 

W^Hotels 

•^Starwood  Preferred  Guest 

www.spg.com 

•^The  Broadmoor  Hotel  &  Resort 

1-800-634-7711 

www.broadmoorcom 

^Travel 

•^Expedia.com 

www.Expedia.coin 

mlBusiness  Classified 
"^'Academic  Resource  Center 
1 -800-95 1  - 1 203 
w«  w.arrc.org 

Brana  Fine  Arts 
1-800-275-DALl 

'Capital  Asset  Management 
1-800-710-0002 
www.assetproloction.com 

'  Capital  Solutions 
1-800-499-6179 
w\vw.4capiialsolulions.com 

'  Coach  Builders,  Ltd. 
1-386-697-4480 
WW  w.CO.ACH  B I !  I  LDERSLTD.com 


•^Delaware  Business  Inc. 

1-800-423-2993 
www.e-incorporate.com 

•^Fafard  Real  Estate,  SeaSide  Elegance 

1-508-881-1600 

^Free  State  Project 

1-888-532-4604 

www.freestateproject.org 

'^Gemancer,  Inc. 

1-661-259-3140 

www.commodityfortunes.com 

^Great  Western  Business 

1-800-999-SAVE 

www.gwbs.com 

'^Holiday  Timeshare  Resales 

1-800-704-0307 

www.holidaygroup.com 

^InfoUSA 

1-800-555-5335 

•f'InvestForClosures  Financial 

1-847-289-0269 

www.investforclosures.com 

'^Key  Funding  Source 

1-800-705-4423 

"^Nationwide 

1-800-995-0049  ext  7675 

•^NuSpectra 

1-510-523-2267 

www.nuspectra.com 

-^Pace  Butler  Corporation 

1-405-755-3131  Ext  229 

www.pacebuller.coin 

'^Palm  Beach  Lincoln  Mercury 

1-888-711-4611 

www.PBLM.COM 

^Publishers  Group 

1-800-675-6144 

■^Steven  Sears  CPA/Attorney 

1-949-262-1100 

www.searsatty.com 

•^<  Stroke  Of  Fortune.  Inc. 
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■^<Valef  Yachts 

1-800-223-3845 

www.VALEFYACHTS.com 


■^  =Web  visit  phone  cull  only 


Advertisement 


l^tjxujy  Real 


*  ■  ^??,  .V  'rW^f'y  yachting 


ent  A  Greek 
uising  Palace 


jrville.  Cape  Cod  $6,990,000 

;  plus,  deep  water  dock  on  river  to  Cape  Cod  Bay.  view  ol  river  and 
Young  Cape  Cod  style  house,  with  cathedral  ceilings,  3  bedrooms 
tloor.  4th  bedroom  over  3  car  garage,  off  family  room,  could  be 
tment,  or  domiiton..  Loaded  with  luxury  items,  custom  windows, 
eplaees.  6  baths,  sauna,  lots  of  closets,  walk  out  sliders  in  basement, 
i  entertainment  deck,  wonderful  kitchen,  more. 
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Cellular  Phones 


CASH  FOR  USED 
CELL  PHONES! 


We  buy  5  or  more  phones. 

Pace  Butler  Corporation 

800-248-5360 

Email:  phone@pacebutler.eom 

www.pacebutler.com 


And  sail 
among  the 
000  Greek 
islands 


APUSHED  In  L969 


Also  available  for  Athens  Olympics  2004 
See  Website:  OlympicsAthens2004Yachting.com 

C;harter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 

from  50'  to  200'  and  S7()0  to  $20,000  per  day  for  entire  yacht  with 

Its  fLill  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  w ith  )(jur  own  captain 

•  Your  f(K)d  w  ith  your  own  chef 

•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 

to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7254  Fir  Rd.,  P.O.B,  3«5,  Ambler,  PA  19002  U.S.A. 
Tel;  (215)  611-1624  •(215)  6-11-0423  •(«X))  223-3845 'Fax:  (215)  641-1746 

E-mail:  info@valefyachls.com  •  Website:  VALEFYACHTS  com 
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Leoa/  Services 


Real  Estate  Secured  Investments 
Potential  Returns  Up  to  15.9% 

InvestForClosures  Financial  has  created 
the  Investor  Disclosure  Process. 

(Pat.  Pen)  Investors  monitor  the  use  of 

their  funds  live  over  the  internet. 

It's  InvestorTainment®  We  use  investor 

funds  to  purchase  distressed  property 

nationwide.  The  properties  are 

rehabilitated  and  sold  for  a  profit-Simple! 

Rated  lowest  Risk  by  Dun  &  Bradstreet 

Toll  Free  (877)610-5982 

Office  847-289-0269 

CEO  847-341-4325 

Website  www.investforclosures.com 

Email  info@investforclosures.com 
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BANK  SAYS  "NO"? 

We'll  pay  you  cash  for  your 
company's  receivables  within  24 
hours.  Approvals  by  phone. 
Personalized  service.  No  upfront 
fees.  No  collateral  requirea. 
Call  today  to  CASH  $50,000 
minimum  to  $2,500,000. 
It's  more  affordable  than 
you  think. 

Mr.  Weil  800  -499-6179 
or  888-505-7332  for 
recorded  information. 
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Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 
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Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com 


Asset  Protection 


^-^^^  Newsletter 


Wliich  stocks  are  the  lop-rated 

investment  experts  buying  and  selling? 

Is  HOME  DEPOT  a  bargain  and  AMAZON 

overpriced?  Is  it  time  to  buy  GOLD? 
Forbes  FREE  Investment  Guru  Weeldy 
e-mail  gives  you  the  lowdown  on  the  advice 
currently  being  featured  in  such  successful 
INDEPENDENT  mvestment  newsletters  as 
Martin  Weiss'  Safe  Money  Report,  Kevin 
Kennedy's  Coolcat  Explosive  Small  Cap 
Growth  Stock  Report,  and  Janet  Brown's 
No  Load  Fund  X. 

Sign  up  today  at  www.forbes.com/guru 
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There  is 
an  answer! 

Send  for  FREE  information 

on  NEW,  guaranteed 

seat  and  back  supports 

designed  by  3  leading 

back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Rood 
Briarcliff  Manor,  NY  10510 
www.poslureeducotion.com 


CALL  TOLL-FREE  1-800.392-0363 
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International  Tax  Solutions 

Offshore  Companies  ■  Asset  Protection 

Corporate  Stnjctures  ■  Divorce  Ivlatters 

Tt^nsTax  international  LLP 

Head  Office  -  Switzerland 

Lawyers  ■  Accountants  ■  Tax  Specialists 

Free  Consultation  954-640-1644 

www.transtax.net 


Politics 


DO  YOU  LOVE  FREEDOM? 

Want  liberty  in  your  lifetime? 

Prefer  individual  initiative 

over  bureaucracy? 

Freedom  over  control? 

Then  join  the  Free  State  Project! 

Check  it  out:  www.freestateproject.org 

or  call:  888-532-4604 
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See  your  investment 
live  on  the  Internet! 
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Pan-Tilt-Zoom  Internet  Camera 
and  VFD8C10  Outdoor  Enclosurt 

•  Reduce  trips  to  the  site. 

•  Record  and  archive  video.i 

•  Easy  to  install  and  use. 


NuSpectra 
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Specializing  in  cost-effectivi 
Pon-Tilt-Zoom  digital  video  || 
recording  systems  with  live    | 
video  and  camera  control 
from  any  PC  in  the  v/orld. 

Visit  us  online  and  try  it  yourself 
www.NuSpectra.com 

Call  (510)  S23-CAMS 
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Information  Package. 
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Delaware  Incorpofation  Handbook 
ware  Business  Incorporators,  Inc. 

800.423.2993 


$250,000  Profit 

First  year  in  buMncs.s 
ou  are  a  serious  person  who  wants 

to  make  serious  money. 
We  have  the  program  for  you. 

Investment  only  $14,900 

Call  1-800-675-6144 
You  HIU  Make  Money 


icret  to  Stock  Profits! 


ew  Unique  Trading  System 
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Call  NOW:  (866)  540-4944 
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Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

If  Interested  In  Buying  Or 
SeMinq  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


IS  THIS  THE  PERFECT 
WHITE  COLLAR  BUSINESS? 


FREE  VIDEO  reveals  *hy  prominent  attorney  left 
practice  for  goldmine  business  providing  low-cost 
lawsuit  protection,  privacy,  lax  reduction-now 
needs  Associates  nationwide.  You  can  enjoy 
exceptional  income,  ideal  lifestyle  and  prestige 
representing  these  important  services  to  business 
owners,  professionals  and  families  in  your  area. 
La'al  appointments  available.  You  earn  large 
initial  fees  plus  renewals.  As  few  as  10  clients 
yields  as  much  as  $64,(X)0.(XJ  income.  Work  from 
home,  no  overhead,  flexible  hours  you  control.  No 
franchise  fee.  Fast  start.  Full  training  and  support. 
Proven  business  system.  No  special  education, 
financial  background  or  sales  experience  required, 
24-hour  free  recorded  message:  (800)  653-4497 


RARE  DALI  PRINTS 

IJ  you  own.  or  are  tonsideriufi  ihe  purcliase 
of  II  Salvador  Dali  prim.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  siened  limited 
edition  Salvador  Dali  prints.  LicTi  pnnt  is  fully 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  by 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collector's 
Newsletter".  (S15  per  issue) 


l-(800)  275-3254 

ask  for  Dcpl.  FM 
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www.COACHBUILDERSLTD.com 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bactielor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


THQURHTS 

On  the  Business  of  Life 


A  public  figure  does  not  become  the  press' privcUe  property.  The  unending  pursuit  of  Jackie 
Kennedy  Onassis  by  thca paparazzo  personification,fi-eelance photographer  Ron  Gdella, 
is  apparently  giving  him  agood  living  from  his  "exclusive  pics"  while  messing  up  her  life, 
daughter  Caroline's  life  and  son  John's  life.  But  something  like  this,  jumping  Jackie  every  time  she 
steps  out,  so  angers  so  many  fair  and  decent  people  that  legislation  regarding  press  overpress  could  be 
enacted  one  of  these  days  quicker  than  apaparazzo  can  say  Jackie  O.  — MALCOLM  S.  FORBES  (1982) 


Every  country  gets  the  circus  it  deserves. 
Spain  gets  bullfights.  Italy  gets  the 
Catholic  Church.  America  gets  Hollywood. 

—ERICA  JONG 


/  believe  entertainment  can  aspire 
to  be  art,  and  can  become  art,  but  if 
you  set  out  to  make  art  you  re  an  idiot. 

—STEVE  MARTIN 


The  essential  is  to  excite  the  spectators. 
If  that  means  playing  Hamlet  on  a  flying 
trapeze  or  in  an  aquarium,  you  do  it 

—ORSON  WELLES 


An  actor  who  knows  his  business  ought 
to  be  able  to  make  the  London  telephone 
directory  sound  enthralling. 

—DONALD  SINDEN 


/  don 't  want  to  read  about  some  of  these 
actresses  who  are  around  today.  They 
sound  like  my  niece  in  Scarsdale.  I  love 
my  niece  in  Scarsdale,  but  I  won't  buy 
tickets  to  see  her  act. 

—VINCENT  PRICE 


Beggars,  actors,  buffoons  and  all  that  tribe. 

-HORACE 


/  rather  like  my  reputation,  actually, 
that  of  a  spoiled  genius  from  the  Welsh 
gutter,  a  drunk,  a  womanizer;  it's  rather 
an  attractive  image. 

—RICHARD  BURTON 


There  are  two  kinds  of  artists  left: 
those  who  endorse  Pepsi  and  those 
who  simply  wont 

—ANNIE  LENNOX 


This  music  is  forever  for  me.  It's  the 
stage  thing,  that  rush  moment  that  you 
live  for.  It  never  lasts,  but  that's  what 
you  live  for. 

—BRUCE  SPRINGSTEEN 


A  lot  of  pop  music  is  about  stealing  pocke\ 
money  from  children. 

—IAN  ANDERSCll 


If  you're  in  jazz  and  more  than  ten  peopii 
like  you,  you're  labeled  commercial. 

— HERBIE  MANI 


The  best  research  for  playing  a  drunk  is 
being  a  British  actor  for  20  years. 

—MICHAEL  CAIh 


I  am  just  too  much. 


-BETTE  DAV 


A  Text... 

But  ye,  brethren,  be  not  weary 
in  welldoing. 

—II  THESSALONIANS  3:1 

Sent  in  by  Ugo  Nardi,  Martinez,  Cal 
What's  your  favorite  text?  The  Forbes  Book 
Qiiotatiom:  Thoughts  on  the  Business  of  Life 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetically : 
subject,  are  available  in  a  900-page,  one-volun 
deluxe  edition,  Forhcs  Book  ofQuolalioiis:  Tlwughls  on  t 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  ai 
$1  per  item  for  handling  (add  applicable  sales  ta> 
To  order,  please  call  loll-free,  1-800-876-6556. 
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was  a  trash  crop.  Peanuts  were  planted  in  the 
re  plowed  under,  burned  or  fed  to  hogs. 

9  Washington  Carver  would  become  the  grand- 
but  he  almost  single-handedly  revitalized  the 

enue  or  efficiency?  Chances  are,  you  need  to 

d  hierarchies,  silos  and  workflows).  In  cultural 

ry  systems  that  don't  talk  to  each  other  or  to  ik 

iTiewhere.  Sometimes  you  just  need  to  take  a  ^ 

i 

t  anything  that  could  benefit  from  tighter 
lures  in  any  one  of  which  can  stifle,  pin  down 

'ith  just  a  peanut. 


business  starts  with  on  demand  thinking. 


iroblem  solvers.  Doers.  People  to  help  you 
)wever,  create  real  change  in  your  company, 
king)  or  visit  ibm.com/services/thinking 


.ights  reserved. 


Patti  Lewis,  IBM  process  streamliner,  financial  industry 
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ice  thing  about  a  wind  farm:  all  year  it's  harvest  time. 

ovv  clean  wind  energy  is  always  in  season,  thanks  to  a  revolutionary 
E  wind  turbine  that's  40  stories  tall,  with  blades  almost  as  wide  as  the 
ngspans  of  two  jumbo  jets.  If  s  a  giant  step  in  the  direction  of  renewable 
lergy  Isn't  that  a  breath  of  fresh  air? 
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One  team 

One  focus 
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one  UB  S 


Wealth  management,  asset  management, 
investment  banking  -  there  are  many  faces  to 
our  business.  But  at  its  heart  is  a  single 
intention  -  to  understand  your  needs,  so  we 
can  help  you  make  the  right  financial 
decisions.  With  that  in  mind,  we've  made 
a  change.  Not  to  our  commitment,  of  course. 
Nor  to  our  service,  or  the  people  who 
provide  It.  It's  just  that,  when  you  have  only 
one  aim,  all  you  ever  really  need  is  one  name. 
www.ubs.com 
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to  call  should  not  be  a  multiple  choice  exam. 

One  phone  call  today  can  save  you  countless  calls  in  the  future  -  not  to  mention  money.  We're  North  America's 
largest  independent  distributor  of  office  equipment  from  manufacturers  like  Canon,  Ricoh,  and  Hewlett-Packard, 
Our  team  of  systems  professionals  helps  develop  integrated  solutions,  establish  connectivity,  and  provide 
advanced  application  support  -  all  to  help  improve  the  efficiency  of  your  document  workflow.  We  also  offer  the  best 
service  in  the  industry,  with  more  than  7,000  service  technicians  dedicated  to  keeping  your  office  equipment  up 
and  running.  Which  is  why  when  it  comes  to  document  workflow  solutions,  who  to  call  becomes  an  easy  choice. 
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AM  MORE  TALK 
VND  LESS  WALK. 

AVE  MORE  WAYS  OF  GETTING  PEOPLE  TALKING.  BUT  I  AM 
)T  ALL  TALK.  I  AM  VOICE  AND  DATA,  BOTH  ON  THE  SAME  TEAM. 
AVE  THE  POWER  TO  PUNCH  TIME  CLOCKS,  LISTEN  TO  EMAIL 
ID  SCHEDULE  APPOINTMENTS.  I  HAVE  THE  POWER  TO  SAVE 
lUABLE  MILEAGE  ON  OFFICE  MOVES  AND  I.T  STAFF  SHOES. 
M  A  SECURE,  PINT-SIZED  PRODUCTIVITY  EXPERT  THAT  DELIVERS 
IPER-SIZED  ROI.  I  AM  MORE  THAN  A  CISCO  7960G  IP  PHONE. 
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Stay  current.  Get  our  latest  stories 
sent  directly  to  your  cell  phone, 
desktop  or  e-mail  account. 

Quotes  &  Research 

News,  price  quotes,  charts  and 
financial  data  for  U.S.  equities. 

Executive  Connection 

Create  a  personalized  version 
of  Forbes.com  with  this  free 
application  and  access  breaking 
industry  news,  customized  stock 
data,  company  profiles  and  more. 
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Randall  Tobias,  the  former  chief 
executive  of  Eli  Lilly,  will  host  an 
online  chat  about  business  leader- 
ship on  July  17  at  3  p.m.  ET.  Join 
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Technology 

Best  New  Molecules 

Matthew  Herper 

At  pharmaceutical 
giants  like  Pfizer  and 
Merck  gigantic  profits 
hinge  on  advances 
that  occur  at  the  mol- 
ecular level.  Nanosize 
breakthroughs  are 
equally  important  to 
RNAi:  a  new  kind  of  drug?  the  computer  indus- 

try, where  die  size  of  silicon  transistors  limits  die  speed  of 
today's  chips.  IBM  and  others  are  working  on  molecule- 
size  switches,  which  could  lead  to  entirely  new  kinds  of 
computers.  Other  firms  are  learning  to  create  plastics 
from  plants.  We  highlight  the  five  new  molecules,  such  as 
Sirna  Therapeutics'  RNAi,  diat  have  the  most  potential  to 
change  die  way  we  live  and  do  business. 

Lifestyle 

Summer  Resort  Guide 

Christina  Valhouli 

Whether  you're  staying  stateside  diis  summer  or  head- 
ing abroad,  you  will  want  to  make  the  most  of  your 
vacation  time.  With  that  in  mind  our  editors  have 
scoured  the  world  to  find  the  best  summer  resorts.  A 
good  beach  is  important,  but  we  also  considered  the 
variety  of  food  options  and  recreational  activities.  Our 
picks  range  from  a  Victorian  bed  &  breakfast  in  Maine 
to  a  stunning  paldcio  in  Portugal.  Bon  voyage! 
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After  record  revenues  in  2002, 
Bordeaux's  Mouton  Rothschilc 
has  seen  U.S.  sales  fall  30%  so 
far  this  year,  thanks  in  part  to 
anti-French  sentiment  over  the 
war  with  Iraq.  The  winemaker 
tells  FORBES  GLOBAL  why  it  is 
confident  that  it  can  weather 
the  stormy  American  market. 
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1 1  Ub  I  IVIU  A  short-seller  trying  to  undermine  V 
the  bond  insurer,  raises  this  argument:  If  the  company 
squeaky-dean  and  triple-A  as  it  claims  to  be,  why  is  it  so  s( 
tive  about  credit  problems  in  the  portfolios  it  guarantees?  I 
the  article  on  page  130  by  Elizabeth  MacDonald  and  you 
probably  agree  that  this  company  plays  its  cards  too  close  tc 
vest.  "Take  our  word  for  it"  doesn't  fly  in  the  Enron  Era. 

There  is  such  a  thing  as  too  much  disclosure.  Most  of 
12  million  pages  a  year  dumped  on  the  Securities  &  Exchf 
Commission  are  wasted  verbiage.  But  then  along  comes  so 
thing  that  cries  out  for  more  and  better  disclosure.  Like  the  I 
Money  Market  Account. 
This   is   a   banking 
product,  complete  with 
online  bill-paying  and 
check-writing.     Except 
that  your  money  does 
not    go    into    a    bank. 
Rather,  you  become  an 
unsecured   creditor   of 
Ford  Motor  Credit.  The 
big  rating  agencies  con- 
sider this  outfit  to  be  at 
the  low  end  of  invest- 
ment grade.  The  tough- 
er-to-please  analysts  at  Egan- Jones  rate  it  borderline  junk. 

A  Q&A  flyer  advertises  the  account.  SEC  regulators  must  h 

been  sound  asleep  when  this  one  flew  by  them.  Excerpt:  "/i 

can  Ford  Money  Market  Account  pay  higher  rates?  Unlike  bai 

and  mutual  funds,  we  do  not  have  high  overhead. ...  Also, 

managers  receive  no  fees."  Correct  answer:  "The  balance  sheet 

Ford  Motor  Credit  has  deteriorated  to  the  point  where  it  is 

constant  risk  of  being  pushed  out  of  the  commercial  paper  m 

ket.  We  view  savers  like  you  as  a  more  stable  source  of  fiindin 

It  goes  on:  "How  safe  is  my  investment?  Ford  Money  Marl 

Account  is  a  direct  obligation  of  Ford  Motor  Credit  Co. 

wholly  owned  subsidiary  of  Ford  Motor  Co."  Double-talk.  T 

correct  answer:  "Not  only  is  this  not  FDIC-insured,  it's  not  ev 

diversified,  as  any  money  market  fund  is  required  to  be.  Y 

could  lose  the  whole  wad." 

The  account,  which  pays  a  generous  2.75%  and  up,  h 
attracted  $6  billion  from  100,000  savers.  I'll  bet  half  of  the 
don't  have  a  clue  what  they've  gotten  into.  In  a  rational  woi  [ 
there  would  be  no  such  thing  as  a  nondiversified  money  mark, 
account. 

Ford  is  a  good  company,  making  a  comeback  under  m\ 
management.  My  recommendation:  Buy  the  stock  (li.F)  or  da' ' 
ble  in  the  Ford  Motor  Credit  7V4S  of  20 II,  which  yield  thr| 
points  over  Treasurys.  But  do  your  banking  elsewhere. 
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The  all-new  2004 


Thanks  to  a  390-horsepower  engine,  it  goes  from 
0  to  "riveted-in-your-plush-leather-seat"  in  5.0  seconds. 
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he  all-new  200A  XJ.  Stronger.  Faster.  Safer.  Smarter.  Maybe  numbers  like  4:2  liters, 
90  horsepower  or  399  Ib.-ft.  of , torque  mean  nothrng  to  you.  But  the  all-new  XJR 
Dckets  from  0-60  mph  in  5  seGonds/^i^figurg  Sunetd  give  you  goose  bumps.  And 
lere's  no  arguing  with  goose  bum:ps.- To  find  OUt  the  complete  story  on  the  XJR 
upercharged  V8  engine,  visit  J9g-Uarusa\com/200A?^.    , 
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READERS  SAY 


Conflict  Resolution 

We  were  disappointed  with  "Holiei: 
Than  Whom?"  (June  23,  p.  71).  The 
median  investment  in  a  mutual  fund 
is  closer  to  $5,000,  not  $100,00"o,  at 
which  point  the  math  paints  a  very  dif- 
ferent picture.  Comparing  our  sweep 
money  fund  fee  to  a  Fidelity  fund  was 
colorful  but  meaningless — the  fee  for 
the  former  provides  access  to  bill- 
paying  services,  ATMs,  unlimited 
checking  and  other  services. 

FORBES  suggests  Schwab  is  just  like 
everyone  else  when  it  comes  to  con- 
flicts of  interest.  We  never  suggested 
that  conflicts  of  interest  haven't  existed 
at  Schwab.  What  we  have  said  is  that 
we  strive  to  avoid  them  and  to  align 
our  interests  with  the  interests  of  our 
clients,  and  we  are  proud  of  that  com- 
petitive advantage.  When  the  poten- 
tial for  the  perception  of  conflicts  of 
interest  exists,  we  make  it  public.  Is 
FORBES  suggesting  it  would  be  better 
to  keep  with  the  status  quo,  take  the 
traditional  approach,  hide  under  a 
rock  and  hope  no  one  will  notice?  In- 
vestors deserve  better. 

DAVID  S.  POTTRUCK 

Chief  Executive,  Charles  Schwab  &  Co. 

San  Francisco,  Calif. 

Total's  Take 

The  "French  Connection"  (July  7,  p.  62) 
tramples  on  the  good  name  of  the  world's 
fourth-largest  private  oil  company.  Total. 
Chairman  Thierry  Desmarest  has  repeat- 
edly said  (and  told  FORBES)  when  a  legal 
framework  is  in  place  in  Iraq  for  an  open, 
competitive  bidding  process  for  oil  devel- 
opment, the  company  will  examine  the 
opportunities  and  bid  accordingly  The 
company  didn't  sign  an  agreement  with 
the  previous  regime  (although  signing 
and  negotiating  were  allowed  under  UN 
sanctions).  The  production-sharing  con- 
tract Total  signed  for  the  Kharyaga  field  in 
Russia  is  standard  business  practice  and 
binding  in  international  courts.  It  does 
not  leave  the  company  "unprotected." 

We  also  have  a  problem  with  your 

sensational  choice  of  words,  like  "steers 

•ny  where  the  mix  of  hydro- 

•        '  -nd  Miiman  misery  get  sticki- 


Cooking  Martha 

There  is  one  important  fact  miss- 
ing from  "Will  She  Walk?"(7wZy  7, 
p.  47)  about  Martha  Stewart's  legal 
difficulties.  She  should  have  known 
better.  Martha  Stewart  worked  as 
a  stockbroker  on  Wall  Street  before 
becoming  a  successftil  media  per- 
sonality and  therefore  was  very 
familiar  with  the  regulations 
regarding  insider  trading. 

ALLAN  LANG 
Princeton,  N.J. 


est"  and  "deals  with  many  incarnatio: 
of  the  devil."  It  is  a  fact  of  fife  that  tl 
world's  future  oU  and  gas  reserves  w 
be  found  outside  OECD  countrie 
where  the  problems  are  many  and  con 
plex.  This  is  a  challenge  the  entire  o 
industry  faces.  That's  why  Total  suf 
ports  the  "publish  what  you  pay"  initi; 
tive  to  promote  greater  transparenc 
Total  simply  does  not  commit  its  pei 
sonnel  and  resources  in  any  countr 
unless  the  company  can  assure  th 
safety  of  its  people  under  work  cond) 
tions  that  meet  its  ethical  charter. 

MICHEL  HOURCARl 
V.P.,  Corporate  Communication'. 

Total  i 
Paris,  Frara 


Funny  Money 

Many  readers  pointed  out  that  "Cars  ai 
Currencies"  (June  23,  p.  98)  had  an  ern 
We  wrote  that  losses  run  up  by  foreij 
subsidiaries  of  General  Motors  and  For( 
would  look  smaller  because  of  a  weakc 
dollar.  In  fact,  the  opposite  is  true. 
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put  together  with  duct  tape 


Change  can  make  your  supply  chain  suddenly 
outdated  and  wasteful.  And  that  can  be  worse 
than  just  losing  money.  It  can  mean  losing 
longtime  customer^  or  market  share.  Brown"    ( 
can  help.  Our  supply  chain  team  can  work 
with  you  to  sort  out  inefficiencies  in  your  trans- 
portation, inventory  and  distribution  networks, 
and  reconfigure  them.  But  we  don't  just  develop 
new  plans;  we  can  help  you  implement  and 
manage  them  too.  Save  the  duct  tape;  get  in 
touch  with  Brown  today.  To  learn  more  about 
UPS  Supply  Chain  Solutions  "visit  UPS-SCS.com.    ^ 
YOUR  SUPPLY  CHAIN.  SYNCHRONIZED. 


WHAT  CAN  tt«<OWN  DO  FOR  YOU; 


ACT  AND  COMMENT 

'  Steve  Forbes,  Editor-in-Chief 

/ith  all  thy  getting  get  understanding" 


antastic  Fiber  Future  Is  Here— But  Not  in  U.S. 


•SHINGTON  AND  THE  FEDERAL  COMMUNICATIONS  COMMIS- 
n  should  look  to  South  Korea  to  see  what  the  future  could  be 
;  with  true  telecom  deregulation.  In  the  U.S.  a  T- 1  line,  which 
jvides  broadband  capacity  on  your 
one  line  for  computer  data,  costs  more 
in  S600  a  month.  In  South  Korea  one 
1  get  broadband  with  four  times  the 
jacity  of  a  T-I  line  for  $39  a  month, 
t  another  way,  for  S39  a  month  a  South 
rean  family  or  business  can  possess 
nputer  capacity  that  would  cost  more 
in  S2,500  here. 

This  absu'd  situation  is  entirely  of 
r  own  making.  The  FCC  tried  to  move 
ough  some  sensible  pro-broadband 


South  Korean  consumers  enjoy  cheap  Internet 
access  that  provides  video  and  other  services  with 
a  speed  and  breadth  that  should  make  us  drool. 


deregulation  a  couple  of  months  ago,  but  Democrats  and  a  rene- 
gade Republican  commissioner  threw  sand  into  the  works.  The 
FCC  is  now  trying  to  find  ways  to  incentivize  companies  to  go 
that  last  step  and  get  fiber-optic  connec- 
tions into  homes  and  offices.  But  to  see 
real  progress  the  White  House  needs  to 
make  clear  that  it  wants  genuine  deregu- 
lation now;  the  Administration  has  given 
the  impression  that  it's  content  with  the 
disastrous  status  quo. 

If  you  run  into  a  congressman  or  sen- 
ator, ask  him  or  her  why  South  Koreans 
can  get  infinitely  easier  access  to  the 
Internet,  with  much  greater  capacity  than 
we  have,  at  Vw  of  our  cost. 


Where  Communists  Beat  Capitalists 


.K  ABOIT  THE  U.S.  BFINC  BEHIND  THE  CURVE:  LOOK  AT  WHAT'S 
opening  around  the  world  vis-a-vis  the  flat  tax.  A  flat  tax  would 
iblish  a  simple,  low-rate  system  that  would  provide  enormous 
entives  for  economic  growth,  save  us  money  and  spare  us  the 
intless  headaches  of  complying  with  the  current  incompre- 
isible,  corrupt  tax  code.  Amazingly,  communists  and  ex-com- 
inists  seem  to  have  gotten  the  message  faster  than  we  capitalists. 
Russia  enacted  a  flat  tax  two  years  ago,  and  it's  been  a  roaring 


success.  The  Russian  bear  has  turned  into  an  economic  bull.  Estonia 
and  Latvia  enacted  a  similar  tax  in  the  mid-1990s.  Slovakia  is  about 
to  do  the  same.  Recently  Ukraine's  parliament  adopted  a  flat  tax, 
which,  in  the  words  of  the  country's  parliamentary  newspaper,  was 
done  to  end  the  endemic  tax  evasion  that  was  bleeding  the  country. 
And  now  there  are  rmnblings  that  China,  influenced  by  the  success 
of  Hong  Kong's  variation  on  a  flat  tax,  may  join  the  parade. 
What  are  we  waiting  for? 


What's  Their  Beef? 


E  RECENTLY  ENACTED  TAX  REDUCTIONS  HAVE  ALREADY  PAID 
themselves.  When  the  shape  of  the  legislation  became  clear  in 
latter  part  of  May,  equities  rallied.  Despite  volatility,  stocks  have 
ied  more  than  $500  billion  in  value.  Real  estate  has  probably 
le  up  an  additional  couple  hundred  billion  dollars.  Scoffing  skep- 
1  claim  the  cuts  will  cost  the  government  $350  billion  or  more 
;r  the  next  decade.  Put  aside  the  fact  that  the  way  tax-cut  costs  are 
culated  is  absolutely  unrelated  to  reality.  Opponents  overlook  a 
idamental  factor:  assets  and  liabilities,  i.e.,  the  balance  sheet. 
Balance  sheet  myopia  is  nothing  new.  Even  today  these  same 
I'sayers  dismiss  the  impressive  impact  of  the  Reagan  tax  reduc- 
ns  of  the  early  1980s — millions  of  new  jobs,  an  incredible  era  of 
lovation  and  the  defeat  of  the  Soviet  Union  in  what  was  once 
;arded  as  an  endless  Cold  War.  They  whine  that  the  national 
3t  ballooned  by  some  $1.7  triUion,  ignoring  the  fact  that  the 
alth  of  the  nation  went  up  by  more  than  $17  trillion.  There  is 
t  a  sensible  CEO  around  who  wouldn't  trade  $1  of  debt  for  $10 
additional  equity.  Reagan  was  able  to  vastly  increase  defense 


expenditures  while  Congress  did  the  same  with  domestic  spending 
with  relative  ease.  Indeed,  we  had  both  guns  and  butter. 

Congress  is  supposedly  changing  its  troglodyte  method  of 
calculating  the  cost  of  tax  cuts.  The  Congressional  Budget  Office 
now  gives  us  two  calculations  for  tax-cut  expenses:  the  old  way, 
which  assumes  a  $  1  cut  is  lost  forever,  and  a  new  way,  which 
supposedly  does  a  better  job  of  factoring  in  the  impact  of  incen- 
tives. Alas,  the  new  method  is  only  marginally  more  realistic. 
Examining  the  original  Bush  tax-cut  proposal  using  the  new 
method  produces  a  ten-year  "cost"  that  isn't  much  different 
from  that  arrived  at  using  the  old  one.  The  rationale  for  this  is 
that  growth  in  government  spending  will  largely  negate  the 
power  of  the  rate  cuts.  But  as  the  1980s  demonstrated,  most  of 
that  hurt  can  be  assuaged  by  the  increased  tax  receipts  the  result- 
ing tax-cut-induced  prosperity  furnishes.  Greater  prosperity 
means  more  government  revenue.  Always.  Why  Washington 
adults  get  themselves  caught  up  in  and  constrained  by  their  fan- 
tasy numbers  will  confound  and  puzzle  future  generations. 
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FACT  AND  COMMENT 


Root  Cause 


THE  SUPREME  COURT'S  TORTURED  AFFIRMATION  OF  AFFIRMA- 
tive  action  in  higher  education  shouldn't  obscure  the  underlying 
villain  behind  the  reason  so  many  minority  Americans  may 
need  the  extra  lift:  the  miserable  state  of  so  much  of  the  U.S. 
public  school  system,  particularly  in  our  inner  cities,  that  is 
unnecessarily  and  immorally  holding  countless  kids  back  from 
getting  the  educational  tools  they  need  to  move  ahead.  The  only 


effective  remedy  here  is  genuine  school  choice.  The  money  shor 
follow  a  child  to  whichever  qualified  educational  institution  i 
home  school  program)  the  parents  pick.  Milwaukee  has  been  f 
lowing  such  a  path  for  more  than  a  decade,  with  heartening  p( 
agogical  results.  Thanks  to  the  competition,  public  schools  th 
have  made  positive  changes.  Cleveland  also  has  a  popular  scho 
choice  scholarship  program  for  thousands  of  youngsters. 


No  Kidding 


MILLIONS  OF  COLLEGE  STUDENTS  TODAY  FACE  THE  EQUIVALENT 
of  a  mortgage — without  the  benefit  of  a  house — when  they  get 
their  diplomas.  The  average  student  loan  debt  for  today's  grad- 
uate is  now  estimated  to  be  a  staggering  $22,000.  Couples  could 
start  off  with  debts  of  $44,000  or  more.  The  plight  of  college  stu- 
dents is  only  going  to  get  worse  as  tuitions  continue  their  seem- 
ingly relentless  rise,  which  routinely  exceeds  the  rate  of  inflation. 
No  wonder  many  young  people  postpone  getting  married,  hav- 
ing children  and  buying  a  first  house. 


The  Bush  Administration  says  it  is  pro-family  Allan  Carls. 
of  the  Family  Research  Council  has  made  an  intriguing  propo, 
that  would  help  to  even  the  playing  field  a  little  for  young  fan 
lies:  "For  every  new  child  born  to  indebted  college  graduates,  t 
federal  government  should  pay  off  one-quarter  of  their  outstan 
ing  college  loan  debt  up  to  $5,000  each  for  a  mother  and  fath' 
This  choice  would  begin  removing  some  of  the  disincenti 
toward  marriage  and  childbearing  that  new  graduates  now  fact 

The  White  House  should  run  with  Carlson's  idea. 


Don't  Resist  These  Temptations 


The  King  of  Torts — by  John  Grisham  (Doubleday,  $27.95).  Amer- 
ica's most  popular  morality-tale  teller  is  a  master  at  putting  peo- 
ple of  seemingly  impeccable  character  and  high  integrity  in  sit- 
uations that  corrosively  challenge  their  ethics.  Grisham  reveals 
with  relish  the  ways  the  class-action  bar 
operates,  giving  its  practitioners  a  treat- 
ment worthy  of  Charles  Dickens  at  his 
acidulously  accurate  best. 

Protagonist  Clay  Carter  has  worked  for 
years  for  a  pittance  (by  lawyers'  standards) 
in  the  public  defender's  office  in  Washing- 
ton, D.C.  Early  on  in  this  tale  Carter  enters 
into  a  Faustian  bargain  with  a  mysterious  character.  Carter 
becomes  an  overnight  plaintiff  bar  sensation  (and  rich).  His 
gaudy  fall  is  as  rapid  as  his  rise. 


Real  estate  developers,  drug  companies  and  others,  aloi 
with  the  class-action  bar,  spend  time  in  Grisham's  spittoon. 
The  Summons— by  John  Grisham  (Dell,  $7.99)— was  pubhsh. 
last  year  and  is  now  out  in  paperback.  In  this  work  the  perse 
faced  with  unexpected  temptation  is  a  la 
professor,  Ray  Atlee.  (Tort  lawyers  a 
thrashed,  but  it's  merely  a  warm-up  fi 
what's  done  to  them  in  The  King  of  Tort: 
Summoned  by  his  dying  father,  Atlee  di 
covers  boxes  of  cash  at  die  old  man's  hou 
totaling  more  than  $3  million.  Mysterioi 
people  are  soon  after  Adee  and  the  mone 
and  the  thrills  begin.  The  surprise  ending  will  once  again  mal 
you  appreciate  that  how  you  see  yourself  and  your  actions  m 
not  necessarily  be  the  way  others  do. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley. 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Chin  Chin-216  East  49th  St.  (Tel.:  212-888-4555).  One  of  the 
very  best  Chinese  restaurants  in  town.  An  attractive,  styHsh 
place  where  the  food— notably  the  Grand  Marnier  shrimp  and 
the  Peking  duck— is  sensational.  Service  is  worthy  of  the  fare. 

•  71  Clinton  Fresh  FowJ-71  Clinton  St.,  at  Rivingion  St.  (Tel.: 
212-614-6960).  Tliis  is  a  seriou.s  food  destination  tliat  has  a  rev- 
erence for  ingredients .  sophistication  of  recipes  and  an  esthetic 
sense  of  presentation  foi.n  .i  (■  v  other  places.  The  turbot.  sea 
scallops,  lamb  and  beet  arc  '..r.f.j;  ,;  ,  superb  and  delectable. 

•  Del  Frisco'8-1221  Sixth  Ave.,  r  49th  St.  (  Tei.  212-575-5129). 
An  enormous  and  popular ;.,  .  ou.e,  witli  its  roots  in  Da'las, 
that  serves  up  top  of  the  line  dishe.  -.'.th  port:  )ns  that  are  s-^ag- 


geringly  big.  Besides  the  beef,  try  the  crab  cakes,  seared  tuna  and 
baked  potatoes.  There  is  also  an  extensive  and  impressive  wine  list. 
Scalinatella-201  East  61st  St.  (Tel.:  212-207-8280).  The  clas- 
sic Italian  fare  at  this  subterranean  grotto  is  good  but  doesn't 
merit  the  tip-top  prices  demanded.  Moreover,  the  service  is 
painfully  slow;  you'll  be  put  in  a  bad  mood  waiting  for  the 
main  course  before  you  even  realize  what  the  prices  add  up  to. 
•  Rue57Brasserie-60  West  57th  St.  (Tel.:  212-307-5656).  Noisy, 
bustling,  hip  take  on  a  traditional  brasserie  and  the  perfect  spot 
for  a  pre-  or  post-Carnegie  Hall  visit.  There  is  a  large  selection 
of  sushi,  as  well  as  die  more  conventional  steak  frites,  roasted 
leg  of  lamb,  seared  tuna  and  cr^me  brulee.  All  first-rate.  F 
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overwhelming  sense  of  desolation.  In^hese  extreme' conditions,  you 
:d  lawyers  with  an  innate  sense  for  the  elements,  Equippeel  with  unerring , 
nnical  skills.  Legal  partners  who  hejgyou  nse  above  and  conquer  ,■ 
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-horsepower  Infiniti  QA5.  Styling  that  stands  out  without  shoutirigi 
lance  that  may  be  better  suited  for  a  sports  car.  And  a  RearView  MohWr 
^-^       're  teavifi^ifihind.  The  QAS^fisit  lnfiniti.com. 
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OTHER  COMMENTS 


Knowledge  ...is  the  great  sun  in  the  firmament. 
Life  and  power  are  scattered  with  all  its  beams. 

—DANIEL  WEBSTER 


Nosing  Ahead  in  the  global  technology  arena  where 
economic  and  military  power  is  determined,  leadership  can 
change  in  a  matter  of  months.  Just  three  years  ago,  the  U.S.  was 
overwhelmingly  dominant  in  communications  technology  and 
deployment.  Ail  the  leading-edge  optical  companies  were  based 
in  the  U.S.  or  Canada  and  the  Internet  was  overwhelmingly  an 
American  phenomenon.  Today,  the  U.S.  is  falling  precipitously 
behind.  Although  damage  to  the  U.S.  economy  is  measured  in 
trillions  of  dollars,  the  competitive  losses  are  far  more  porten- 
tous. While  politicians  still  talk  of  a  telecom  bubble,  Chinese, 
Japanese  and  Korean  companies  are  fulfilling  the  business  plans 
of  U.S.  firms  that  were  driven  out  of  business  by  the  regulators. 
—GEORGE  GILDER,  Discovery  Institute,  Wall  Street  Journal 

Une  lOr  All  The  success  of  Russia's  flat  tax  shouldn't  sur- 
prise anyone.  Hong  Kong  has  had  a  flat  tax  for  a  long  time  and 
has  had  the  world's  fastest-growing  economy  for  over  some 
50  years.  Indeed,  there  are  growing  signs  that  China  may  imple- 
ment a  flat  tax  in  the  near  fijture.  Talk  about  a  man-bites-dog 
story  One  of  the  few  remaining  communist  nations  may  get  a 
flat  tax  before  America.  At  this  rate,  the  United  States  may  wind 
up  in  the  same  category  as  France,  Cuba  and  North  Korea. 

—DANIEL  J.  MITCHELL,  Heritage  Foundation, 

Washington  Times 

Widening  the  Gap  The  [supreme  court's]  decision 
[on  affirmative  action]  leaves  unsolved  a  racial  gap  in  academic 
performance  that  leads  to  huge  disparities  in  postsecondary 
education.  The  average  black  high  school  senior  achieves  at  a 


"You  knowyforjustastiud]  incT^nse  in  my  dlowmcp, 
I  could  make  bedlimt.  c  Jot  easier." 
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level  roughly  four  academic  years  behind  the  average  white  se; 
ior.  Massive  preferences  like  the  University  of  Michigan's  men 
leapfi-og  the  best-qualified  minority  students  while  doing  not 
ing  to  close  the  academic  gap  and  help  those  left  behind.  Inde« 
they  harm  efforts  toward  racial  equality  by  making  people  thii 
the  gap  is  closing,  when  in  fact  it  is  widening.  True  diversj 
requires  assessment  of  individual  characteristics.  The  cour 
decision  embraces  racial  stereotyping  instead. 

Only  efforts  such  as  school  vouchers  can  achieve  the  goal 
Brown  v.  Board  of  Education:  a  society  where  individuals 
judged  by  merit  rather  than  color. 

—CLINT  BOLICK,  Institute  for  Justice,  USA  Tod 

Keeping  the  Peace  as  a  product  of  worid  war  ii  ba 

tie  fatigue,  the  UN's  main  concern  is  understandably  to  keep  tl 
peace.  But  nowhere  in  its  charter  does  it  say  that  that  peai 
should  be  just  or  should  serve  a  prudent  cause.  Only  that  coj 
flict  should  be  avoided  at  all  cost — and  sometimes,  it  seed 
even  if  the  peace  obtained  involves  rule  by  a  regime  that  ml 
threaten  security  in  the  fiature.  With  "international  law"  ofte 
identified  with  the  UN,  it  is  perhaps  understandable  why  Ko 
Annan  and  his  bureaucrats  can't  appreciate  that  sometimes  yr 
need  war  for  a  greater  or  more  prudent  cause  than  simply  peac 

— Far  Eastern  Economic  Revic 

Deadly  Cover-Up  The  survivors  are  talking.  Wit 
Saddam's  regime  defunct,  newly  ft-eed  Iraqis  are  revealing  h 
legacy  of  routine  atrocities:  abductions,  torture,  maimings,  di; 
memberments,  summary  executions.  Shocking  info  to  anyon 
who  relied  on  CNN  for  the  last  decade.  [CNN's  chief  news  exc\ 
utive  Eason]  Jordan  claims  CNN  spiked  stories  for  12  years  t 
protect  CNN  employees  and  Iraqi  sources.  But  other  journalis 
detected  a  different  motivation:  to  maintain  CNN's  premie 
access  to  the  brutal  dictatorship. 

Oh,  Eason  Jordan  wasn't  totally  silent  during  Hussein's  hell 
ish  regime.  As  he  explained  in  his  New  York  Times  testimonial, 
felt  I  had  a  moral  obligation" — an  amazing  choice  of  words— i 
warn  King  Hussein  of  Jordan  that  Saddam's  son,  Uday,  plannc 
to  murder  him.  The  news  exec  did  not,  apparently,  feel  he  had 
moral  obligation  to  warn  anyone  else  on  the  planet  that  ili 
murderous  regime  was  in  fact  murderous.  'T  felt  awful  havin 
these  stories  bottled  up  inside  me,"  complained  poor  Eason.  B 
bottle  them  up  he  did. 

It  must  have  been  torture. 

—RUSH  LIMBAUGH,  Limbaiigh  Let 

1  ruth  Be  Told  Telllng  the  truth  is  a  pretty  hard  thing 
—THOMAS  WOLFE,  You  Can't  Go  Home  Again 


GAME  PLAN 


[ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.   Our  corporate 


style  is  to  stick  to  w^hat  we  know  best.  We  go  for  singles  and  doubles. 


Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  businesses 


gives  us   a  balanced  lineup   of  performers,   including  a  New^  Jersey 


utility,    a   Northeast   generating   company   and   other   energy   related 


businesses.   And   as   our   overall   earnings   record   suggests,   good 


things  happen  when  you  cover  all  the  bases. 


PSEG 

Wf  make  Ihings  work  for  you. 


www.pseg.com 
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Introducing  Microsoft  Windows  Server  2003.  Do  more  with  less. 


.  ,        ,.      ,  .    '  —■  ^^^  example,  solutions  built  on  Windows  Server  2003  can  help  you  deliver  bett, 
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Anti- Americanism  Is  Racist  0ivy 


m-AMERICANlSM  IS  THE  PREVAILING  DISEASE  OF  INTELLEC- 
als  today,  like  other  diseases,  it  doesn't  have  to  be  logical  or 
tionaL  But,  like  other  diseases,  it  has  a  syndrome — a  concur- 
it  set  of  underlying  symptoms  that  are  also  causes. 

•  Rrst,  an  unadmitted  contempt  for  democracy.  The  U.S.  is 
t  world's  most  successful  democracy.  The  right  of  voters  to 
ct  more  than  80,000  public  oflScials,  the  length  and  thorough- 
ss  of  electoral  campaigns,  the  pervasiveness  of  the  media  and 
;  almost  daily  rejwrts  by  opinion  pwlls  ensure  that  government 
d  electorate  do  not  diverge  for  long  and  that  Washington  gen- 
illy  reflects  the  majority  opinion  in  its  actions. 

It  is  this  feature  that  intellectuals — especially  in  Europe — find 
ibittering.  They  know  they  must  genuflect  to  democracy  as  a 
item.  They  cannot  openly  admit  that  an  entire  f)eople — espe- 
iDy  one  comprising  nearly  300  miUion,  who  enjoy  all  the  fi-ee- 
ms — can  be  mistaken.  But  in  their  hearts  these  intellectuals  do- 
t  accept  the  principle  of  one  person,  one  vote.  They  scornfully, 
privately,  reject  the  notion  that  a  farmer  in  Kansas,  a  miner  in 
nnsylvania  or  an  auto  assembler  in  Michigan  can  carry  as 
jch  social  and  moral  weight  as  they  do.  In  fact,  they  have  a  spe- 
J  derogatory  word  for  anyone  who  acts  on  this  assumption: 
opulisL"  A  populist  is  someone  who  accepts  the  people's  ver- 
X  even — and  esjjeciaUy — ^when  it  runs  counter  to  the  intellec- 
il  consensus  (as  with  capital  punishment,  for  ejcample).  In  the 
gon  of  intellectual  persiflage,  populism  is  almost  as  bad  as  £as- 
m — indeed,  it's  a  step  toward  it.  Hence,  the  argument  goes,  the 
S.  is  not  so  much  an  "educated  democracy"  as  it  is  a  media- 
ayed  and  interest-group-controlled  populist  regime. 

The  truth  is,  on  the  European  Continent  there  is  little  ejqjeri- 
ce  of  workir^  democracy.  Italy  and  Germany  have  had  democ- 
7f  only  since  the  bte  1940s;  Spain,  since  the  1960s.  France  is  not 
lemocracy;  it  is  a  republic  run  by  bureaucratic  and  party  elites, 
lose  errors  are  dealt  with  by  strikes,  street  riots  and  blockades 
rtead  of  by  votes.  Elements  of  the  French  system  are  being 
posed  throughout  the  EU,  even  in  countries  such  as  Denmark 
d  Sweden  that  have  long  practiced  democracy  with  success.  In 
Tendi-style  pseudodemocracy,  intellectuals  have  considerable 
iuence,  at  both  government  and  street  levels.  In  a  true  democ- 
y,  intellectuals  are  no  more  powerful  than  their  arguments. 

•  Second,  anti-Americanian  is  a  fimction  of  cultural  racism, 
I  astonishir^  high  proportion  of  European  elites  know  very  lit- 
about  U.S.  history  or  culture  and  even  deny  that  tfiey  have  a-sep- 
ite  existence  apart  fi-om  their  European  roots.  It  is  strange  that 
>se  seeking  to  brii^  about  a  European  federal  state  or  union  hate 


at  no  stage  sou^t  to  study  the  lessons  Americans  lea 
flie  creation  of  the  US.  in  the  178Qs.  After  all,  th 
(suitably  amended)  has  lasted  for  rftore  than  2tK'  y\ 
its  fi-amework  the  country  has  emerged  as  the  ri^ 
jxjwerfiil  society  in  world  history.  You  mi^ 
Eurc^jean  elites  would  seek  to  learJ!  something  fr< 
cessfiil  process.  Not  at  all:  The  view  is  that  sop' 
Europe  has  nothing  to  learn  from  "adolesceiu 
these  Euro-elites  particularly  abhor  is  the  way  in  wh 
of  the  Constitution  made  every  effort  to  involve  i 
through  the  process  of  public  4ebates,  town  mi. 
tion  votes — and  this  at  a  time  when  Europe  was  su 
the  most  fjart)  by  the  absolute  sovereigns  of  the  an^ 
*  This  cultural  racism  is  particularly  directed 
eiUyknow-nothing"  President  George  W.  B 
ho"  Texas  background.  The  European  inti 
notion  of  America  chiefly  from  Hollywood, 
las  and  fiction.  Few  of  them  have  any  expe; 
outside  of  three  or  four  big  cities.  Middle  Am 
territory.  The  fiact  that  the  U.S.  has  proved  a  h 
cible  for  melding  different  peoples  into  a  In 
than  its  constituent  parts  is  seen  as  a  miv 
because  it  produces  a  cultural  stew  that  I. 
and  is  therefore  at  the  mercy  of  commeri 

•  Third,  European  elites  tend  to  look  at  /\ 
civilized  mass,  whose  function  is  to  be  oh'""'' 
system  run  by  Big  Business.  The  role*of  ci 
nomic  life — and  in  every  other  aspec 
because  competition  is  somethingiContiner 
to  keep  to  a  minimum  and  under  careful  coi' 

Although  Americans  are  seen  as  highly 
sumers,  they  are  also  despised  and  feared 
interests,  tfieir  participation  in.religious  wor 
stription  to  creeds  of  piorality.  European- 
in  their  condemnation  of  the  U.S.  for  beir 
time  paganly  unethical  atad  morally  zealo 

The  truth  is,  any  accusation  that  come 
out  scruple  by  the  Old  World  intelligentsia 
factually  absurd,  contradictory,  racist,  cri 
defeating  and,  at  bottom,  nonsensical.  It  is  b 
fill  but  irrational  impulse  of  envy — ^an  en\ 
power,  success  and  dete|g;iination.'  It  is 
more  poisonous  because  of  a  feailful  Eur 
America's  strength  is  rising  while  Earopt 
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Pari  JahnsM.  eminent  British  historian  and  author,  Lee  Kuan  Yew,  senior  minister  of  Singapore;  Ernesto  Zedillo,  dire 
Study  of  Globalization,  former  president  of  Mexico;  and  Forbes  Chairman  Caspar  W.  Weinberger  rotate  in  writing  this 
past  Current  Events  (^umns,  visit  our  Web  site  atwni.ioihesAmmlciinenlt:*eiitt.  .  jur; 


F  D  R  B 


c  it  grow. 


m- 


ir_ ^ 

■  ^  ^^^y  ^°z^ed  up  tc  lending  and  leasing  for  everything 

■^fa   from  retail  to  ran.  L:..,r:  at  CII com.  We  see  what  you  see,. 


CBr 


lal 


101 


URRENT  EVENTS 


Lee  Kuan  Yew,  senior  minister  of  Singapore 


Iraq— The  Hard  Part 


MOVING  SADDAM  HUSSEIN'S  REGIME  WAS  EASIER  THAN  MOST 
servers  had  expected.  Rebuilding  Iraq  after  Saddam  will  be 
uch  harder  than  many  had  predicted.  When  U.S.  forces 
tered  Baghdad,  they  acted  as  liberators,  not  colonizers.  They 
inted  to  be  liked,  not  feared.  They  gave  out  candies  from  their 
iks,  helped  pull  down  Saddam's  statue  and  watched  benignly 
the  looting  started.  Since  there  was  no  retribution,  thugs  and 
ieves  exploited  this  security  vacuum  to  steal  and  rob  until  they 
d  trashed  Baghdad. 

This  stirred  vivid  memories  of  the  disorder  and  v«despread 
oting  in  Singapore  after  the  British  surrendered  to  the  Japanese 
I  Feb.  15, 1942.  Some  36  hours  later  the  Japanese  Imperial  Army 
arched  into  the  city.  Soldiers  shot  and  killed  anyone  caught 
frying  loot  in  the  streets.  All  looting  stopped.  People  were 
rrified  of  their  brutal  conquerors.  Some  days  later  the  main 
my  pulled  out  to  attack  Java.  A  skeleton  force  left  in  charge 
id  no  trouble  keeping  order.  It  was  an  unforgettable  lesson  in 
lachiavelli's  dictum  that  it  is  better  to  be  feared  than  loved. 

America  must  assert  its  will  if  it  is  to  remake  Iraq.  It  carmot 
mtinue  to  allow  Shia  clerics  to  mobilize  their  faithful  in  the 
reets,  stridendy  opposing  U.S.  occupation  and  demanding  an 
lamic  state.  Islamic  courts,  formerly  underground,  are  now  dis- 
;nsing  judgments  from  mosques  on  cases  ranging  from  bur- 


glary to  murder.  Fifty  Shiite  students  wearing  the  white  robes  of 
would-be  suicide  bombers  ceremonially  kissed  the  hand  of 
Sheikh  Mahmud  al-Hassani  at  Baghdad's  Sadr  City,  pledging  to 
obey  him.  The  ayatollahs  have  become  so  influential  that  some 
secular  leaders  have  sought  their  blessings.  Shia  clerics  are  build- 
ing an  influence  they  will  wield  over  any  future  government. 

Sunni  Muslims,  vowing  violence,  have  joined  the  Shias  in  Bagh- 
dad to  protest  U.S.  occupation.  Almost  daily  U.S.  and  British  soldiers 
are  targeted  and  kiUed  These  acts  of  defiance  must  be  countered. 
The  U.S.  must  not  be  deflected  from  its  goal:  a  more  democratic 
government  leading  Iraq  to  a  better  friture.  Such  an  Iraq  will  have  a 
profound  influence  on  the  rest  of  the  Arab  world.  America  has  not 
removed  Saddam  at  great  cost  just  to  let  Islamic  clerics  take  over. 

Will  Hamas  Suicide-bomb  ''Roadmap"? 

Suicide  bombings  by  Hamas  and  counterstrikes  by  Israel  must 
not  be  aUowed  to  derail  President  Bush's  "Roadmap  for  Peace." 
To  let  Hamas  block  an  agreement  is  to  deny  the  world  one  great 
benefit  from  Saddam's  removal.  The  Israeli/Palestinian  blood- 
letting has  to  abate  before  the  U.S.  can  successfully  dampen  reli- 
gious fanaticism  in  the  Arab  world  and  cause  jihad  terrorists  to 
falter  and  fail.  Once  that  happens.  Southeast  Asian  offshoots  will 
wither  on  the  vine  as  their  funds  and  instructors  are  cut  off. 


A  Biological  Attack:  SARS 


r  MARCH  HONG  KONG  CAME  UNDER  ATTACK  FROM  SARS 
evere  acute  respiratory  syndrome),  which  is  caused  by  a  coro- 
ivirus  that  more  than  likely  jumped  from  animals  to  himians 
South  China.  Human  hosts  carried  it  to  Hong  Kong,  then  by 
ane  to  Singapore  and  then  to  27  other  countries. 

People  panicked.  Singapore's  restaurants,  hotels,  shopping  malls, 
rplanes,  cruise  ships  and  major  streets  emptied.  Damage  to  the 
urist,  travel  and  hospitality  industries  here,  and  throughout  Asia, 
IS  been  grievous.  Thankfully,  industrial  production  has  not  been 
srupted.  At  present  no  diagnostic  test  can  detect  SARS  in  an 
fected  person  before  symptoms  appear — fever,  cough,  muscle 
he  and  diarrhea.  A  fever  of  100.4°F  (SS^C)  is  the  only  test.  Fortu- 
itely,  before  the  fever  sets  in  patients  don't  seem  to  be  infectious. 

To  contain  the  spread  of  SARS,  the  government  in  Singapore 
ithorized  comprehensive  measures:  real-time  flows  of  information 
trough  a  dedicated  Web  site;  temperature  checks  tvnce  daily  at 
3me  and  in  the  workplace;  thermal  screening  of  all  travelers  at 
rminals;  triage  centers  outside  the  entrances  to  hospitals  for  tem- 


perature checks  to  identify  and  separate  SARS  patients;  and  metic- 
ulous contact  tracing  and  home  quarantine  of  those  exposed  to 
SARS.  These  measures  worked  because  Singaporeans  trusted  their 
government  and  complied  with  rules  to  combat  the  spread  of  SARS. 

The  World  Health  Organization  took  Singapore  off  its  list  of  in- 
fected countries  on  May  31,  but  all  safeguards  remain  in  place.  We 
saw  what  happened  when  Toronto  relaxed  its  vigilance.  Moreover, 
infectious  disease  specialists  at  the  Centers  for  Disease  Control  have 
warned  that  SARS  might  vrane  in  summer  only  to  roar  back  in  winter. 

This  is  not  the  first  time  a  virus  has  jimiped  species.  Chinese 
exotic  cuisine  uses  wild  animals  and  birds.  Old  China — ^isolated,  self- 
contained  and  having  litde  internal  mobility — could  have  whole  vil- 
lages infected  without  causing  upheaval  But  New  China  is  vulnera- 
ble. A  healthy  environment  for  foreign  investors  is  crucial  for  the 
trade  and  investment  China  needs  to  contain  unemployment  and 
disorder.  It  is  therefore  pulling  out  all  tlie  stops  to  contain  SARS.  The 
epidemic  appears  to  have  peaked.  We  must  hope  it  doesn't  return 
and  spread  to  America.  If  it  does,  the  world  economy  vstU  suffer.   F 


Pof hf»^     Lee  Kuan  Yew,  senior  minister  of  Singapore:  Paul  Johnson,  eminent  British  tiistorian  and  author;  Ernesto  Zedillo,  director,  Yale 
rUr  llCa     Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  and  Forbes  Chairman  Caspar  W.  Weinberger  rofafe  in 
writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  afwww.forbes.com/currentevents. 
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Why  We  Need  Startups 


NALLY!  VENTURE  CAPFIAUSTS  HAVE  CRAWLED  OUT  OF  THEIR 
►mb  shelters  and  are  funding  startups  again.  This  welcome  devel- 
)ment  hasn't  come  a  moment  too  soon.  America  needs  startup 
impanies.  Oh,  how  we  need  them!  They  are  our  economy's 
cret  sauce,  the  only  thing  that  distinguishes  the  still-dynamic 
S.  economy  from  those  of  sclerotic  Europe  and  Japan. 

Truth  is,  America's  tax  burden — after  you  add  up  state  and 
cal  and  pile  on  the  cost  of  complying  with  our  buffoonish 
r.OOO-page  tax  code — is  not  much  less  than  Europe's.  Whereas 
irope  employs  regulations  to  gum  up  the  gears  of  commerce, 
i  use  a  tort  bar.  Our  entitlement  monster  is  catching  up  to 
eirs.  Witness  President  Bush's  cave- in  on  prescription  drugs, 
lis  from  a  conservative! 

France,  Germany,  lapan — we  would  join  you  in  economic 
irgatory  but  for  the  saving  grace  of  startups. 

Because  of  startups  and  fast-growing  young  companies 
»own  as  "gazelles,"  America's  unemployment  is  only  6.1%. 
ot  bad  for  a  punk  economy.  Here's  a  litde-known  fact:  Start- 
»  and  gazelles  have  added  1 .2  million  jobs  this  year.  Subtract 
ese  jobs,  and  America  would  slide  closer  to  a  Gallic  unem- 
oyment  rate. 

Startups  and  gazelles  exert  competitive  pressure  on  large 
impanies.  We  all  benefit.  Example:  For  a  decade  now  America's 
rge  telcos  have  yawned  and  dithered  on  supplying  high-speed 
ita  lines  to  homes.  It  sickens  one  to  learn  that  South  Korea  has 
ore  than  70%  home  penetration  while  we  have  a  pathetic 
»%.  Worse,  South  Korea's  fiber  lines  operate  much  faster 
an  our  typical  DSL  and  cable  connections.  In  Seoul  you  can 
Itch  a  soccer  match  on  the  Internet  and  catch  every  bead  of 
»alie  sweat. 

Why  is  the  U.S.  so  far  behind?  Telco  execs  have  always  told 
e  "Not  enough  demand  for  it.  We  can't  invest  because  we  have 
pay  dividends  and — oops,  gotta  go.  I've  got  a  3  p.m.  tee  time." 
le  real  story,  of  course,  is  that  the  big  telcos  ftitzed  on  broad- 
ind  for  the  simple  reason  that  they  didn't  have  to  build  it — 


there  was  no  competitive  pressure.  But  now  Wi-Fi  has  suddenly 
taken  the  U.S.  by  storm,  along  with  myriad  Wi-Fi  startups 
nobody  had  heard  of  18  months  ago.  Surprise! — our  shuffling 
telco  beasts  have  awakened  to  the  idea  that  America  wants 
broadband.  Funny  how  that  works. 

Startups  put  the  U.S.  on  a  steeper  learning  curve.  This  is  not 
an  obvious  point,  yet  it  is  crucial  to  understanding  why  startups 
make  America  dynamic.  Begin  with  the  weU-known  fact  that 
most  startups  fail.  Statistics  vary,  but  a  good  rule  of  thumb  is 
that  90%  of  startups  die  within  their  first  three  years.  Startups 
backed  by  professional  venture  capital  do  better — maybe  three 
out  of  ten  succeed  in  some  fashion. 

Armed  with  these  facts,  the  rationalist  might  be  tempted  to 
ask,  "Why  waste  all  that  talent,  energy  and  capital?  As  national 
policy,  it  would  be  damnably  foolish  to  incentivize  startups  with 
regulatory  breaks,  favorable  options  treatment  and  low  taxes — 
because  most  of  them  puke  anyway.  Better  to  put  our  national 
efforts  behind  big,  viable  companies."  Yep — that's  precisely 
what  Japan  and  France  do. 

What's  missed  in  the  rationalist's  argument  is  that  startups 
are  a  major  source  of  America's  R&D  efforts.  Every  time  a 
startup  takes  a  risky  chance  and  careens  over  the  guardrail, 
something  beneficial  is  learned.  A  valuable  technology  or  mar- 
ketplace experiment  has  taken  place.  Looked  at  this  way,  no 
other  country  in  the  world  invests  as  much  in  R&D — Le.,  in  its 
own  future — as  America  does. 

Startups  are  profoundly  democratizing.  Consider  Japan  and 
France.  For  the  most  part  they  are  run  by  an  elite  cadre  (known 
as  dirigistes  in  France).  With  rare  exceptions  in  Japan  and  France, 
one  must  graduate  from  the  top  university  to  gain  entrance  to 
this  elevated  group.  Germany  and  England  similarly  confer 
a  bloated  majesty  on  credentials.  But  in  America  you  can  drop 
out  of  college  and  start  Microsoft,  Oracle  or  DelL  You  can  get  a 
"C"  grade  at  the  Yale  School  of  Management  and  stUl  launch 
FedEx.  You  can  dropkick  your  Ph.D.  pursuit  and  start  Google. 


Deflation  versus  Cheap  Revolution 


I  1996  ALAN  GREENSPAN  SAW  STOCK  PRICES  SOARING  AND 
ssed:  "Irrational  exuberance!"  Now  he  sees  falling  prices  and 
Ips:  "Deflation!"  You're  twice  wrong,  Alan. 

Deflation  and  cheap  prices  are  not  the  same  thing.  Deflation 
strictly  a  monetary  phenomenon — too  littie  money  in  circu- 
tion  chasing  too  many  goods.  You'd  expect  the  chairman  of 
e  Federal  Reserve  to  know  this. 

The  Cheap  Revolution  is  something  else.  Best  symbolized  by 
120-gigabyte  storage  disk  on  sale  for  $99  on  Amazon.com  or 


by  a  Bangalore  radiologist  poring  over  e-mailed  MRI  scans  for 
$18,000  a  year,  it  results  from  Moore's  Law,  excess  capacity  and 
Internet  pricing  arbitrage.  Put  another  way,  even  if  we  had  infla- 
tion (too  much  money  in  circulation),  prices  for  many  products 
and  services  would  still  befalling.  Such  is  the  power  of  Moore's 
Law  and  the  Net 

Give  us  stable  currency,  Alan.  Leave  prices  to  the  market     F 


!  T<V|1'F|^C  I  Visit  Rich  Karlgaanf s  home  page  at  wow.forbesxom/kaffeaanl 
;  ^^^^^^i^  I  or  e-mail  him  at  publishei'@fott)es.coin. 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 


Radio  Days 


Advertisers,  having  tuned  out  the  radio  industry  for  a  while,  are 
only  slowly  returning.  One  of  the  biggest  beneficiaries  lately  has 
been  radio  one  (18,  ROIA),  the  nation's  largest  broadcasting  com- 
pany devoted  to  Afiican-American  listeners.  The  operator  of  66  sta- 
tions in  22  markets  increased  same-station  ad  revenue  by  9%  in  the 
first  quarter  The  leading  radio  network.  Clear  Channel,  was  up  as 
well,  but  by  5%. 

Returning  to  profitability  in  2002,  after  two  years  in  die  red, 
cash-rich  Radio  One  is  continuing  its  acquisition  drive,  which 
has  kept  revenue  growing  at  double-digit  rates.  The  company 
plans  to  spend  $1  billion  increasing  its  station  portfolio  over  the 
next  five  years.  Chief  Executive  Alfi-ed  C.  Liggins  III  also  has 
been  making  programming  improvements,  such  as  syndicating 
popular  comedian  Steve  Harvey  during  the  lucrative  morning 
drive  time  in  more  markets,  beginning  wdth  Dallas. 

Jason  Helfstein,  a  CIBC  World  Markets  analyst,  says  the  com- 
pany should  continue  to  enjoy  outstanding  growth  because  its 
stations  are  in  large  markets,  where  recovering  ad  rates  will  be 
juiciest. 


Sales  ($mil) 
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Source.  Worldscope  via  FactSet  Research  Systems. 

Radio  One  is  also  expanding  into  cable,  starting  TV  One 
black-oriented  channel  in  January— teamed  with  powerhoi 
Comcast.  Aiming  at  Viacom-owned  Black  Entertainment  Te 
vision,  TV  One  intends  to  cater  to  what  it  sees  as  underserv 
1 8-to-49-year-old  black  viewers.  Brett  PuL 


Read  All  Over 


A  media  merger  frenzy  may  be  coming  (if 
the  Federal  Communications  Commis- 
sion has  its  way)  or  not  (some  senators 
are  trying  to  stop  the  FCC's  new,  looser 
rules).  But  the  alltime  champ  at  expan- 
sion through  acquisition  will  keep  on 
doing  so,  regardless.  So  says  Robert 
Millen,  manager  of  the  Jensen  Fund, 

about  GANNETT  (77,  GCI). 

Gannett  publishes  the  national  USA 
Today,  as  well  as  100  dailies  in  places 
like  Cincinnati  and 
Wilmington,  Del., 
and  owns  TV  stations 
in  locations  like 
Denver  and  Grand 
Rapids,  Mich.  In  the 
U.K.  it  owns  another 
300  papers.  The  companv  has  produced 
a  15%  return  on  equity  in  each  of  the  las! 
ten  years. 

Gannett  also  is  cheaper  than  it, 
peers.  It  trades  for  18  times  trailing 
earnings,  compared  with  'i  for  Tribune 
and  20  for  Knight  Ridden 


Bio  Dreck 


34       F    O    R    B    K    S 


— Diwv'l  Krugt:r 


Iuly21,20ul 


Mergers  are  pretty  exciting,  especially  in  this 
lean  season  for  them.  But  curb  your  enthu- 
siasm for  the  bid  by  IDEC  PHARMACEUTICALS 
(34,  IDPH)  to  buy  Biogen  in  a  stock-swap  ini- 
tially valued  at  $6.8  billion.  The  deal  would 
create  the  third-largest 
biotech  company. 
Shares  in  an  acquirer 
typically  drop  on  the 
news  of  a  deal,  and 
those  of  the  target 
rise.  Not  here.  They 
have  both  fallen  15% 
since  the  June  23  announcement. 

Why?  There's  very  little  synergy 
between  them,  says  Paul  Abel,  manager  of 
the  Kinetics  Medical  Fund.  By  contrast 
Amgen's  buyout  last  year  of  Immunex, 
which  had  been  working  on  similar  proj- 
ects, boosted  the  Amgen  research  efforts. 
Also,  Biogen  faces  heavy  competition 
with  two  of  its  big  drugs:  Avonex  (multi- 
ple sclerosis)  and  Amevive  (psoriasis). 

As  the  deal  is  structured  now,  some- 
one buying  Biogen  shares  would  get  a 
very  small  merger  premium.  Abel  expects 


fund  managers  who  own  both  will  s 
shares  to  keep  the  new  company  fro 
dominating  their  portfolios.  A  good  pi 
might  be  to  short  Idee  and  cover  at  25. 
— Matthew  Herp 

Switched  Off 

With  the  Nasdaq  composite  up  22%  tt 
year,  are  there  any  tech  bargains  lef 
EXTREME  NETWORKS  (5,  EXTR)  is  down  fro 

its  52-week  high  of  $12  last  summer,  n 

to  mention  its  $124  peak  in  2000. 
But  don't  bite.  The  maker  of  speec 

switches  for  computer  networks  is  a  coi 

sistent  moneyloser. 

In    the    first    nine 

months  of  its  current 

fiscal  year.  Extreme 

lost  $32  million  on 

sales  of  $276  iTiillion. 

Rafael      Resendes, 

president  of  research 

firm  Applied  Finance 

Group,  sees  no  upward  movement  unt 

2004  at  the  earliest.  So  keep  expecting  th 

stock  to  drift  dovmward,  he  says.  Short 

and  cover  at  $  1.50.  —Daniel  Lyor  I 
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ON  MY  MIND 


By  George  C.  Leef,  director  of  the  pope  center  for  fflCHER  educaoon  poucy.  raleigh.  n.c. 

Lowering  the  Bar 

You  don't  need  affirmative  action  to  increase  minority  enrolment  in  law 
schools.  Just  cut  those  steep  tuition  fees. 


the  supreme  courts  recent  decision  that  universities 

may  use  racial  classifications  in  admission  decisions,  as  long  as 
they  aren't  too  mechanical  about  it,  has  many  people  wonder- 
ing whether  there  isn't  a  better  way  to  help  minority  individ- 
uals get  into  top  schools.  In  the  case  of  law  schools,  at  least, 
there  certainly  is  another  way.  If  legal  education  weren't  kept  so 
artificially  expensive,  far  more 
minorities  (and  unafQuent  non- 
minorities)  could  afford  to  get 
into  the  legal  profession. 

Law  school  is  extremely 
cosdy.  Tuition,  fees  and  books  at 
the  typical  urban  school  run 
$25,000  per  year  and  up.  It  takes 
three  years  to  earn  a  law  degree. 
Add  the  student's  opportunity 
cost  of  lost  income  to  the  cash 
outlays  and  you  have  an  ex- 
tremely hefty  investment  A  smdy 
released  last  year  found  that  the 
typical  law  student  graduates 
with  a  debt  of  $84,000. 

Does  a  legal  education  have 
to  cost  as  much  as  it  does?  No. 
Law  school  costs  much  more 
than  it  needs  to  because  lawyers 
benefit  from  having  a  high  bar- 
rier to  entry  into  their  profession. 

The  U.S.  used  to  enjoy  the 
benefit  of  a  free  market  in  legal 


"The  ABA  and  state  har  associations  have 

virtually  made  themselves  the  gatekeepers  for 

entry  into  the  legal  profession." 


who  were  carping  about  too  much  competition.  They  kr 
that  if  educational  requirements  preparatory  to  the  bar  ex 
were  raised,  the  ranks  of  lawyers  would  grow  more  slowly ; 
fees  would  rise.  Basic  economics  and  self-interest  at  work. 
In  only  a  few  states,  including  Alabama,  California 
Washington,  can  a  person  study  on  his  or  her  own,  or  at  a  sch 

not  approved  by  the  ABA  or  si 
bar  association,  and  then  proo 
to  take  the  bar  exam. 

The  aba's  accrediting  bo 
the  Council  of  the  Sectioni 
Legal  Education,  maintains  sts 
dards  that  keep  bw  school  una 
essarily  costly.  Among  them: 

•  Law  schools  must  hav 
three-year  program  of  instructil 
No  matter  that  most  studet 
think  of  the  third  year  as  a  pro 
gious  waste  of  time,  wherein  ti 
simply  accumulate  enough  en 
its  to  graduate. 

•  Teaching  loads  of  facu 
members  are  kept  ligJiL  Many  1 
professors  spend  only  four  hoi 
per  week  instructing  studen 
thus  driving  up  manpower  cos 

•  Law  schools  must  ha 
expensive  trappings.  The  A 
rule  says  that  the  facihties  mi 
not  have  "a  negative  and  mater 


education.  In  the    9th  and  early  20A  cenmries  there  were  sev-  effect"  on  students'  education.  That  vagueness  gives  die  A 

eral  paths  mto  the  legal  profession.  One  was  to  smdy  law  solo,  as  great  leverage  to  demand  expensive  building  improvements. 
Abraham  Lmcoln  did.  Anodier  was  to  become  an  apprentice  in  You  might  ask:  Don't  we  need  diree  years  (or  even  more) 

a  law  office  and  learn  on  the  job,  as  Clarence  Darrow  did.  The  legal  study  for  lawyers,  given  die  great  volume  and  complexity 

tiurd  option  was  to  attend  a  law  school,  most  of  which  offered  a  law  we  now  have? 


one-  or  two-year  com-se  of  study.  Only  a  small  number  of  elite 
schools  had  a  three-year  oin  ic;.iurrL 

In  1921  the  American  B^r  Association  began  pressuring  state 
officials  to  adopt  its  prefened  («k!  high-cost)  standards  for  legal 
education.  Most  states  did  so,  and  to  J  /  only  a  handftd  allow  a 
prospective  lawyer  the  freedom  to  choose  how  he  or  she  will 
prepare  for  the  bar.  The  ABA  and  state  bar  associations  have  vir- 


No.  The  truth  is  that  very  litde  of  what  lawyers  need  to  kn< 
is  learned  in  law  school  Every  field  of  law  is  so  vast  that  the  m. 
any  student  can  do  is  scratch  the  surfece.  Virtually  everything 
practicing  attorney  needs  to  know  he  or  she  learns  after  takii^ 
job.  Often  lawyers  wind  up  practicing  in  a  field  they  barely  stu 
ied  in  school,  and  their  competence  doesn't  suffer  one  bit     J 

If  we  were  really  concerned  about  making  legal  serv2 


t,,-,\u,  .,,^A^  .u         I  I           .                                                             11  "t  wcic  icduy  concernea  aooui  maKing  legal  servK 

n^y  made  themselve.  the  gatekeepers  for  entry  into  the  legal      more  affordable  and  enabling  more  minorltiel  to  have 

profession.  ,                   •       i           /- 

If  wasn't  ^r.n  I                 -l^                                             soot  ^t  entering  the  professiou,  wc  would  tum  back  the  c1o( 

xJZnZl^Zr^^   -ho  were  complaining  about      to  the  days  before  legal  education  was  controlled  by  d 

low  standards  and  11  .u  .wyers.  FLuher,  it  was  lawyers      lawyers' union. 
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All  new.  And  more  Accord  than  ever. 


OHORTJafll. 


FOLLOW-THROUGH 


APRIL  15.  2002 


Feasting  at  Tiffany's 


It  takes  more  than  low-priced  merchandise  and  a  presence 
in  suburban  malls  to  dilute  the  Tiffany  brand.  Notwith- 
standing our  worries  over  its  strategy,  Tiffany  &  Co. 
ended  2002  with  sales  up  6%  and  profits  up  9%.  Driven  by 
sales  of  big-ticket  items  like  engagement  rings  and  jewelry  in 
the  sky-high  $50,000-and-up  category,  the  momentum  con- 
tinued in  the  first  quarter,  with  sales  up  14%  and  profits  up 
10%.  Tiffany  even  seemed  immune  to  SARS:  Despite 
dismal  results  in  April,  the  Hong  Kong  opera- 
tion eked  out  a  1%  gain  in  same-store  sales 
for  the  quarter  ended  Apr.  30. 

Next  move:  an  investment  in  Temple  St. 

Clair,  a  New  York-based  maker  of  baubles  sold 

in  specialty  stores  like  Bergdorf  Goodman,  to 

help  it  build  a  nationwide  chain  of  retail 

stores.  Two  Temple  outlets  are  scheduled  to 

open  by  year-end.  Tiffany  will  not  sell  the 

collection  in  its  own  stores.     — Leigh  Gallagher 


AUGUST  12,  2002 


No  Shelter  for  Lawyers 


Expanding  its  war  on  tax  shelters,  the  Internal  Revenue  Service  is  going  after 
the  law  firm  we  fingered  in  a  story  1 1  months  ago.  We  described  how  Paul 
Daugerdas,  who  heads  the  Chicago  office  of  500-lawyer  Jenkens  &  Gilchrist, 
appeared  to  have  been  marketing  a  push-the-limits  tax  dodge.  In  mid- June  the 
IRS  demanded  that  Jenkens  turn  over  names  of  clients  of  its  Chicago  office  who 
have  used  certain  shelters  the  IRS  deems  abusive.  The  government  claims  that 
600  clients  generated  a  minimum  of  $4  million  each  and  in  some  cases  more 
than  $50  million  in  artificial  tax  losses.  Jenkens,  which  has  defended  its  tax 
advice,  says  it  will  fight  the  IRS  demand  as  a  breach  of  attorney-client  confi- 
dentiality. IRS  Chief  Counsel  B.  John  Williams  Jr.  argues  that  client  names 
rarely  enjoy  such  privilege  and  that  Daugerdas  wasn't  fiinctioning  solely  as  an 
attorney  anyway,  but  as  a  shelter  promoter.  —Jatjet  Novack 


SEPTEMBER  17,  200r 


Art  Trumps  Privacy 


Two  new  rulings  add  some  clarity  to  the 
muddy  clash  between  the  First  Amendment 
and  so-called  right-of-publicity  laws, 
intended  to  give  people  the  right  to  control 

the  use  of  their  identity.  One  case  involves  

Rosa  Parks'  challenge  to  the  rap  group  OutKast,  who  used  her  name  as  a  song 
title.  In  May  the  Sixth  Circuit  Court  of  Appeals  ruled  that  Parks  was  entitled  to 
a  trial  because  the  song— which  wasn't  about  her— arguably  exploited  her 
name  only  as  a  selling  tactic,  which  is  barred  under  right-of-publicity  laws. 
Tiger  Woods  brought  a  suit  against  artist  Rick  Rush,  who  was  seUing  prints 
called  "The  Masters  of  Augusta"  depicting  Woods.  In  June  the  same  Court 
threw  out  Woods'  case;  here  the  artist's  right  to  free  expression  trumped 
Woods'  right  to  control  the  use  oi  \\U  image.  —Ashlea  Ebeling 


A^j^iur-i'i:^ 


85  YEAr 

Note  to  Jayson  Blair  The  man  wh 

has  built  up  the  most  respected  newspaper 

America  declares  that  it  is  easy  to  attain  soccei' 

if  the  simple  principles  imbibed  at  the  mothert 

kne^^^^^pntiously  practiced  throughoj 

f  life.  This  man  is  Adolph  ! 

^  Ochs,  controlling  owner  an 

publisher  of  the  New  Yoi. 

y   Times.  The  7;mes  is  an  err 

bodiment  of  its  publisher 

f**-^  ^  i-  dictum  that  the  adoption  c 

^  honest  principles  and  the  et 

ercise  of  daily  diligence  an 
Adolph  S.  Qchs        ^^g  p^33p^^^^  ^^  ^^^^^^^  ,.^ 

attempt  no  sensational  'stunts';  we  never  Try  t 
'manufacture'  news,"  Mr.  Ochs  said  modestly. 

50  YEARS  AGO  IN  FORBES 

Pf  izer's  Wonder  Drugs  nke  mo. 

drugmen,  Charles  Pfizer  &  Co.  was  hurt  by  laa 
year's  streptomycin  and  penicillin  cut-pricing 
But  topkick  John  McKeen  kept  some  earning! 
headway  partially  because  he  held  a  trump  com 
petitors  did  not:  Terramycin.  McKeen  put  hi! 
$86.9  million  charge  into  antibiotics  shortly  afte) 
taking  over  three  years  ago.  They  have  sinc( 
bounded  to  more  than  half  of  gross.  But  fo| 
McKeen,  wonder  drugging  is  not  enough.  Lasi 
month  he  added  another  string  to  his  bow,  agreet 
ing  to  market  Syntex  Co.  (of  Mexico  and  Puertd 
Rico)  steroids. 

In  June  Pfizer  touted  its  new  antismoking  drui 
varenicline,  with  hopes  it  would  become  a  block 
buster  for  the  New  York-based  company. 

25  YEARS  AGO  IN  FORBES 

The  Unresponsive  FCC 

For  18  months  Congressman  Lionel  Van  Deerlii 
has  been  assembling  research  and  testimony  t( 
rewrite  the  Communications  Act  of  1934,  whict 
created  the  Federal  Communications  Commission 
Van  Deerlin  is  no  fan  of  the  FCC.  He  accuses  it  o 
"nonresponse  or  very  slow  response "  to  techno 
logical  change.  He  wants  a  time  limit  for  FCC  ac 
tion  and  a  congressional  mandate  "that  puts  the 
onus  on  old  technologies  to  prove  that  new  ones 
are  inimical  to  the  public  interest. "  In  other  words 
you  don't  ban  pay-TV  simply  because  it  may  bur 
the  owners  of  existing  TV  stations.  w 
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It  survive  only  in  the  cleanest  waters.  With  breakthroughs  in  water 
fication,  Hitachi  is  using  technology  to  sustain  this  precious  natural 
urce.  And  to  address  other  important  environmental  issues,  including 
reduction  of  atmospheric  CO2.  From  advanced  battery  solutions  and 
trie  vehicle  management  systems  to  energy-saving  solutions  for 
dings  and  manufacturing  facilities,  Hitachi  believes  in  a  simple  idea: 
technology  is  never  for  its  own  sake  but  for  the 

="'  INFRASTRUCTURE 

efit  of  all.  As  an  innovative  global  solutions  company,  ^ — n. 

chi  touches  your  life  in  so  many  ways.  To  understand  |      it    •  medical 

'  Hitachi  is  benefiting  your  world,  visit  us  on  the  Web  l^—^ 

see  technology  in  action. 


ENVIRONMENT 


HITACHI 

Inspire  the  Mext 


hUp://giobal. 


Qutfront 


www.forbes.com 


AMERICA  ONLINE  HAS  SPENT  MORE  THAN  A  YEAR 
under  siege.  Last  summer,  as  the  heat  scorched  its 
Dulles,  Va.  campus,  high-speed  broadband  rivals 
were  raiding  its  base  of  26  million  U.S.  customers. 
Reports  of  accounting  irregularities  were  surfac 
ing.  And  Robert  Pittman,  the  AOL  chief  who 
had  been  viewed  as  the  next  chief  executive  of 
parent  AOL  Time  Warner,  resigned. 
Days  later  AOL  Time  Warner  disclosed  that  the  feds  were 
investigating  the  online  unit's  accounting.  Employee  morale 
plunged  as  TV  news  helicopters  hovered  over  headquarters 
and  reporters  stood  outside  the  main  entrance,  wielding 
microphones  and  asking:  "Will  America  Online  be  the 
next  company  to  collapse?" 

But  instead  of  collapsing,  AOL  shows  signs  of  a  turn- 
around. The  online  service  had  become  paralyzed  by 
handwringing  and  complacency,  prompting  some  insid- 
ers to  call  the  fifth-floor  executive  suites  "the  wax 
museum."  In  the  rapid-fire  Internet  business,  AOL  put  out 
new  software  only  once  a  year.  But  since  a  new  outsider 
took  charge  last  August— former  USA  Information  &  Ser- 
vices chief  Jonathan  Miller— AOL  is  up  to  speed.  It  just 
announced  a  summer  upgrade,  its  diird  in  nine  months.  A 
big  push  into  broadband  is  under 
way,  with  a  panoply  of  new  pay 
services  due  later  this  year.  Even 
the  bleak  advertising  picture  is 
looking  up. 

"It's  trending  in  the  right  di- 
rection," Miller  says.  "There  are 
signs  of  life."  His  boss,  AOL  Time 
Warner  Chairman  Richard  D.  Par- 
sons, declares:  "All  of  the  people 
who  have  been  ready  to  write  the 
obit  for  AOL  will  have  to  put  that 
back  in  the  drawer.  .•VOL  ain't  dead. 
It's  going  to  surprise  some  people." 
In  the  first  qiuuter  die  Amer- 
ica Online  unit  I\ad  '.iperAling  in- 
come (net  before  depacia- ion,  in- 
terest   and     taxes)     of    $404 


Under  siege  for  more  than  a  year, 
America  Online  is  on  the  mend. 

BY  BRETT  PULLEY 
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llion — up  18%  from  a  year  ago — 

lich  represents  20%  of  the  parent 

mpany's  operating  income.  It  v/as 

Iped  by  a  1 5%  increase  in  new  on- 

e  advertising,  and  the  second  quarter 

o  is  expected  to  show  a  rise — this, 

er  a  42%  decline  in  2002. 

aOL's   new   broadband   service, 

inched  in  March,  is  showing  strong 

)wth  already.  The  new  service  is 

own  by  insiders  as  B.Y.O.A.,  or 

■ing  your  own  access,"  because  cus- 

ners  buy  their  broadband  access 

m  their  cable  or  telephone  company 

$30  to  S40  a  month,  then  pay  AOL 

5  a  month  for  enhanced  features, 

uch  as  better  spam-blockers  and 

added  protections  for  kids.  New 

premium    products    include    a 

music  subscription  service  that 

competes  with  Apple's  hot  new 

ITunes  and  a  voice  mail  service 

that  interacts  with  e-mail. 

More  premium  services  are 

coming  this  year,  bringing  in 

extra  per-subscriber  fees  of 

$3  to  $9  a  month. 

But  the  sign-up  rate  for 
the  new  broadband  AOL 
hasn't  yet  caught  up  with 
the  quit  rate  for  old-line 
subscribers.  In  the  first 
quarter  AOL  had  a  net  loss 
of  289,000  customers, 
many  of  whom  left  for 
competitors'  high-speed 
services.  Nonetheless,  the 
exodus  is  slowing,  and  AOL 
execs  are  sounding  confident. 

When  Miller  took  over  last    

August,     employees     were 

deadened  by  the  fallout  from  the  merger  of  AOL  and 
Time  Warner.  Managers  once  bent  on  get-rich-quick 
dreams  struggled  to  cope  with  the  Internet  bust  and 
worthless  stock  options.  Warring  factions  had  formed 
among  the  online  unit's  18,000  employees,  and  the  dread 
of  whatever  disaster  might  strike  next  was  pervasive. 

Miller,  46,  first  had  to  get  everyone  to  agree  the  com- 
pany was  in  trouble.  "We  had  to  face  up  to  our  demons," 
he  says.  He  set  a  few  clear  goals:  AOL  had  to  regain  its  role 
as  a  leader  developing  breakthrough  prod- 
ucts; it  had  to  hold  on  to  its  old  dial-up  cus- 
tomers and  push  them  into  broadband;  and 
«« ...uocu...       AOL  had  to  get  advertising  moving  again. 


Teutonic  Trouble 


t  has  become  the  deal  from  hell.  When 
AOL  Time  Warner  agreed  last  year  to 
pay  $6.75  billion  in  cash  for  the  50% 
stake  in  AOL  Europe  held  by  Bertels- 
mann, AOL  got  Bertelsmann  to  kick  back 
$400  million  for  ads  on  America  Online. 
Bad  move.  The  SEC  wants  AOL  to  reclas- 
sify the  ad  revenue  as  a  reduction  in  the 
price  paid  to  Bertelsmann. 

Now  it  is  Bertelsmann's  turn  to  catch 
heat.  In  a  little-noticed  lawsuit  filed  in 
state  court  in  Santa  Barbara,  Calif.,  two 
former  Bertelsmann  wunderkinder  claim 
they  brought  together  AOL  and  Bertels- 
mann and  are  owed  a  whopping  $3.5 
billion  share  of  the  loot  Bertelsmann 
wrangled  out  of  AOL. 

Who  are  these  guys?  In  their  com- 
plaint Jan  Henric  Buettner  and  Andreas 
von  Blottnitz  say  they  are  "entrepre- 
neurs who  since  1990  have  been  instru- 
mental in  developing  the  European  on- 
line media  market."  In  1994  they  hooked 
up  with  Bertelsmann's  Thomas  Middel- 
hoff,  who  wanted  to  use 
their  online  expertise  as  a 
"stepping-stone"  to  the 
chief  executive  office  at 
Bertelsmann,  they  claim. 

With  promises  of  a 
share  of  the  equity  in  a 
potential  joint  venture, 
Buettner  and  Von  Blottnitz 
say  they  introduced  Mid- 
delhoff  to  Bill  Gates  and 
AOL's  Steve  Case,  who 


Cyberclimber: 
Thomas  Middelhoff. 


ended  up  doing  the  deal  with  Bertels- 
mann that  became  AOL  Europe.  Putting 
their  "hearts  and  souls"  into  building 
and  running  the  business,  the  two  take 
credit  for  most  of  AOL  Europe's  early 
success.  Buettner  was  chief  executive  of 
AOL  Europe  until  he  left  in  1997  to  set  up 
venture  capital  deals  for  Bertelsmann  in 
California.  Von  Blottnitz  oversaw  the 
company  until  1999,  when  he  left  to  run 
something  called  Expertcity.com. 

But,  they  claim,  when  the  pair  de- 
manded their  equity  stake  in  AOL  Europe 
in  1999  Middelhoff  stiffed  them.  So  they 
sued.  "They  have  no  case,  and  we  will  be 
victorious,"  asserts  the  attorney  for  Ber- 
telsmann and  Middelhoff,  Anthony  Mur- 
ray of  Los  Angeles  firm  Loeb  &  Loeb. 
Middelhoff  recently  landed  at  Investcorp 
after  being  pushed  out  of  Bertelsmann 
last  year.  "He's  a  great  guy,  and  we'll  do 
fine,"  Murray  says. 

Buettner  and  Von  Blottnitz  won't 
comment.  They  have  hired  hardball  Los 
Angeles  trial  attorneys 
Quinn  Emanuel  Urquhart 
Oliver  &  Hedges  to  battle 
on  their  behalf.  Partners  in 
the  firm,  notorious  for 
dressing  in  Hawaiian  shirts 
and  flip-flops,  will  have  to 
toil  through  the  summer. 
After  failing  to  get  the  case 
dismissed,  Bertelsmann 
must  go  to  court  Sept.  15. 
—Seth  Lubove 


Jonathan 

Miller  is 

bringing  AOL'S 

'wax  museum" 

back  to  life. 


senior  executives  at  the  online  service,  10  left  the  company. 
"There's  been  a  significant  amount  of  organizational  develop- 
ment and  new  blood,"  Miller  says.  "A  lot  of  people  used  to  come 
here  and  think  it  was  about  getting  rich  quick.  My  whole  mes- 
sage has  been  that  it's  about  the  work.  This  place  has  gone  back 
to  work." 

For  many  employees  it  all  crystalized  last  December,  when 
execs  gathered  in  Miller's  officer  to  pore  over  a  multimillion-dol- 
lar development  plan  for  the  coming  year.  A  day  later  Miller  ruled: 
"I  said  'Yes,  we'U  do  it,'"  he  recalls,  skipping  AOL's  penchant  for 
weeks  of  agonizing  and  second-guessing  by  layers  of  senior  man- 
agers. "My  response  was  so  fast  that  people  did  not  know  how  to 
react.  No  one  had  ever  just  said  'yes.' " 

Jeffrey  D.  Kimball,  an  eight-year  veteran  and  product  devel- 
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Outfront 

Facing  Its  Demons 

As  high-speed  Internet  broadband  expanded  and  advertising  fell  off,  AOL's  dial-up  narrowband  service  was  hurt. 


Total  households  using 
broadband  (mil) 


America  Online, 
total  worldwide 
subscribers  (mil) 


21.4 


15.7 


Ag^g   Operating  Income, 
first  quarter  ($mil)^ 


'01 


Advertising 
revenue,  first 
quarter  ($mil) 


$226 


I 


■03 


'Projected.  ^End  of  first  quarter.  ^'Reported  as  Ebitda.  Sources:  Jupiter  Research;  America  Online. 


opment  executive,  says,  "This  isn't  a  com- 
pany that  plods  along  anymore.  People 
are  eating  and  sleeping  change." 

The  new  blood  includes  Lisa  Hook,  a 
former  Time  Warner  telecom  executive 
who  now  runs  broadband.  When  she 
took  the  job  last  year  wary  employees 
questioned  her  group's  viability.  At  the 
time,  Hook  had  a  staff  of  8.  She  now  has 
125  people,  and  hundreds  more  from 
other  departments  work  with  her  unit. 
Miller  says  he  will  "double  down"  on  the 


broadband  bet  in  the  coming  year. 

AOL  also  has  replaced  dealmakers 
who  lined  up  outside  content  in  favor  of 
creative  types  who  worked  at  NBC  and 
Nickelodeon  and  now  try  to  forge  unique 
new  AOL  services.  James  Bankoff,  who 
heads  programming,  is  releasing  new 
broadband  programs  later  this  year, 
including  totally  redesigned  formats  for 
children  and  teenagers. 

AOL's  biggest  foes,  Yahoo  and 
Microsoft's  MSN,  are  sure  to  keep  pace. 


But  a  year  ago  AOL  was  not  even  in  th 
race.  Now,  by  again  becoming  a  speed 
innovator,  it  has  a  real  chance  of  beatin 
the  competition.  It  wants  to  do  more  tha 
hold  onto  26  million  U.S.  customers. ! 
wants  to  gain  a  lot  more.  One  good  sigr. 
In  past  years  AOL  introduced  its  annuc 
software  upgrade  in  October,  too  late  fo 
computer  makers  to  bundle  it  in  PCs  sol 
during  the  holiday  season.  Version  9.0  i 
coming  out  this  summer,  and  it  will  b 
under  a  lot  of  Christmas  trees.  I 


Name  That  Rap  Tune 

If  people  talking  on  cell  phones  annoy 
you,  wait  until  you  hear  the  rings. 

BY  VICTORIA  MURPHY 

WIRELESS  CARRIERS  HAVE  HAD  A  TOUGH  TIME  GETTING 
U.S.  consumers  to  pay  for  cell  phone  extras  like  weather 
reports  and  movie  listings.  There's  one  burgeoning 
exception:  ring  tones. 

Tinny  renditions  of  everything  from  Mission 
Impossibles  theme  song  to  the  sounds  of  flatulence 
(no  kidding)  will  soon  be  playing  on  a  phone  near 
you.  Probably  the  most  popular  tune  downloaded 
so  far:  rapper  50  Cent's  hit  "In  Da  Club." 

In  Japan  and  Europe  ring  tones  are  already  a 
$5  billion  busines.^.  In  the  late-starting  U.S.,  ring- 
tone  sales  are  expected  lo  be  two  times  the  dollar 
volume  of  CD  singles  by  the  end  of  this  year,  reach- 
ing above  $50  million,  says  research  firm  IDC. 
Some  10  million  musi<.  i:  ivers  'vill  download  them. 
Already  reggae  star  Sean  I'aul's  hit  single  "Get 
Busy"  has  sold  more  ring  [oa,.-^  than  CD  singles, 
some  $400,000  worth.  This : ,  music  u-  ;he  enter- 
tainment industry,  as  the  market  for  sol;;  .songs  on 
discs  has  collapsed  from  its  peak  oi'  V.71  million 
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in  1997,  victim  of  pirating  services  like  Kazaa  and  Morpheus. 

Early  adopters  in  the  U.S.  are  shelling  out  around  $1  fo 
15-second  clips,  most  often  over  the  Web  from  tiny  outfits  lik 
Zingy  and  Monotones,  as  well  as  Vivendi  Universal's  Movist 
unit.  Either  accept  a  charge  to  your  phone  bill  or  submit  a  credi 
card,  indicate  mobile  number  and  model,  and  your  song  choic 
pops  up  like  a  text  message  on  the  handset.  You  then  assign  di. 
tone  to  every  caller,  or  to  just  a  few.  (A  lover's  call,  for  example 
could  trigger  Sir  Mbc-A-Lot's  "Baby  Got  Back") 

Several  carriers  are  selling  tones  direcdy  to  phones,  cuttini 
out  the  middlemen.  Sprint  PCS  last  August  launched 
$15-per-month  deal  that  throws  in  sports  scores 
text  messaging  and  stock  quotes.  Ring  tone  an(| 
screen  saver  downloads  so  far  have  outpace( 
games  fivefold  (10  million  diis  June). 

Music  publishers  typically  receive  royalties  o 
10%  from  songs.  If  artists  wTite  their  own  tunes 
they  get  a  cut  of  up  to  50%.  BMI,  which  license 
performance  rights  to  4.5  million  songs,  expect 
to  add  $7  million  to  its  $600  million  in  annua 
royalties  from  ring  tones  sold  in  the  U.S. 

Even  better  for  the  music  industry  is  that  ead 
ringing  cell  phone  could  market  a  song,  especiall] 
to  youngsters  with  money  to  burn.  "These  kidi 
are  like  little  radio  stations  broadcasting  to  oui 
target  audience,"  says  Michael  Nash,  a  vice  pres 
ident  with  Warner  Music  Group.  1 1 
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lOrmation  between  a  multitude  of  assets.  Northrop 


imman  enables  vital  communications  to  flow — instantly  arid  accurately— among  ships,  sat^Uites, 


:raft,  armies  and  submarines.  This  unprecedented  interconnectivity  is  welt  demonstrated  by  our  Joint 
veillance  Target  Attack  Radar  System  (Joint  STARS),  the  E-2C  Hawkeye,  and  the  AQS-24  Mine  Hunting 


nar.  These  are  among  the  most  advanced  battle  management  systems  in  the  world.  Joint  STARS 
tects,    locates,  .tracks   and   targets   hostile   ground   forces,   delivering   the   information   securely  in 


l-time  to  both  Air  Force  and  Army  commanders.  The  E-2C  and  thesrAClS-2'4vire  the  eyes  and  e^ 

vy  fleet.  Together,  these  interoperable  assets  enable  everyone  to  see,  hear  anil  react  to-aiiy  threat. 


w.  northropgrumman.com 

3  Northrop  Grumman  Corporation 


NORTHROP  GRUMMAN    Defining    the    future 
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Excuse  Me,  Are 
You  a  Terrorist? 

After  six  years  of  giving,  Cisco  Systems 
decided  in  May  to  suspend  matching 
the  charitable  gifts  made  by  its 
employees  ($2.9  million  last  year). 
Money  problems?  Nope.  Cisco  is  wor- 
ried about  new  guidelines  from  the 
U.S.  Treasury  advising  how  to  avoid 
funding  terrorists.  "The  [Cisco]  Foun- 
dation doesn't  want  to  have  to  be  a 
watchdog,"  says  a  spokeswoman. 

No  charity  wants  to  see  its  money 
end  up  in  the  hands  of  terrorists,  but 
this  looks  like  a  case  of  a  well- 
intentioned  government  idea  gone  too  far.  The  guidelines 
have  upset  the  charitable  world  and  crimped  international 
giving.  "If  we  did  everything  they're  asking,  we'd  go 
from  making  400  grants  a  year  to  30."  says  Kavita  k 
Ramdas,  president  of  the  Global  Fund  for  Women.      ^^ 

One  guideline  asks  charities  to  determine  whether 
the  bank  of  a  foreign  recipient  of  a  donation  is  a  shell 
and  whether  it  has  anti-money-laundering  controls  in 
place.  "Foundations  aren't  equipped  to  do  things  like  check 
on  banking  relationships,"  says  Janne  G.  Gallagher,  general 
counsel  at  the  Council  on  Foundations. 

Nor  do  they  want  to  comb  through  three  government 
lists  of  people  and  organizations  identified  as  terrorists. 
Charities  also  are  expected  to  determine  whether  the  ben- 
eficiaries of  the  money  are  "otherwise  associated  with" 
people  who  threaten  to  commit  terrorism.  They  might  want 
to  hire  the  CIA  to  check  that  out.  -By  Kerry  A.  Dolan 


Take  the  Money  and  Run 


You  don't  have  to  be  a  bad  guy  to  make  crime  pay.  Charlesi 
Moose,  the  sniper-case  police  chief  in  Montgomery  County,  m 
just  quit  his  $160,000  job  to  write  and  lecture-and  alreJ 
pocketed  close  to  $20,000  last  month  in  a  speech  to  building  manage 
He  also  reportedly  copped  a  book  deal  and  a  Hollywood  consulting  g 
Moose  is  far  from  being  first  on  this  crime  beat.  -By  Allison  Fs 


WILLIAM  J.  BRATTON 

The  former  New  York  police  boss 
bagged  some  $20,000  per 
monthly  speech  over  a  six-year 
period.  Alas,  love  of  police  work 
lured  him  back,  this  time  to  L.A. 

\    BERNARD  KERIK 

NYC  police  commissioner  on 
Sept.  II,  2001.  Commands 
as  much  as  $40,000    ^, 


Bye-bye  thugs, 
hello  speechwriter: 
Chief  Moose. 


per  speech  and  can  sub  for  t 
more  expensive  ($I00,00(, 
Rudolph  Giuliani. 

MARK  FUHRMAN 
The  O.J.  Simpson  detective  has 
daily  radio  show  in  Spokart 
Wash,  and  his  fourth  book  is  di 
in  September.  Speai 
once  or  twice  a  year, 
$10,000  a  pop. 

OARYL  GATES 
After  leaving  L.J 
police  job  heg 
$10,000  or  ! 
per  talk.  Toda;, 
Can't   buy 
speech. 


I  3X  ClllQ        ^^^  ^°^^  economy  has  left  states  with  an  aggregate  budget  gap  of  more  than 
I  ■  •  $50  billion  for  fiscal  2004  and  coast-to-coast  plans  for  tax  hikes.  Yet  that  hasn't 

WdST6        ^^*^''''^*^  ^°'"^  g°^^''"0''s  from  pushing  pet  spending  programs.    -ByLaceyRosc 


State/governor 


CalKornia/Gray  Davis 
Michigan/Jennifer  Granholm 
New  Jersey/Jim  McGreevey 
Ohio/Bob  Taff 
Penns^Jvania/Ed  Rendell 
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Deficit  as 

%of 
spending      Spending  boondoggles 


$6.6  million  to  get  people  to  buy  zero-emission  vehicles 
$3.5  million  for  removing  abandoned  tires 
$2.5  million  to  keep  state  museums  looking  spiffy 
$1.1  million  for  promoting  Ohio  grapes 
$35  million  for  better  fishing  and  boating 


■  for  tiscar  2003, 

I'tWeb  sites:  state  budget  offices:  tlw  American  Legistalive  Exchange  Council. 
!iicos,  visit  wwwfoites.com/staiedeficils. 
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imklVi,  I'VE  GOT  A  TECH  ABOUT  A  MILE  FRi 


Nextel  Wireless  Business  Solutions  give  you  a  unique  advantage:  Getting  the  job  done. 

If  you're  not  constantly  connected  to  your  field  force,  you  can  never  really  know  their  location  or  their  availability. 
So.  you  guess.  At  Nextel  we  provide  the  applications  and  technology  that  keep  you  actively  involved  with  your 
crew.  Improving  the  way  you  manage  your  mobile  operations  with  special  applications  for  your  vehicle  fleets  and 
logistics.  And  allowing  you  instant  contact  with  DIRECT  CONNECT,^  our  nationwide  digital  walkie-talkie.  So  you're 
less  likely  to  commit  a  "guess."  Call  877  NEXTELC  or  log  on  to  Nextel.com  for  industry-specific  wireless  solutions. 


The  BlackBsrrf  6510 
I  mm  Nextel.  The  only  My  loaded 
SlackBerry "  with  a  cellphone 
and  digital  walkie-talkie  that 
works  nationwide.  The  ultimate 
wireless  business  too!. 
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ikBerry  and  RIM  families  of  related  marks,  images  and  symbols  are  the  e/xlusive  properties  and  trademarks  or  registered  trademarks  of  Research  In  Motion  Limited  - 
pSfmission.  ©2003  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel,  the  Nextel  logo,  Direct  Connect  and  the  Driver  Safety  logo  are  trademarks,  service 
nd/or  registered  marks  of  Nextel  Communications,  Inc.  Direct  Connect  coverage  may  vary  from  location  to  location.  Check  for  availability  in  your  local  calling  area, 
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The  Doctor  Is  Out 

The  U.S.  is  frighteningly  short  of  specialists.  The  problem  could 
fix  itself  if  policymakers  would  let  the  market  take  its  course. 

BY  HEIDI  BROWN 


WHERE  DID  ALL  THE  MEDICAL 
specialists  go?  Across  the  coun- 
try, anesthesiologists,  radiologists 
and  child  psychiatrists  are  in  short  supply, 
and  consumers  are  paying  the  price — in 
higher  fees,  longer  waits  and  sketchier 
care.  In  Wisconsin  and  Michigan  young 
radiology  residents  with  no  board  certifi- 
cation are  working  as  full-time  radiolo- 
gists, without  the  knowledge  of  the 
patient  or  referring  doctor.  In  New  York 
women  are  waiting  up  to  six  months  for  a 
mammography  screening.  Ditto  for 
patients  at  Thomas  lefferson  Hospital  in 
Philadelphia. 

The  number  of  specialists  in  the  U.S. 
has  not  been  growing  quickly  enough  to 
meet  the  needs  of  a  U.S.  population  that 
is  both  aging  and  expected  to  grow  18% 
between  2000  and  2020.  Since  the  mid- 
1990s  growth  in  the  number  of  proce- 
dures performed  has  been  4.5%  per 
year,  while  the  number  of  specialists 
graduating  per  year  has  stayed  flat.  The 
Journal  of  the  American  Medical  Associ- 
ation found  in  a  2000  study  that  demand 
for  intensive-care  doctors  will  outstrip 
supply  by  35%  over  the  next  30  years. 
"There's  always  been  a  shortage  of  spe- 
cialists in  rural  areas,"  says  Richard 
Cooper,  a  hematologist  and  director  of 
the  Heahh  Policy  Institute  at  the  Med- 
ical College  of  Wisconsin  in  Milwaukee. 
"What's  new  is  the  shortage  in  urban 
areas,  especially  large  teaching  hospi- 
tals." Cooper  foresees  a  150,000-doctor 
shortfall  by  2020. 

Fatal  errors  are  just  waiting  to  happen. 
"A  first-year  radiology  resident  at  my  hos- 
pital was  reading  chest  X  rays  to  screen 

By  the  Numbers 


organ  donors  for  cancer  before  transplant 
surgery,"  says  Kelly  Ludema,  35,  assistant 
professor  of  radiology  at  Michigan  State 
University.  "Surgeons  were  going  on  the 
word  of  a  first-year  resident." 

Cripplingly  high  premiums  for  med- 
ical malpractice  insurance  have  taken 
most  of  the  blame  for  the  doc  shortage, 
but  an  equally  guilty  party  is  the  federal 
government's  screwed-up  method  of 
allocating  residency  slots  at  medical 
schools.  Congress  has  enormous  influ- 
ence over  how  many  residency  spots 
there  are  at  each  of  the  country's  126 
medical  schools  and  therefore  over  73% 
of  physicians  entering  the  work  force 
(the  rest  come  from  other  countries).  It 
does  this  through  its  control  of  Medicare, 
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which  fimds  many  of  the  residency  pr 
,  grams  and  fellowships  that  doctors  u| 
to  get  their  specialty  training. 

In  1981  a  panel  established  by  t 
Department  of  Health  &  Human  Servic 
predicted  that  by  2000  the  country  wou 
have  145,000  excess  doctors.  The  fortun 
tellers  were  a  bit  off  In  1993  a  new  par 
made  a  similar  prediction  that  by  20( 
there  would  be  165,000  excess  specialis 
They  figured  that  ascendant  HMOs  wou 
use  more  primary-care  docs,  not  bra 
surgeons.  Specialist  residency  spots  begt 
vanishing.  The  bureaucrats  didn't  fores 
the  dizzying  number  of  new  specialize 
tests  that  so  appeal  to  aging,  affluent  bal 
boomers.  "We  were  wrong,"  admits  Ca 
J.  Getto,  the  panel's  chairman  and  j 
associate  dean  at  the  University  of  Wi 
consin  Medical  School. 

Technologies  such  as  teleradiology  a 
an  attempt  to  fill  the  gap.  By  zappin 
chest  X  rays  over  the  Internet,  radiologis 
in    India    can    provide    readings 
internists  at  Johns  Hopkins,  Mayo  Clin 
and  Harvard.  It  seems  to  be  only 
matter  of  time  before  remote  dia| 
nosis  work  gets  shipped  off  to  tj- 
Philippines,  Australia  and  Malaysia 
But  medicine  needs  the  mark 
to  dictate  what's  needed  and  whei 
There's  growing  demand  at  son- 
training  hospitals  and  the  America 
College  of  Radiologists  to  ease  lim 
tations  on  international  medical  sti 
dents  and  physicians.Wealthy  inst 
tutions  such  as  Mayo  Clinic  and  th 
Cleveland  Clinic  sponsor  some  res 
dency  programs  the  way  employei 
sponsor  M.B.A.s.  This  year  Senate 
Jack  Reed  (D-R.I.)  plans  to  reintrc 
duce  a  bill  to  raise  an  additional  $ 
billion  a  year  to  fund  residencit 
through  a  1.5%  assessment  on  pr 
vate  health  insurance  premium: 
There  was  no  action  on  the  bill  whe 
it  was  first  introduced  in  1999.       I 


5, 


Number  of  general 
radiologists  currently 
serving  Denton  County, 
Texas,  (pop.  433,000). 


4. 

BNinnberof 
jobs  avc;:  .hie  per 
orthopedK     "geon 
nationwide. 


150,000 


Sources:  Richard  A.  Cooper:  Family  Radiology:  Stafi  Care. 
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Predicted 

shortfall 

of  specialists  by  2020. 


25, 


Number  of  new 
medical  schools  needed  to 
alleviate  one-third  the  projected 
shortage  of  physicians. 
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Blinded  by  the  Light 


SHOPPING  FOR  GROCERIES  WHEN  YOU'RE  HUNGRY  IS  PROBABLY  A  BAD  IDEA. 
So  is  picking  stocks  when  you're  in  a  good  mood.  Such  is  the  lesson  of  a  quirky 
new  study  by  two  finance  professors  from  Ohio  State  and  the  University  of 
Michigan,  David  Hirshleifer  and  Tyler  Shumway.  Contrary  to  efficient-market  the- 
ory, which  states  that  stock  prices  are  rationally  determined  by  ail  available  infor- 
mation, they  argue  that  sunny  weather  tends  to  brighten  investors'  spirits,  making 
stocks  look  temptingly  cheap  and  boosting  daily  returns. 

The  notion  of  a  link,  if  a  dubious  one,  between  sunshine  and  stock  market  returns 
at  New  York  exchanges  is  a  decade  old.  The  new,  heftier  study  printed  in  the  June  edi- 
tion of  the  Journal  of  Finance  is  based  on  16  years  of  cloud-cover  data  in  26  markets 
fi-om  Athens  to  Sydney  to  Zurich,  adjusted  for  seasonality  (because  winters  may  be  typ- 
ically cloudier  than  summers).  Result:  The  average  return  of  stocks  on  sunny  days  was 
eight  basis  points — or  22%  annualized — better  than  on  cloudy  days. 

Of  course,  trading  costs  would  wipe  out  any  gains  fi-om  that  arbitrage.  Consider, 
too,  that  during  the  first  22  dismal  days  of  June  a  record  10.2  inches  of  rain  fell  on 
New  York  City— and  still  the  S&P  500  ticked  up  3.3%.  —Brett  Nelson 

New  York  Weather 

Average  daily  returns  of  U.S.  stocks 
between  1982  and  1997  (in  basis  points). 


Spread 


Sources:  Datastream:  National  Climatic  Data  Center:  Ohio  State  University.:  University  of  Michigan. 

Mil  rip  Eliot  Spitzer  may  be  turning  over  the  applecart  in 

W  W  I U  U  search  of  conflicts  of  interest  in  the  stock  market,  but 

it's  business  as  usual  in  the  municipal  bond  market, 
where  the  spread  between  bid  and  ask  prices  can  be  as 
,  much  as  ten  points.  On  a  given  day  it's  not  uncommon 

I    311 1 C  ^^^^  ^^^^^  °^  ^  ^  ^^'^^^  °^  AAA-rated  Berkeley,  Calif. 

**■■*'  school  bonds  to  pay  $2,400  more  than  die  same  block 

of  bonds  went  for  1 1  minutes  earlier. 

To  fix  that,  the  self-regulation  arm  of  the  muni  market,  the  Municipal 
Seainlies  Rulemaking  Board,  proposed  sho\ving  real-time  prices  for  munis 
as  Ui..  trades  occur,  as  happens  with  most  stocks. 

Who  a.uld  find  fault  with  that?  Wall  Street  bond  dealers.  Through  dieir 
trade  group,  the  Bond  Maiket  Association,  they  say  real-time  prices  would 
hurt  their  hquidir- .  'fhey  also  say  that  because  munis 

investors  are  well  I 

>f  day-old  tiades. 
I'-ln't  h;n'c  ter- 
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are  buy-and-^ 
served  by  die 
Besides,  mom  a 
minals  to  check  . 

Gee,  if  customers 
at  the  markups,  there  ca. 
publishing  the  <iata,  can  t, 
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Upstart  on 
The  Cheap 

Less  gets  you  more  in 
Silicon  Valley  these  days, 

BY  VICTORIA  MURPHY 

SO  THIS  IS  HOW  SILICON  VALLEY : 
going  to  rise  again.  Rajiv  Gupf 
started  Confluent  Software  last  yej 
by  having  employees  scout  out  buste 
tech  firms  and  bargain  for  goods  befo 
the  liquidators  showed  up.  Among  the 
spoils:  a  $40,000  phone  and  voice  ma 
system;  ten  free,  used,  high-en 
ergonomic  chairs  (retail:  $900  each);  a 
Epson  projector  for  $95  (retail:  $7,500 
and  twelve  19-inch  monitors  from  IBi 
for  $50  apiece  (retail:  $200). 

Gupta  budgeted  $375,000  to  set  u 

headquarters  in  Sunnyvale,  Calif  but  ende 

up  spending  only  $63,000.  "We've  don 

this  on  the  ashes  of  the  blowout,"  he  says 

Gupta  is  subleasing  10,000  square  fe< 

fi-om  an  online  retailer  for  only  $1.15  pc 

square  foot  per  month — furniture  in 

eluded.  People  come  cheap  nowadays,  to( 

thanks  to  the  area's  8%  jobless  rate.  On 

senior  software  developer  worked  nv 

months  without  pay  before  being  adde 

full  time  (at  $60,000-plus)  to  the  staff  of  31 

Gupta  still  has  $2  million  left  of  his  $i 

million  in  venture  funding  and  is  raisini 

more.  He  says  he  has  six  customers  buyinj 

his  software  to  coordinate  various  Wei 

applications.  Contrast  that  with  boom 

time  outfits  that  spent  like  drunken  soft 

ware  engineers — such  as  Cereva  Network 

of  Marlborough,  Mass.,  which  scored  $13; 

million  in  financing  but  reportedly  close( 

before  selling  any  of  its  storage  systems. 


bana&olufj 


Deliverir^  perfect  sound.  | 

Bang  &  Olufsen's  innovafions  <l^re  desired 
all  over  the  world  — and  therein  lies  the 
challenge.  With  HP  technology  powering 
everything  from  production  to  retail,  B&O's 
single  Denmark  factory  can  meet  demand 
around  the  globe,  delivering  their  products 
as  faithfully  as  their  products  deliver  sight 
and  sound,  www.hp.com/plus_bang-olufsen 
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=  everything  is  possible 


Outfrnnt 


Futurist  Peter  Schwartz  takes  a  long  view  in  predicting 
the  coming  "Long  Boom."  by  michael  maiello 


THE  FUTURE  IS  EPHEMERAL,  BUT 
the  printed  word  is  lasting.  So  by 
compiling  his  visions  of  the  next 
century  in  his  new  book,  futur- 
ist Peter  Schwartz  risks  exposing  himself 
to  ridicule  in  the  coming  years.  The 
book,  Inevitable  Surprises  (Gotham, 
$27),  paints  the  future  on  a  wide  canvas, 
but  Schwartz  provides  some  near- 
Utopian  specifics:  Medical  science  will 
increase  life  spans  to  120  years  and  per- 
haps beyond,  and  the  world  will  enjoy 
the  economic  largesse  of  what  Schwartz 
calls  the  "Long  Boom." 

Schwartz,  56,  author  of  the  1991  best- 
seller The  Art  of  the  Long  View,  plies  his 
trade  in  the  real  world,  telling  companies, 
movie  directors  and  government  agencies 
what  to  expect  from  the  future.  His 
clients  have  included  Steven  Spielberg 
and  the  government's  Defense  Advanced 
Research  Project;  '  ■•  ■  v  v 
honed  his  skills  while  .  ■  ' 
Dutch/Shell's  head  oi  sc.  , 
in  the  1980s.  He's  been  s; 
right — calling  for  falling  oil 


r^vnrt? 

loyal 

n,ng 

itlarl) 

after 


ihi 


1980s  while  the  rest  of  the  u'dustry 


expected  them  to  rise  and  planning  for  a 
quick  end  to  the  recession  of  the  late 
1990s — and  very  wrong:  He  predicted 
that  all  homes  in  the  U.S.  would  have 
broadband  access  by  the  late  1990s. 
Here's  Schwartz's  world  in  2030. 
THE  GLOBAL  ECONOMY.  Schwartz  sees 
globalization  as  an  unstoppable  force. 
Productivity  and  living  standards  will 

JSvthe  Numbei's 


Numerology 

Several  statistics  that  describe  the  U.S. 
in  2030,  according  to  Schwartz. 

Per  capita  income 

$70,000 

Dow 

20,000 

Ivy  League  tuition  (per  year) 

$50,000 

■^""•'is  from  new  infectious  diseases 

to  million 

'I .;  I'u.i  il(iillais,  'Cuinulative,  2003-30. 


grow  worldwide,  driven  by  advances 

information  technology  and  life  sciena 

The  Dow  Jones  industrial  average  w 

jump  10,000  points  by  2030.  Inflation  n 

remain  near  its  present  low  levels  as  pri 

ductivity  rates  continue  to  rise  with  tl 

development    of    new    technologic 

Naysayers  who  believe  that  retiring  bal: 

boomers  will  cause  a  market  crash  by  lii 

uidating  their  stock  holdings  forget  th 

increasing  life  spans  will  keep  people 

work  longer  and  keep  them  in  need  i 

growth  investments  much  longer.         - 

MEDICINE.  The  aging  process  will  1 

slowed  in  two  ways.  First,  cloning  ari 

stem-cell  research  will  yield  new  met! 

ods  of  creating  replacement  organs  th 

will  end  the  transplant  shortage  an 

allow  people  to  live  their  full  natural  li 

span,  thought  to  be  120  years.  Secono 

scientists  will  figure  out  how  to  reset  tp! 

biological  clock.  One  theory  holds  thJ 

people  age  because  of  telomeres,  tini 

DNA  structures  inside  cells  that  hmit  tli 

number  of  times  they  can  divide  befoii 

they  kill  themselves.  By  replenishing  a 

enzyme  called  telomerase,  researchev 

may  be  able  to  add  years  to  the  telomeif 

clock  so  we  can  live  beyond  our  natun 

life  span. 

RELIGION.  U.S.  culture  will  increasingly  b 
driven  by  messianic  Christianity,  large! 
because  of  high  birth  rates  of  born-agair 
Christian  populations.  This  might  ban- 
per  U.S.  cloning  research — to  China 
benefit.  While  the  U.S.  continues  t 
debate  the  morality  of  cloning,  China  wi 
take  up  the  slack.  It  already  has  begu 
state-funded  stem-ceU  research. 
THE  MILITARY.  Though  the  U.S.  wi 
maintain  current  forces,  most  future  con 
flicts  wUl  be  fought  by  special  operation 
teams  against  powers  using  guerrilla  tac 
tics.  These  smaller  wars  won't  inspir 
much  domestic  internal  oppositior 
Though  terrorism  will  become  more  fic 
quent,  no  serious  challenge  to  U.S.  hegi 
mony  will  emerge. 

UTOPIA?  No.  Schwartz  sees  obstacles  ii 
Third  World  poverty  and  the  spread  o 
epidemic  diseases,  though  he  believes  thd 
the  current  SARS  epidemic  was  overblow) 
by  the  media.  But  optimists  will  find  ii 
Schwartz's  vision  much  that  is  worti 
working  for.  I 
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national  gallery,  london 


The  adventures  of  yellow. 

The  artist  mixed  a  very  particular  yellow:  the  color 
of  the  sun,  of  happiness,  of  madness.  Time  dulled  it 
down.  The  National  Gallery  uses  HP  digital  imaging 
technology  and  large-format  prints  to  examine  the 
painting  and  guide  conservation  work — to  ensure 
van  Gogh's  yellow  lives  on,  to  mean  whatever  you 
think  it  means,  www.hp.com/plus_nationalgallery 


©  2003  Hewlett-Packard  Development  Company,  L.P  ©  The  National  Gallery,  London 
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Then  Why  Are  They  Rich? 

That  the  new  student  investment 
club  at  Smith  College  turned 
$100,000  into  $11 1,647  over  just 
eight  months  cut  no  ice  with  the  acer- 
bic John  Kenneth  Galbraith,  retired 
Harvard  economics  professor.  Gal- 
braith, whose  wife  attended  Smith  and 
who  has  a  Smith  honorary  degree, 
wrote  in  to  a  campus  newsletter  to 
scold  the  students — who,  puzzled 
Smith  professors  note,  produced  an 
annualized  total  return  of  17.5%,  ver- 
sus 2%  for  the  market.  "There  is  nothing  reliable  to  be  learned 
about  making  money,"  Galbraith  declared  in  his  letter.  "If  there 
were,  study  would  be  intense  and  everyone  with  a  positive  IQ 
would  be  rich."  —Dirk  Smillie 

Is  There  a  Gene  for  Fraud? 

Rite  Aid  founder  Alexander  Grass,  whose  son  Martin  just 
pleaded  guilty  to  fraud,  paid  $12  million  to  bail  daughter  Eliza- 
beth G.  Weese  out  of  unrelated  civil  lawsuits  that  charged  she 
fraudulently  moved  $19.6  million  in  assets  into  a  Cook  Islands 
trust  to  avoid  creditors.  Denver  asset-protection  gurus  David 
Lockwood  and  Barry  Engel  helped  Weese  set  up  the  trusts  in 
2000  even  as  Bank  of  America  was  moving  to  collect  on  her  per- 
sonal guarantee  of  a  $17  million  loan  to  Bibelot,  her  failing  Bal- 
timore bookstore  chain.  "Fraught  with  dishonesty  and  fraud,"  a 
federal  judge  wrote.  Weese  denied  impropriety.  — Janet  Novack 

At  Least  He  Didn't  Get  the  Chair 

Alternative-sentencing  consultants  help  convicted  defendants 
prepare  pleas  for  a  light  sentence,  emphasizing  charitable  good 
works,  lack  of  a  record  and  so  on.  Ex-ImClone  boss  Samuel  Wak- 
sal  hired  one— Herbert  Hoelter  of  Baltimore— at  something  like 


$200  an  hour.  Oops!  A  district  judge  just  handed  Waksal 
months,  signifieandy  above  the  70-to-87-month  range  specific 
in  federal  sentencing  guideUnes.  "This  is  a  political  sentence  ai 
a  political  statement,"  frames  Hoelter.  — Mary  Ellen  Egi 

Gone  But  Definitely  Not  Forgotten 

Back  for  the  umpteenth  time  in  U.S.  Tax  Court:  Dart  Contain 
Corp.,  the  Mason,  Mich.  Styrofoam  cup  maker  owned  1 
brothers  Kenneth  B.  and  Robert  C.  Dart,  who  gave  up  citize 
ship  and  live  abroad.  This  case:  The  Internal  Revenue  Servi 
says  Dart  owes  $19  million  more  in  1998  and  1999  taxes,  pi 
marily  for  wrongly  deducting  $45  million  in  "interest"  pa 
ments,  related  to  division  of  the  family  business  in  1986  to  se 
tie  a  lawsuit  by  feuding  sibling  Thomas  J.  Dart.  Dart  Contain 
says  it's  owed  a  $10  miUion  refrind.  Last  year  Dart  entities  pa 
$26  million  in  taxes — from  1994. — J.N.  and  William  P.  Bam 

Guess  Which  One,  Loyal  Readers? 

The  IRS  just  started  a  new  data  series,  to  be  issued  yearly,  on  "tl 
400  individual  income  tax  returns  reporting  the  highest  a( 
justed  gross  incomes."  In  2000  the  IRS  400  earned  1.09%  of  ? 
taxpayer  AGI  and  paid  1.58%  of  all  taxes.  The  agency  said  tl 
report  was  "in  response  to  requests"  and  that  the  decision  1 
use  exactly  400  might  have  been  influenced  by  "a  certain  publ 
cation"  writing  about  the  wealthy  — J.N.  and  W.P.i 


Cost  of  a  Virtuous  Lif  e-3  '/2% 

A  study  coauthored  by  Wharton  School  finance  professor  Christoph, 
Geczy  says  socially  responsible  mutual  funds  pale  financially.  Using 
standard  finance  assumptions,  the  researchers  say  investorslimit- 
ing  themselves  to  funds  prohibiting  investments  in  firms  i| 
associated  with  evils-tobacco,  alcohol,  environment  "^ 
despoiling-likely  will  give  up  at  least  3'k%  of  return 
yearly.  The  authors  admit  they  didn't  value  the  "non- 
financial  utility  from  'doing  good.'"     —Ira  Carnahan 


Wby^BigJBusiaes^jsleeds^Bk  Government  Mnrf^  Than  it  Arimit.g 

Think  your  company  blows  too  much  on  information  technology?  In  the  last  year  the  U.S.  government  paid  just  16  IT/telecom  providers 
more  than  $.2  b.ll.on  for  such  efforts  -a  57%  increase  in  three  years  and  1.2%  of  the  entire  federal  budget.  -Anne  P.  Mintz  and  W.P.B 

COMPANY 


Lockhet 

$4.S4S 
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3,l»09 

Science  AppliL.    i 

HI 
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Computer  Sciences 

Raytheon 

General  Dynamics 
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WorldCom 

7 
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Electronic  Data  Systems 

BAE  Systems 

Booz  Allen  Hamilton 

L-3  Communications 

Dell  Computer 

Anteon  International 

Titan 

Affiliated  Computer  Services 

Source:  Washington  Technolog} 
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Xcingular  ^P 


Xcingular 

fits  you  best' 


Cingular  Xpress  Mail 


Wireless  email,  secured.  When  you're  out  of  the  office,  your  data  has  to  travel  with 
you.  But  It  also  has  to  remain  safe,  uncompromised  and  secure.  Xpress  Mail  with  BiackBerry"  runs  over 
Cingular's  Mobitex  and  GPRS  networks  with  plans  that  offer  unlimited  monthly  usage.  It  fully  supports  both 
Lotus  Notes  and  Microsoft  Exchange,  keeping  you  connected  to  your  office.  It  also  utilizes 
Triple  DES  Encryption,  protecting  even^your  most  sensitive  corporate  information.  To  learn 
more  about  how  Cingular  can  provide  integrated  business  solutions  that  fit  the  voice  and  data 
needs  of  any  size  business,  call  877-335-8391  or  log  onto  www.cingularcom/business  today 

The  BiackBerry  and  RIM  families  of  related  marks,  images,  and  symbols  are  the  exclusive  properties  and  trademarks  or  registered  trademarks  of 

'Research  In  Motion  Limited  used  by  permission-  The  RIM  957'"  and  BiackBerry  5810™  Wireless  Handhelds  operate  on  the  Cingular  Wireless 

Network.  The  graphic  icon  and  Cingular  fits  you  best  are  Service  Marks  of  Cingular  Wireless,  LLC.  ©2003  Cingular  Wireless  LLC.  All  rights  reserved.        DTKCKDCaov  ■ 

All  other  trademarks  and  sen/Ice  marks  herein  are  the  property  of  their  respective  owners.  tlLALKOtHhr  ■ 


leader  in  Innovations^ 


Taiwan's  Symbol  of  Excellence  Awards  """^ 


The  21st  Century  is  an  era  of  rapid  change,  especially,  in  the  world  of  modern  business,  and  C( 
tries  that  can't  shift  quickly  from  old-fashioned  manufacturing  into  high-tech,  high-value-ad 
production  will  be  left  far  behind.  Fortunately,  Taiwan  has  already  made  the  transition,  achievii 
seamless  switch  from  a  low-tech  maker  of  toys  and  t-shirts  into  one  of  the  world's  top  supplier 
sophisticated,  high-value-added  products. 

Even  as  product  quality  and  design  have  improved,  Taiwan  entrepreneurs  have  maintained  their 
ity  to  produce  these  goods  at  low  cost.  The  China  External  Trade  Development  Council  (CETRA) 
coined  a  phrase,  Innovalue,  to  describe  this  unique  marriage  of  innovation  and  value.  The  ability  to 
duce  quality  goods  at  competitive  prices  is  the  key  talent  of  Taiwanese  companies. 

Recognizing  this  talent,  in  1993  CETRA  launched  the  Symbol  of  Excellence  Awards  to  honor  Taiw 
top  products.  The  grand  prize,  the  National  Award  of  Excellence,  is  awarded  by  an  international  p; 

of  judges  and  has  become  Asia's  most  prestigious  product  recog-  

nition  award.  The  Gold-winning  companies  and  their  products  rep-  J^jf  T  A  I  WA. 
resent  the  future  of  Taiwan.  Their  excellence  guarantees  that  ^^"  TXr\fr^\TA  "t''t 
Taiwan's  future  will  be  as  prosperous  as  its  past.  ^^^®  INNOVALl 


WMllKMttnhtiWf. 


Gigabyte  Technology  Co. 

GM-FP 

Flex  Pointer 

The  Gigabyte  Flex  Pointer  captured 
more  votes  than  any  other  product. 

CI      :?-— \:  It  boasts  64MB  of 

pr     /^,       "^         flash   memory, 


GIGABYTE 


which    allows 

users  to  plug 

MPEG  files  or 

PowerPoint 

presentations 

straight    into 

any  PC. 


D-Link  Corporation 

DWL  6000AP 

Multimode  Wireless  Access  Point 

D-Link  picked  up  a  gold  award  for  this 
product,  which  allows  users  to  operate 
wireless  networks  in  public  areas.  The 
DWL  6000AP  pro- 
vides dual-band 
technology, 
which  is  use 
'ui  In  places 
'■e  airports, 
.'ffee   'hops 

'ng 

center;:  -■  :    ■  ,.-    ^q 
extra    bandwidth    c-m    ,,!■  nv  :e 

paying  customers. 


Ddink 


Giant  Manufacturing  Co. 
TCR  0,  TOR  1  and  TCP 
Team  Composite  Bikes 

Bicycles  built  by  Giant  won  the  team 
time  tnal  in  the  2003  Tour  de  France,  and 
now  the  company 
has  won  a  Gold 
award  for  its 
limited  edition 
■  racers,  which 
are  the  lightest 
certified  racing 
bikes  in  the 
world.  Giant's  repu- 
tation for  quality  is  so  firmly  established 
that  it  can  charge  up  to  $1 0,000  for  a  top- 
end  bicycle. 

Microtek  International  Inc. 
ScanMaker  6800  scanner 

Microtek  won  top  honors  for  its  innovative 
variation  on  a  tried-and-true  product, 
the  scanner.  The 
ScanMaker  6800 
was  highly  rated 
by  the  judges 
because  of  a 
unique  technol- 
ogy: It  can  re- 
store old  or  ripped 
photos,  saving  time 
and  iiiuiiey  III  piofessional  retouching  and 
restoration  charges. 
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KYE  Systems  Corp. 

Wireless  TwinTouch  Optical  Office 

The  Genius  Wireless  TwinTouch  Opi 
Office,  a  wireless  keyboard  and  mo 
kit,  is  compatible  with  comput 
.    ^_  ^^^^  that  use  Windc 

GemusT  ^^^   xp/Me/2000 

and    Mac 
software. ' 
w  i  r  e  I  e 
design    p 
"^      vides  the  fr 
^S:  r     dom,     but 
emphasis    is 
speed:  fast  browsing  on  the  Inter 
and  quick  access  into  office  prograr 

Hiwin  Technologies  Corp. 
KK  Linear  Stage 

Without  companies  like  Hiwin  Te 
nologies  Corp.,  Taiwan's  high-tf 
miracle  would  not  have  been  possil 

HIWIN  ^^^'^'"  ^^kes  1 

^^^  precision  n 
chine  par 
such  as  ' 
KK  Line 
Stage,  that 
used  in  t 
world's  nn(|i 
:lemanding  ind. 
tries,  including  aerospace  and  se 
conductors. 


INNOVALUE. 
IT'S  THE  MAIN  ATTRACTION 


r.  T  A  I  W  A  N 

S     Your  Partner  for 

?!  INNOVALUE 

//taiwaninnovalue.com 


High  tech  can  be  sexy.  But  to  sell,  it's  got  to  deliver  on  those  good  looks. 
That  means  beauty  on  the  inside  as  well  as  the  out.  To  ensure  this,  Taiwan  equips 
all  its  LCD  monitors.  Wide  Screen  LCD  TVs,  and  Tablet  PCs  with  "Innovalue." 
A  combination  of  two  words  -  innovation  and  added  -  value  -  it  means  innovation 
that  adds  value  to  your  life.  In  this  case,  products  whose  technology,  design,  and 
performance  all  say  one  thing:  good  looks  and  brains  can  come  in  the  same 
package.  Put  some  Innovalue  in  your  living  room  or  office,  and  We're  sure  you'll 
be  a  fan  too.  .       ' 


1 


imans 

A  nuclear  threat  to  the 

rest  of  the  world,  Iran  is  robbing  its 

^wn  people  of  prosperity. 


their  auto  and 
policemen  wa 


It's  ru  nble  time  in  Tehran.  At  dozens  of  in 
tersections  in  t  le  capital  of  ran  thousands  of  students  are  protest- 
ing on  a  recer  t  Friday  aroi  nd  midnight,  as  they  do  nearly  every 
night,  chantin  i  pro-democ  racy  slogans  and  lighting  bonfires  on 
street  corners.  Residents  oft  le  surrounding  middJe-class  neighbor- 
hoods converg :  in  their  cars,  lonking  their  horns  in  raucous  support 
Suddenly  here's  thunc  er  in  the  air.  A  gang  of  30  motorcy- 
clists, brandisl  ing  iron  bars  and  clubs  as  big  as  baseball  bats,  roars 
through  the  s  ailed  traffic.  They  glare  at  the  drivers,  yeU  threats, 
thump  cars.  I  urly  and  bej  rded,  the  bikers  yank  two  men  fi-om 
pummel  the  n.  Most  protesters  scatter.  Uniformed 
ch  unpassivt  ly  as  the  thugs  beat  the  last  stragglers 


)art  of  the  Hezbollah  militia,  recruited 


These  Hell  s  Angels  are 
mostly  ft-om  t  le  countryside.  Iran's  ruUng  muUahs  roll  them  out 
whenever  the;  ■  need  to  int  midate  their  opponents.  The  Islamic 
Republic  is  a  s  range  dictat  )rship.  As  it  moves  to  repress  growing 
opposition  to  -  Jerical  rule,  t  le  regime  relies  not  on  soldiers  or  uni 
formed  police  (many  of  wiom  sympathize  with  the  protesters) 
but  on  the  bu  ies  of  Hezbc  Uah  and  tlie  equally  thuggish  Revolu 
tionary  Guar<  s.  The  powe  rs  that  be  claim  to  derive  legitimacy 


e  men  at  the  top  are  getting 

extremelv  rich. 
By  Paul  Klebnikov 

the  religious  ranks  14  years  ago  to  fill  the  shoes  of  his  giant  f 
decessor,  Ayatollah  Khomeini,  is  fioUy  in  control.  The  real  powe 
a  handftil  of  clerics  and  their  associates  who  call  the  shots  beh 
the  curtain  and  have  gotten  very  rich  in  the  process. 

The  economy  bears  more  than  a  little  resemblance  to  the  en 
capitalism  that  sprouted  fi-om  the  wreck  of  the  Soviet  Union. ' 
1979  revolution  expropriated  the  assets  of  foreign  investors  and 
nation's  wealthiest  families;  oil  had  long  been  nationalized,  but 
mullahs  seized  virtually  everything  else  of  value — banks,  hotels, 
and  chemical  companies,  makers  of  drugs  and  consumer  goo 
What  distinguishes  kan  is  that  many  of  these  assets  were  given  to 
lamic  charitable  foundations,  controlled  by  the  clerics.  Accordinj 
businessmen  and  former  foundation  executives,  the  charities  n 
serve  as  slush  fiinds  for  the  mullahs  and  their  supporters. 

Iran  has  other  lethal  secrets  besides  its  nuclear  program,  n 
the  subject  of  prying  international  eyes.  Dozens  of  interviews  w 
businessmen,  merchants,  economists  and  former  ministers  a 
other  top  government  officials  reveal  a  picture  of  a  dictators! 
run  by  a  shadow  government  that — die  U.S.  State  Departm( 
suspects — finances  terrorist  groups  abroad  dirough  a  shadow  i 


-! 


A-^r^  diuK  k.  .  .      .,  ° '      ou.,p..,.io — luiaiiccMciiuiisi  groups  aoroaamrougn  a  snadown 

tiZaUon,  vllcnce' !! i!  I '" I"'  ^angsterlike  methods  of  in-      eign  poUcy.  Its  economy  is  dominated  by  shadow  business  empi 


timidation,  violence  uis 

Who  coi/trols  toda^  Certainly  not  Mohammad 

Khatami,  tj)^  twice-elected  lix    vi   le  president,  or  the  reformist 
.  Not  even  ;he  Supie^iiTtKiwAptoUah  Ali  Khamenei, 
I  stridently  ^nti-f^mmmn  b'umv^  ;aiaikihle  cleric  plucked  ft-om 


and  its  power  is  protected  by  a  shadow  army  of  enforcers. 

Ironically,  the  man  most  adept  at  manipulating  this  hidd  ; 
power  structure  is  one  of  Iran's  best-known  characters— Ali  Aid 

UNDER  THE  AYATOLLAH'S  GLARING  EYE:  HASHEMI  RAFSANJA 
IS  ONE  OF  IRAN'S  RICHEST  AND  MOST  POWERFUL  LEADERS. 
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Iran 


Hashemi  Rafsanjani,  who  has  been  named  an  ayatollah,  or  religious 
leader.  He  was  the  speaker  of  parliament  and  Khomeini's  right-hand 
man  in  the  1980s,  president  of  Iran  from  1989  to  1997  and  is  now 
chairman  of  the  powerflil  Expediency  Council,  which  resolves  dis- 
piitp.shptwppn  the  clerical  establishment  and  parliament  Rafsanjani 


iore( 


■play^ 


led  by  J 
revolutioi 


other  son  heads  the  Tehran  Metro  construction  project  (an  e 
mated  $700  million  spent  so  far).  Today,  operating  through  vii 
ous  foundations  and, front  companies,  the  family  is  also  belie', 
to  control  one  of  Iran's  biggest  oil  engineering  companies,  a  pit 
assembUng  Daewoo  automobiles,  and  Iran's  best  private  airli 
.  5  _  ^  ■         (though  the  Rafsanjanis  insist  they  do 

y-.^ni  s  youngest  son,  Yaser,         «-"  *^^^  -^^^^s) 

OWn^  a  pU-aCrC  nOrSe  rarm.  JU^  lace,  whose  per  capita  income  is  $1,80 

•eydid  he  get  his  monev.  T' !f .?'7 -the street  go^g v 

y  O  ^^^^^^jm  beyond  the  observable  facts,  has  the  Ri 

sanjanis  stashing  billions  of  dollars  in  bai 
accounts  in  Switzerland  and  Luxembourg;  controlling  huge  swa' 
of  waterfront  in  Iran's  free  economic  zones  on  the  Persian  Qj 
and  owning  whole  vacation  resorts  on  the  idyllic  beaches  of  Duli 
Goa  and  ThaOand. 

But  not  much  of  the  criticism  makes  its  way  into  print.  Oj 
journalist  who  dared  to  investigate  Rafsanjani's  secret  dealings  a 
his  alleged  role  in  extrajudicial  killings  of  dissidents  is  now  laj 
guishing  in  jail.  He's  lucky.  Iranian  politics  can  be  deadly.  F:^ 
years  ago  Tehran  was  rocked  by  murders  of  journalists  and  an, 
corruption  activists;  some  were  beheaded,  others  mutilated. 

Some  of  the  family's  wealth  is  out  there  for  all  to  see.  Rafs* 
jani's  youngest  son,  Yaser,  owns  a  30-acre  horse  farm  in  the  sup^ 
fashionable  Lavasan  neighborhood  of  north  Tehran,  where  laj^ 
goes  for  over  $4  million  an  acre.  Just  where  did  Yaser  get  1 
money?  A  Belgian-educated  businessman,  he  runs  a  large  expoi 
import  firm  that  includes  baby  food,  b( 
tied  water  and  industrial  machinery. 

Until  a  few  years  ago  the  simplest  vvi 
to  get  rich  quick  was  through  foreig 
currency  trades.  Easy,  if  you  could  § 
greenbacks  at  the  subsidized  import  raj, 
of  1,750  rials  to  the  dollar  and  resell  the  |, 
at  the  market  rate  of  8,000  to  the  doll;  k 
You  needed  only  the  right  connectiot 
for  an  import  license.  "I  estimate  th4 
over  a  period  often  years,  fran  lost  $3  b 
lion  to  $5  billion  annually  from  this  kii 
of  exchange-rate  fraud,"  says  Saeed  La  , 
laz,  an  economist,  now  with  fran's  bigg« 
carmaker.  "And  the  lion's  share  of  th 
went  to  about  50  families." 

One  of  the  families  benefiting  froi 

the  foreign  trade  system  was  the  Asgart 

ladis,  an  old  Jewish  clan  of  bazaar  trada 

who  converted  to  Islam  several  gener  \  ] 

tions  ago.  AsadoUah  Asgaroladi  expor 

pistachios,  cumin,  dried  fruit,  shriit 

and  caviar,  and  imports  sugar  and  hon 

appliances;  his  fortune  is  estimated  by  Iranian  bankers  to  be  son 

$400  million.  Asgaroladi  had  a  little  help  from  his  older  brothe 

Habibollah,  who,  as  minister  of  commerce  in  the  1980s,  was  i 

charge  of  distributing  lucrative  foreign-trade  licenses.  (He  w  ,„ 


less  run  the  Islamic  Republic  for  the  past  24  years, 
it  smart,  aligning  himself  in  the  1960s  with  factions 
Khomeini,  then  becoming  the  go-to  guy  after  the 
A  h^-liner  ideologically,  Rafsanjani  nonetheless  has 
a  pragmati^jStreakSyHe  convinced  Khomeini  to  end  the  Iran-Iraq 
war  and  brok^an'sHnternational  isolation  by  establishing  trade 
illations  with  thevSo^&tjUnion,  China,  Saudi  Arabia  and  the 
United  Arab  Emirates.  \n  the  1990s  he  restarted  Iran's  nuclear  pro- 
gram. He  is  also  the  father  of  Iran's  "privatization"  program.  Dur- 
ing his  presidency  the  stock  market  was  revived,  some  govern- 
ment companies  were  sold  to  insiders,  foreign  trade  was  liberalized 
and  the  oil  sector  was  opened  up  to  private  companies.  Most  of  the 
good  properties  and  contracts,  say  dissident  members  of  Iran's 
Chamber  of  Commerce,  ended  up  in  the  hands  of  mullahs,  their 
associates  and,  not  least,  Rafsanjani's  own  family,  who  rose  from 
modest  origins  as  small- 


scale  pistachio  farmers. 

"They  were  not  rich 
people,  so  they  worked 
hard  and  always  tried  to 
help  their  relatives  get 
ahead,"  remembers 
Reza,  a  historian  who 
declines  to  use  his  last 
name  and  who  studied 
with  one  of  Rafsanjani's 
brothers  at  Tehran  Uni- 
versity in  the  early 
1970s.  "When  they  were 
in  university,  two  broth- 
ers earned  money  on  the 
side  t'AJring theological 
studenis  and  preparing 
their  exam  ;';ipcrs." 

The  1979  revolution 
transformed  die  R.?is;5n- 
jani  clan  into  coniiTi';;- 
cial  pashas.  On.' |.> 
headed  the  count. . 
the  state-owned  tV  r.etvM  ik; .; 
Kerman  province,  while  j 
Iran's  $400  million  pislachi(.  'j\ 
of  Rafsanjani's  sons  took  kf\  p.- 
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XTED  BUSINESSMAN:  MOHSEN  RAFIQDOOST. 


>"ii-(Other  t  vik  control  of 
aw  bcc:\mc  governor  of 
outfit  v\i\  dominates 
tcss;  ncpl  'w  and  one 
'  '  *"Oil;an- 
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also  a  counterparty  to  commodities  trader  and  then-ftigitive  Mai 
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,  who  helped  Iran  bypass  U.S.-backed  sanctions.) 
!lie  other  side  of  Iran's  economy  belongs  to  the  Islamic  foun- 
ms,  which  account  for  10%  to  20%  of  the  nation's  GDP — 
billion  last  year.  Known  as  bonyads,  the  best-loiown  of  these 
ts  were  established  from  seized  property  and  enterprises  by 
r  of  Ayatollah  Khomeini  in  the  first  weeks  of  his  regime.  Their 
ion  was  to  redistribute  to  the  impoverished  masses  the  "iUe- 
late"  wealth  accumulated  before 
revolution  by  "apostates"  and 
ad-sucking  capitalists."  And,  for  a 
de  or  so,  the  foundations  shelled 
noney  to  build  low-income  hous- 
and  health  clinics.  But  since 
neini's  death  in  1989  they  have  in- 
;ingly  forsaken  their  social  welfare 
tions  for  straightforward  com- 
aal  activities. 

Jntil  recently  they  were  exempt 
taxes,  import  duties  and  most  gov- 
lent  regulation.  They  had  access  to 
dized  foreign  currency  and  low-in- 
t  loans  from  state-owned  banks, 
they  were  not  accountable  to  the 
ral  Bank,  the  Ministry  of  Finance 
ly  other  government  institution, 
lally,  they  are  under  the  jurisdic- 
of  the  Supreme  Leader;  effectively, 
operate  without  any  oversight  at 
nswerable  only  to  Allah. 
According  to  Shiite  Muslim  tradi- 
devout  businessmen  are  expected 
jnate  20%  of  profits  to  their  local  mosques,  which  use  the 
ley  to  help  the  poor.  By  contrast,  many  bonyads  seem  like 
jhtforward  rackets,  extorting  money  from  entrepreneurs?  Be- 
the  biggest  national  outfits,  almost  every  Iranian  town  has  its 
bonyad,  affiliated  with  local  mullahs.  "Many  small  business- 
complain  that  as  soon  as  you  start  to  make  some  money,  the 
ng  mullah  will  come  to  you  and  ask  for  a  contribution  to  his 
charity,"  says  an  opposition  economist,  who  declines  to  give 
lame.  "If  you  refuse,  you  will  be  accused  of  not  being  a  good 
lim.  Some  witnesses  will  turn  up  to  testify  that  they  heard  you 
It  the  Prophet  Mohammad,  and  you  v^dll  be  thrown  in  jail." 
Cosa  Nostra  meets  fundamentalism. 


fouMve  to  be  part  of  the  imoffidal 

DdOTny  if  you  want  to  be  successful 

the  deal  will  go  forward" 


DjGier  charities  resemble  multinational  conglomerates.  The 
t  izafan  &  Jambazan  Foundation  (Foundation  for  the  Op- 
5('d  and  War  Invalids)  is  the  second-largest  commercial  en- 
n  5e  in  the  country,  behind  the  state-owned  National  Iranian 
Z  ).  Until  recendy  it  was  run  by  a  man  named  Mohsen  Rafiq- 


doost.  The  son  of  a  vegetable-and-fruit  merchant  at  the  Tehran 
bazaar,  Rafiqdoost  got  his  big  break  in  1979,  when  he  was  chosen 
to  drive  Ayatollah  Khomeini  from  the  airport  after  his  triumphal 
return  from  exile  in  Paris. 

Khomeini  made  him  Minister  of  the  Revolutionary  Guards  to 
quash  internal  dissent  and  smuggle  in  weapons  for  the  Iran-Iraq 
war.  In  1989,  when  Rafsanjani  became  president,  Rafiqdoost 

gained  control  of  the 
Mostazafan  Founda- 
tion, which  employs  up 
to  400,000  workers  and 
has  assets  that  in  all 
probability  exceed  $10 
billion.  Among  its  hold- 
ings: the  former  Hyatt 
and  Hilton  hotels  in 
Tehran;  the  highly  suc- 
cessful Zam-Zam  soft 
drink  company  (once 
Pepsi);  an  international 
shipping  line;  compa- 
nies producing  oil 
products  and  cement; 
swaths  of  farmland  and 
urban  real  estate. 

Theoretically  the 
Mostazafan  Founda- 
tion is  a  social  welfare 
organization.  By  1996  it 
began  taking  govern- 
ment funds  to  cover 
welfare  disbursements;  soon  it  plans  to  spin  off  its  social  respon- 
sibilities altogether,  leaving  behind  a  purely  commercial  con- 
glomerate owned  by — whom?  That  is  not  clear.  Why  does  this 
foundation  exist?  "I  don't  know — ask  Mr.  Rafiqdoost,"  says  Abbas 
Maleki,  a  foreign  policy  adviser  to  Ayatollah  Rafsanjani. 

A  picture  emerges  from  one  Iranian  businessman  who  used  to 
handle  the  foreign  trade  deals  for  one  of  the  big  foundations.  Or- 
ganizations like  the  Mostazafan  serve  as  giant  cash  boxes,  he  says, 
to  pay  off  supporters  of  the  mullahs,  whether  they're  thousands  of 
peasants  bused  in  to  attend  religious  demonstrations  in  Tehran 
or  Hezbollah  thugs  who  beat  up  students.  And,  not  least,  the  foun- 
dations serve  as  cash  cows  for  their  managers. 

"It  usually  works  like  this,"  explains  this 
businessman.  "Some  foreigner  comes  in, 
proposes  a  deal  to  the  foundation  head.  The 
big  boss  says:  'Fine.  I  agree.  Work  out  the 
details  with  my  administrator'  So  the  for- 
eigner goes  to  see  the  administrator,  who 
tells  him:  'You  know  that  we  have  two 
economies  here — official  and  unofficial.  You  have  to  be  part  of 
the  unofficial  economy  if  you  want  to  be  successftil.  So,  you  have 
to  deposit  the  following  amount  into  the  following  bank  account 
abroad  and  then  the  deal  will  go  forward.'" 

Today  Rafiqdoost  heads  up  the  Noor  Foundation,  which  ovwis 


BAD  SEED:  AYATOLLAH  TABASI'S  SON  WAS  CHARGED  WITH  FRAUD. 
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Iran 

apartment  blocks  and  makes  an  estimated  $200  million  importing 
pharmaceuticals,  sugar  and  construction  materials.  He  is  quick  to 
downplay  his  personal  wealth.  "I  am  just  a  normal  person,  with 
normal  wealth,"  he  says.  Tlien,  striking  a  Napoleonic  pose,  he  adds: 
"But  if  Islam  is  threatened,  I  will  become  big  again." 


millions — ^perhaps  billions — of  dollars?  Not  all  of  it  goes  to  cov 
maintenance  costs  of  mosques,  cemeteries,  religious  schools  a 
braries.  Over  the  past  decade  the  foundation  has  bought  new 
nesses  and  properties,  established  investment  banks  (together 
investors  from  Saudi  Arabia  and  the  United  Arab  Emirates),  fti 


Implication:  that  he  has  access  to  a  secret  reservoir  of  money      real  estate  projects  and  financed  big  foreign  trade  deals. 


that  can  be  tapped  when  the  need  arises.  That  may  have  been  what 
Ayatollah  Rafsanjani  had  in  mind  when  he  declared  recently  that 
the  Islamic  Republic  needed  to  keep  large  funds  in  reserve.  But 
who  is  to  determine  when  Islam  is  in  danger? 

As  minister  of  the  Revolutionary  Guards  in  the  1980s,  Rafiq- 
doost  played  a  key  role  in  sponsoring  Hezbollah  in  Lebanon — 
which  kidnapped  foreigners,  hijacked  airplanes,  set  off  car  bombs, 
trafficke 


:ordii  ig     to 


uicide 


neered  the  lAe  of 
bombers.  Ac 
Gregory  Sulliva  i,  spokesman 
for  the  Near  E;  stern  Affairs 
Bureau  at  the  I LS.  St;  te  De- 
partment, the  founc  ations 
are  the  perfec  vehides  to 
carry  out  Iran's  shade  iw  for- 
eign policy  (Or  e  of  tl  em  of- 
fered the  $2.8  m  iUion  )ounty 
to  anyone  whc  carri  sd  out 
Ayatollah  Khoitieini'i  fatwa 
to  kill  British  author 
Rushdi 


mt  Unveiled 

Disaffected,  d^ed  dtoortunity  and  just  plain  bored,  Iran's  youth  have 
taken  their  frusftationWith  the  clerics'  regime  to  the  streets. 


lenever  su 


;an 


cion  of  complicity  in  a  ter- 
rorist  incident — in  Saudi 
Arabia,  Israel,  Argentina — 
turns  to  Iran,  the  Tehran  gov- 
ernment has  denied  involve- 
ment. State  Department 
officials  suspect  that  such  op- 
erations may  be  sponsored 
by  one  of  the  foundations 


Population 
Percent  under  25 
GDP  per  capita 
Inflation 
Unemployment 


and  semiautonomous  units  of  the  Revolutionary  Guards.  If  any 
one  in  Iran  is  aiding  al  Qaeda,  that  may  be  the  best  place  to  look. 

Iran's  foundations  are  a  law  unto  themselves.  The  largest  "char- 
ity" (at  least  in  terms  of  real  estate  holdings)  is  the  centuries-old 
Razavi  Foundation,  charged  with  caring  for  Iran's  most  revered 


The  driving  force  behind  the  commercialization  of  the  Rl 
Foundation  is  Ayatollah  Tabasi's  son,  Naser,  who  was  put  in  cl 
of  the  Sarakhs  Free  Trade  Zone,  on  the  border  with  the  fo 
Soviet  republic  of  Turkmenistan.  In  the  1990s  the  found- 
poured  hundreds  of  millions  of  dollars  into  this  project,  fur 
a  rail  link  between  Iran  and  Turkmenistan,  new  highways,  a 
ternational  airport,  a  hotel  and  office  buildings.  It  even  paid 

million  to  a  Swiss  fir: 
erect  a  huge  tent  for  the 
emonies  inauguratin|) 
Iran-Turkmenistan  rail  I 
Then  it  all  went  wi. 
In  July  2001  Naser  Tj 
was  dismissed  as  direct' 
the  Free  Trade  Zone, 
months  later  he  was  arrJ 
and  charged  with  frau; 
connection  with  a  Dui 
based  company  callecJ 
Makasib.  The  details  o 
case  remain  murky,  but 
months  ago  the  Ger 

an        'W  ^o^ MV Court  of  Tehran  conch 

O/  million  Z83  million    that  Naser  Tabasi  had 

known  that  he  was  brea 
the  law  and  acquitted  h 
Few  receive  even  a 
on  the  wrist.  A  rare  ex| 
tion:  Hard-line  cleric  I 
Ghaffari,  who  specialize 
seizing  expropriated  pro 


$1,800 

25% 
18% 


35% 
$37,000 

2% 
6% 


Sources:  U.S.  Cetmts  Bureau;  U.S.  Department  of  Labor:  Atwh  Bahar  Consulting  Forbes  estimates. 


ties,  like  Star  Stockings  (maker  of  sexy  lingerie),  and  reselling  tl 
at  a  nice  profit.  He  was  convicted  of  embezzlement  in  the  early  IS 
Iran's  most  distinguished  senior  clerics  are  disgusted  by  the  r 
lahcrats.  Ayatollah  Taheri,  Friday  prayer  leader  of  the  city  of  Isfal 
resigned  in  protest  earlier  this  year.  "When  I  hear  that  some  oi 


clri,,^    tu   i      '     . ->         I     T..  ,   ,     ■  '— &-^"  "i  piuitoi  cmuci  um  ycai.    vv  nen  1  near  mai  some  c 

r;    M  ;;;Lh  ^rr.!  r.'*    5  '■•L'-T' ■-  *^  "?"^-      p.'**'-.  P™«™V  and  specW  pe„ple,  s„.e  of  whom  even 


ern  ciiy  of  Mashhad.  It  is  ruii  by  one  of  Iran's  leading  hard-line 
mullahs,  AyatoLab  \'aez-Tabasi,  who  prefers  to  stay  out  of  the  pub- 
lic eye  but  emerges  ocxasicnaliy  to  urge  death  to  apostates  and 
other  oppoiients  of  the  clerical  regime. 

The  Ray.avi  Fourrc-  --ion  orms  ■-.ist  tracts  of  urban  real  estate  all 
across  Iran,  as  well ;,  ,.,toiies,  farms  and  quarries.  Its  as- 

sets are  impossible  lo  value  wilh  i.iy  precision,  since  the  founda- 
tion has  never  released  an  invc  ;.->.y  of  its  holdir^^s,  but  Iranian 
economists  speak  of  a  nti  as^.c  v,Jae  of  :i  1 3  l.i:l;oi.  ..r  more.  The 
foundation  also  receives  generous  contiibur,-  uy  fa  m  the  millions 
of  pilgrims  who  visit  the  Mashhad  shr;ae  .».;  .h  yer  r. 

What  happens  to  annuiU  revenues  estinKv,  d  in  \^  hundreds  of 


cloaks  and  turbans,  are  competijig  amongst  tliemselves  to  amasj 
most  wealth,"  he  said,  "I  am  drenched  with  the  sweat  of  shame 

Meanwhile  the  clerical  elite  has  mismanaged  the  nation 
senseless  poverty.  With  9%  of  die  world's  oil  and  15%  of  its  nat 
gas,  Iran  should  be  a  very  rich  country  It  has  a  young,  edua 
population  and  a  long  tradition  of  craftsmanship  and  internatic 
commerce.  But  per  capita  income  today  is  actually  7%  below  v 
it  was  before  the  revolution.  Iranian  economists  estimate  caj 
flight  (to  Dubai  and  odier  safe  havens)  at  up  to  $3  billion  a  yea 

No  wonder  so  many  students  turn  to  the  streets  in  prol 
The  dictatorship  tells  them  what  to  diink,  what  to  wear,  and  w 
to  eat  and  drink.  It  has  also  been  robbing  them  of  their  flitun 
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\N  H^T    CAN    /I 

RAIL     TRACK 

TEACH    US    ABOUT 

OPTIMISM? 


No  matter  what  the  conditions,   there's  alwajs  a  waj  to  move  forward 

At  Wachovia  Securities'  Corporate  and  Investment  Banking,  we  learn  from  the  world 
around  us.  And  see  opportunity  where  others  see  uncertainty.  That's  because  we  make  it 
a  point  to  know  our  clients'  businesses  and  industries  as  well  as  they  do.  By  working  with 
an  integrated  approach,  we  can  bring  all  of  our  resources  to  bear  at  once. 
Intensely.  And  intelligently.  Talk  to  us.  Together,  we  can  achieve  uncommon  things. 


wachovia 
Securities 

Uncommon  Wisdom 


Corporate  B.\nking  »  Investment  Banking  ■  Equity  Capital  Markets  ■  Fixed  Income 
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Takin 
Char 

There  is  rebuilding  going 
on  in  Ir aq— largety  by 
oocf  news  lor  their 
diistry,  maybe  not  so 
1  for  U.S.  companies. 

iy  Damel  Fisher 

Bruce  t^abel's  cell  phone  rings  constantly  as  he  rat- 
tles over  t)/e  garbage-strewn  roads  of  southern  Iraq,  a  machine- 
gun-t^g  soljji^in  the  passenger's  seat  next  to  him.  Mindful  of 
■eotfipagji-s^ty  rules,  the  technical  services  manager  for  Hal- 
liburton s"K&lkg^rown  &  Root  engineering  unit  lets  a  fellow 
enipUiy^n  the  baSWat  take  his  calls.  The  Beirut  representative 
for  a  U.S>^mp  maiWacturer?  "Tell  him  to  send  me  some 
brochures,"  li^says,  wrendhing  the  wheel  to  avoid  an  impromptu 
roadblock.  An  ^auipment  sUesman  hoping  to  get  some  face  time 
with  Habel?  "Tafte  a  messagl"  Widi  a  team  of  50  engineers  work- 
mg  seven  days  a  week,  Habil  oversees  a  significant  part  of  what 
could  be  a  muldbillion-do/lar  effort  to  rebuild  Iraq's  oil  infra- 
structure. /  / 

But  here'sthe  catch,  fj/bel,  like  Halliburton  itself;  is  rapidly  los- 
ing <-onttd/  Iht  propel.  With  surprising  speed,  technocrats  at 
h^q^Jtalf-owne^uonal  oil  companies  are  taking  charge  of  re- 
comlniaiiia^.d  they  seem  more  interested  in  obtaining  U  S 
Ttfmypatrols  than  in  spending  billions  on  high-tech  services  and 


equipment. 

"The  priority'  is  security  tor  our  installations,"  says  Jabbrr  A 
el-Leaby,  director  gen...;.!  of  tb  "^outh  Oil  Co.  in  Basra.  Sitting 
behind  a  scuffed  do.-  ./,e  few  habitable  offices  re- 

mainmg  ,n  his  comp..,-  .  .^uar^ers,  El-Leaby  oversees  an 
enterpn.se  that  was  produ,.,,a,;  ,:vilion  barrels  of  crude  a  dav 
before  the  invasion,  jusl  ?.0'",,,  J . ,,  ,f,.i.  ;-•  xnn Mobil.  His  oper- 
ation requires  relatively  simple  i.v.  ^  : ,  th^,t  ]ev<'l— 
replacing  stolen  pumps  and  motors  ...  i  .>aicl.ing  pipelines 
thought  to  be  blown  up  by  SadJam's     en. 


GETTING  ALONG  NICELY  ALL  BY  HIMSELF:  JABBAR  A.  EL-LEABY 
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^ew  technology  would  be  nice,  El-Leaby  says,  but  it's  not 
ttrst — or  even  the  fifth — thing  on  his  mind.  "I  have  heard 
it  it  in  the  literature,"  he  says  of  the  latest  gadgets,  with  a 
■d  expression  on  his  face.  U.S.  experts?  "We  have  skiUed  peo- 
iiere,"  he  says.  Those  skilled  people  have  already  restored 
i  oil  production  to  700,000  to  800,000  barrels  a  day  from 

in  the  first  days  after  the  war.  Even  the  Yanks  are  impressed. 

were  planning  to  come  over  and  repair  the  infrastructure, 
we  found  [Iraqis]  actually  organized,  willing  and  able  to  go 
and  do  this,"  says  General  Robert  Crear,  the  Army  Corps  of 
ineers  officer  in  charge  of  the  oil  reconstruction. 
It's  one  of  the  few  pleasant  surprises 
abylonia  these  days.  But  what's  good 
s  for  Iraq  may  not  spell  good  fortune 
LJ.S.  firms.  The  grand  plans  for  pri- 
ation  are  on  hold  indefinitely.  Even 
I  it's  not  likely  to  be  the  jackpot  for  oil 
ipanies  that  many  expected. 
Mot    if   El-Leaby — or   his   boss, 
mer  Ghadhban,  Iraq's  acting  oil 
ister — have  anvlhing  to  do  with  it.  A 
;er  Iraqi  technocrat  who  joined 
th  Oil  Co.  in  1972  after  getting  a  de- 
r  in  chemical  engineering  from 
diff  University  in  Wales,  El-Leaby 
ids  most  of  his  time  placating  an 
Lily  14,000-eniployee  work  force  that 
ill  paid  in  nearly  worthless  Iraqi  di- 
i  bearing  the  face  of  Saddam  Hus- 
.  He  and  his  top  engineers  meet  sev- 

times  a  week  with  U.S.  officials, 
uding  Crear,  on  how  to  repair  exist- 

equipment,  like  the  100,000-gallon-a-minute  water  treatment 
It  near  Gharmat  Ali,  essential  to  restoring  water  injection  into 
Rumallah  oilfields.  Looters  have  meticulously  stripped  Ghar- 

Ali,  down  to  the  gears  and  motors  from  pumps,  even  the 
dings'  metal  siding.  Walking  through  the  wreckage  in  120-de- 
;  heat,  Habel  declares  the  plant  not  worth  repairing.  KBR  will 
:h  it  up  with  some  portable  pumps  and  General  Electric  mo- 
.  It  will  be  up  to  the  Iraqis  to  decide  who  wiU  build  the  $75 
lion  replacement  plant,  he  says. 

Getting  Iraq  back  to  prewar  levels  of  oil  production  will  cost 
)illinn  to  .'!;2  hilliorXTieneral  Crear  says,  but  the  job  should  be 

rEela^  that  American  companies 
ave  contracts  doesrut  mean  they're 

1  an  advantaged  position/ 

le  b)  year's  end.  Halliburton  won  the  first  round  in  a  no-bid 
cess,  but  the  remainder  of  the  work  will  be  awarded  in  an  open 
this  fall.  The  Corps  has  so  far  spent  about  $235  million,  much 
t  m;  intaining  a  150-truck-a-day  convoy  to  import  gasoline 
n  Ki  iwait  and  Turkey.  Like  most  things  in  Iraq  these  days,  the 
shoi  tage  isn't  what  it  appears.  The  Basra  refinery  escaped  the 


ON  THE  JOB:  AT  THE  GHARMAT  AU  WATER  PLANT 


war  mostiy  unscathed,  but  it  gets  only  6  gallons  of  gasoline  from 
a  barrel  of  crude,  one-third  that  of  modern  plants.  South  Oil  Co. 
doesn't  have  any  place  to  store  the  residual  oil  until  the  export  ter- 
minal in  the  Persian  Gulf  is  operating.  Once  the  terminal  is  roUing 
and  tankers  can  be  loaded,  engineers  can  crank  up  the  Basra  re- 
finery and  supply  one-quarter  of  domestic  gasoline  demand. 

It's  the  potential  exports  that  still  have  Westerners  salivat- 
ing. "From  fields  already  discovered  you  can  see  how  Iraq  will 
be  a  5-million-to-6-million-barrel-a-day  producer,"  says 
George  Littell,  a  partner  with  Groppe  Long  &  Littell,  a  Hous- 
ton consulting  firm.  "But  there's  probably  $4  billion  to  $5  bil- 
lion worth  of  work  to  get  there."  Or 
considerably  more.  According  to 
Michael  Economides,  a  petroleum 
engineering  expert  at  the  University  of 
Houston,  Iraq's  relatively  shallow,  free- 
flowing  oil  formations  require  an 
investment  of  $6,000  to  produce  an 
additional  barrel  of  oil  per  day,  com- 
pared with  $3,500  in  Saudi  Arabia  and 
$10,000  in  west  Texas.  That  implies 
expenditures  of  at  least  $1.8  billion  a 
year  just  to  keep  production  constant 
at  2  million  barrels  a  day  given  the 
region's  historical  15%  yearly  decline 
from  existing  wells.  Just  the  sort  of 
work  that  has  companies  like  Hal- 
liburton, Schlumberger,  BJ  Services  and 
Baker  Hughes  climbing  all  over  one 
another. 

But  Iraqi  engineers  have  been  mak- 
ing do  without  Halliburton  &  Co.  for  a 
long  time.  "We  would  like  to  see  these  companies  participate  in  de- 
veloping fields  and  operating  them,  but  that  is  future  policy,"  El- 
Leaby  says.  Russian  technology,  in  most  cases,  is  sufficient,  he  says. 
New  fields  promise  to  be  much  more  lucrative — if  Iraq  allows 
foreign  companies  in.  Russia's  Lukoil  is  fighting  to  regain  a  Sad- 
dam-era contract  to  develop  the  enormous  West  Qurna  field  in 
southern  Iraq.  But  the  Russians  don't  get  much  sympathy  from  El- 
Leaby.  South  Oil  Co.  is  already  producing  oil  from  wells  in  the 
same  area  and  plans  to  expand.  "They  did  not  ftilfill  their  con- 
tract, so  it  was  canceled,"  he  says  of  Lukoil. 

Even  the  Americans  acknowledge  that  the  dream  of  handing 
out  Russian-style  stock  certificates  to  Iraqi 
citizens  or  selling  concessions  to  foreign 
companies  is  likely  to  remain  just  that. 
"The  idea  that  there  was  going  to  be  a 
preferential  bonanza  for  anybody  was  mis- 
guided," says  Philip  Carroll,  a  former 
Royal  Dutch/Shell  executive  who  serves  as  liaison  between  L.  Paul 
Bremer  III,  the  U.S.  administrator  in  Iraq,  and  oil  minister 
Ghadhban.  "The  fact  that  American  companies  have  a  couple  of 
contracts  here  does  not  mean  that  they're  necessarily  going  to 
be  in  an  advantaged  position."  About  the  only  good  news  that 
everyone  can  agree  on  is  that  the  oU  is  once  again  flowing.      F 
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For  years  the  trial  lawyers  had  state  courts 
wrapped  around  their  fingers.  Now  big 
business  is  striking  back.  K  is  waging  as 
election-campaign  war  on  judges  who 
tavor  plaintiffs  in  tort  cases. 


secret 


BY  ROBERT  LENZNER  AND  MATTHEW  MliLEB 


KJSTICE  C.P.  (CHUCK)  MCRAE  IS  ADORED  BY  TRIAL  LAWYERS-AND  REVILED  BY 
business  A  colorfu],  cocky  figure  who  drives  a  motorcycle  to  the  courthouse  and  dresses  in  cow- 

Idation  m'  TTVu'V   '"*"'  ^'  ""  """  P"^'^^"^  °f  ^he  Mississippi  Trial  Lawyers 
ssociation.  Nearly  all  of  his  $700,000  campaign  fond  in  2000  came  in  the  form  of  SS.OOoT.fts 

Mir'r  hT"''  who  stand  a  chance  of  appearing  before  him.  McRae  says  he  is  proud  of 
u^ii  "  WHe'"""H''""\^*^^,^^^^^  f°'-  "^«-  *-  1 1  y--'"  a  populist  sentiment  that 
,";  «  -t  h  ;r'  ^'  ""  ^h^/°---^  force  on  the  court  and  in  line  to  be  the  next  chief 
justice,   ...ys  Chip  Reno,  director  of  Stop  Lawsuit  Abuse,  a  local  pro-business  lobby. 

rhat  IS,  McRac  w«5  until  voters  threw  him  out  of  office  last  November.  Chuck  McRae,  57,  ends 
:  ^n  n;m!^T:;s  lT?^  lanuar,  passing  ,he  gavel  to  a  pro-business  corporate  lawyer  and  Rep  bH- 
I    can  nam.d  ,u   Ldmson.  Dickinson  was  swept  into  office  on  a  down-and-dirty,  name-callin. 

^S:^t'    V--^  T""°"  '"  ''''-'  '°"^  ''''^-  ^"^  small-busin2;  owne^:^  i 

funnelin.,, ,',.  -•''^■«^^-  Commerce  rumped  $1  million  more  into  anti-McRae  ads,  i 

funneling„,n..,„:    ..   .  --aid: .:,  Mississiprans  for  Economic  Progress.  I 

McKae  s  ousto  :  ,,,,,  ^.,  „    -^jg^^  ,^..^  ,^^.^g  ^^^^^  ^^  ^^  ^^^^^^  ^^  ^^  ^^^^^  = 
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M^f  Buying  Justice 


The  Chambers 

Battleground 

Since  2000  the  U.S.  Chamber  of 
Commerce  has  won  21  of  24  judicial 
elections  and  II  state  attorney  general 
races.  Pro-business  courts  can 
reverse  huge  verdicts  levied  against 
corporations  and  uphold  tort  reform 
laws  passed  by  state  legislatures. 
Thirty-eight  states  elect  judges- 
many  by  retention,  where  the  judge 
runs  unopposed.  State  courts  hear 
98%  of  all  litigation  in  the  U.S.  Judges 
sit  for  up  to  12  years. 


ALABAMA 


A*^^ 


MISSISSIPPI!  %^%^ 

,:^*      ^^^  . 

LOUISIANA   ■  A'^'V^    "Vt-V'"      I 
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Chamber's 
open-seat  victories ; 

Ousted  incumbents : 


Chamber-backed 
incumbents  reelecte(fej' 


li 


Incumbent  and  open 

seats  up  for  election 

in  2003-04 


$100  miUion  since  2000  and  will  spend  $50  million  or  more  this 
year.  The  prime  objective:  to  vote  out  judges  supported  by  trial 
lawyers,  labor  unions  and  the  Democratic  Party  and  install  new 
judges  sympathetic  to  insurance  companies,  multinational  cor- 
porations and  the  Republican  Party.  The  chamber  also  is  taking 
aim  at  state  attorneys  general,  trial  lawyers  and  state  legislators. 

So  far  die  chamber  has  won  in  2 1  of  24  judicial  elections  in 
eight  states— and  prevailed  in  1 1  attorney  general  races.  It 
helped  win  7  open  seats  in  Illinois,  Pennsylvania,  Texas  and  else- 
where and  helped  reelect  1 1  pro-business  jurists.  And  it  ousted  3 
incumbents— 2  m  Alabama  and  1  in  Mississippi  (Justice 
McRae).  Sixty-three  judges.:  in  28  states  are  standing  for  reelec- 
tion next  year,  and  the  chamUer  hopes  to  throw  at  least  10  of 
them  out  of  office,  aiming  in  particular  at  antibusiness  courts  in 
West  Virginia,  Texa.s,  Mississippi  and  Oliio. 

West  Virginia  Supreme  Court  Justi. .  Warren  McGraw  will 
be  among  the  taij^els.  In  five  years  Mc(  v  has  sided  with  the 
court  majority  in  favoring  workers  in  co.       nsation  claims  88% 
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of  the  time.  In  one  case  the  court  ruled  that  a  worker  with  broi 
chitis  was  eligible  for  workers'  compensation.  She  went  on  to  g 
"permanent  total  disability,"  which  typically  awards  $400,0( 
over  a  lifetime.  No  wonder  the  fund  for  state  workers'  compel 
sation  now  runs  $3.6  billion  in  the  red. 

Judge  McGraw  also  ruled,  in  a  starding  case  in  1999,  th; 
workers  could  sue  their  employers  if  diey  feared  a  future  ace 
dent — without  having  been  injured  at  all.  This  gave  rise  to  cas(  !ii 
that  lawyers  describe  as  "No  proof?  No  problem!"  McGraw 
son,  lawyer  Warren  McGraw  II,  has  brought  more  cases  und( 
this  ruling  than  he  can  count.  For  moral  support  the  judge  ca 
turn  to  his  older  brodier,  Darrell  V.  McGraw  Jr.,  who  sat  on  tb 
state  supreme  court  from  1977  to  1989.  Darrell  is  now  West  Vu 
ginia's  attorney  general,  and  he  has  filed  dozens  of  antitrust  an 
consumer-protection  cases  against  companies;  his  office  ha 
argued  hundreds  of  cases  before  his  brother's  bench. 

The  judge  declines  comment;  his  brother,  Darrell,  says  of  th 
chamber's  war,  "It's  reprehensible.  It's  dangerous  to  the  Ameri 
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concept  of  self-governance  and  democracy."  But  the  cham- 

s  scrappy,  driven  president,  Thomas  Donohue,  says  business 

-ely  is  trving  to  even  the  score  with  trial  lawyers,  who  imtil 

v  have  dominated  judicial  elections  and  enjoyed  a  cozy,  sym- 

dc  relationship  with  jurists.  "We  led.  We  succeeded.  Now  the 

nev  is  rolling  in  from  drug  companies,  heavy  manufacturers, 

;e  retailers,  insurance  companies,  even  banks,"  he  declares. 

hisurance  giant  American  International  Group,  Home  Depot 

1  DaimlerChrysler  are  chipping  in.  The  influx  of  money  has 

ed  the  stakes:  In  2000  candidates  spent  $46  miUion  in  state  ju- 

al  elections — or  $430,000  per  race,  up  60%  from  the  previous 

tion,  says  a  study  by  the 

nnan  Center  for  Justice  at 

N  York  University  Law 

ool  and  the  National  In- 

ute  on  Money  in  State 

itics.  The  chamber  thus 

reshaped  the  once  sedate, 

yer-friendly    game    of 

ting  judges,  roiling  it  with 

iperative  politics  replete 

h  attack  ads,  whisper 

ipaigns  and  allegations  of 

tion-law  violations. 

This  is  a  dirty  business. 

s  Brennan  Center  says 

,  have  "grown  increas- 

ly  negative  and  contro- 

sial,  and  in  some  cases 

ve  1  fallen  far  beneath  the 

jl  of  dignity  most  Ameri- 

is  associate  with  their 

icial  system."  Adding  to 

intrigue,  the  chamber 
aks  its  efforts  by  sidestep- 
ig  disclosure  laws  that 
uire  revealing  contribu- 
ns.  Instead  of  donating 
h  to  candidates,  it  pro- 
les, ad  money  and 
iches  the  effort  as  "infor- 
tional"  and  policy-based, 
'e're  seeing  that  politics  is  rearing  its  ugly  head,"  says  profes- 

Lester  Brickman  of  the  Cardozo  Law  School  in  New  York, 
it  politics  has  always  been  present,  if  shrouded  in  black  robes, 
w  it's  out  in  the  open." 

Lawsuits  brought  by  Mississippi  and  an  Ohio  group  charge 

chamber  with  illegal  tactics  in  election  advertising.  The  Amer- 
n  Bar  Association  last  month  issued  a  blistering  report  entitled 
istice  in  Jeopardy,"  attacking  "the  corrosive  effects  of  excessive 
)ney  in  judicial  campaigns."  It  was  striking  back  at  the  cham- 
•'s  $10  million  TV  ad  campaign  in  five  states  last  year,  which  as- 
ted  that  judges  and  lav^ers  impose  a  "lawsuit  abuse  tax"  of  al- 
)st  $2,000  a  year  on  every  family  of  four  in  the  U.S.  One  spot 
jws  a  needy  mother  and  child  waiting  in  a  long  line  at  the 


courthouse,  whOe  a  smarmy  trial  lawyer  saunters  up  to  the  front. 
"It's  a  cheap  trick,"  says  ABA  President  Alfred  P.  Carlton  Jr.,  "of- 
fensive imagery,  non  sequiturs  and  factual  inaccuracies." 

But  chamber-backers  such  as  Maurice  (Hank)  Greenberg,  the 
78-year-old  chairman  of  AIG,  the  nation's  largest  insurer,  say 
there  isn't  any  choice  but  to  wage  allout  war.  In  February  AIG 
took  a  jolting  $L8  billion  charge  for  the  2002  fourth  quarter, 
blaming  "egregious  jury  awards  and  settlements  for  litigation 
related  to  asbestos,  medical  malpractice  and  other  damages." 
AIG's  stock  fell  from  $55  to  $47  in  a  week,  wiping  out  $23.5  bil- 
lion in  market  value.  Though  the  stock  recovered,  Greenberg 

remains  riled.  "A  bubble 
economy  translated  into  a 
bubble  on  awards,"  he  huffs. 
"It's  coming  out  of  our  com- 
panies, out  of  the  insurance 
industry,  and  it  is  being 
divided  among  the  lawyers 
and  some  of  the  plaintiffs." 
The  costs  of  litigation  and 
liability  claims  exploded 
from  0.6%  of  GDP  in  1950  to 
2%  of  GDP  by  2001— $200 
billion  a  year.  The  annual  toll 
could  hit  $300  biUion  by 
2005.  Lawyers  typically 
pocket  a  third  of  the  loot. 

Tort  litigation  is  big  busi- 
ness in  Illinois,  particularly  in 
Madison  County  (pop. 
260,000).  A  jury  there  last 
year  awarded  $250  miUion 
(including  $200  million  in 
punitive  damages)  to  a  lone 
man  claiming  asbestos  expo- 
sure at  a  U.S.  Steel  plant. 
Never  mind  that  the  plant 
was  in  Indiana,  the  man  lives 
in  Indiana  and  U.S.  Steel  is 
based  in  Pennsylvania.  Rather 
than  appeal,  U.S.  Steel  settled 
the  case  for  considerably  less. 
Illinois  has  no  restrictions  or  limits  on  back-scratching 
between  judges  and  trial  lawyers.  Lawyers  can  donate  any 
amount  they  like  to  judges — and  then  have  their  cases  tried 
before  them.  One  day  last  fall  Stephen  M.  Tillery,  a  partner  at  the 
St.  Louis,  Mo.  law  firm  of  Korein  Tillery,  and  18  others  con- 
tributed a  combined  $10,000  to  the  successful  reelection  cam- 
paign of  Madison  County  trial  court  Judge  Nicholas  Byron. 
Tillery's  firm  also  donated  small  sums  to  two  judges  on  the 
state's  Fifth  District  Appellate  Court. 

Cut  to  March  2003:  Judge  Byron  presides  over  a  jury  that 
levies  $10.1  billion  in  damages  ($7.1  billion  compensatory,  $3  bil- 
lion punitive)  against  Philip  Morris,  the  tobacco  giant  now 
known  as  Altria,  on  behalf  of  a  class  of  smokers  using  light  ciga- 


FORBES"   July  21,  2003      67 


itroducing 

igh  performance  technology 

lat's  also 

ood 

J  J  L  r  I  S^        \^  I  1  V  I  I    ^J  I  I  I   I   I  %?  I   I   L  n    in  the  race  for  a  greener  planet, 

a  IS  determined  to  win.  That's  why  we've  developed  Hybnd  Synergy  Drive,'  a  revolutionary  power  train  that  combines  a  gasoline 

le  with  a  powerful  electric  nnotor  that  never  needs  to  be  plugged  in. 

esult?  Super-efficient,  super-charged  performance. 

d  Synergy  Drive  achieves  nearly  2.5  times  the  average  fuel  efficiency  of  conventional  vehicles  and  close  to  90%  fewer  smog-forming 

5ions  -  all  while  dramatically  boosting  power.*  In  fact.  Hybrid  Synergy  Drive  can  inject  n   /B  SUV  with  the  power  and  torque  of  a  V8. 

groundbreaking  yet  affordable  technology  will  hit  the  roads  this  fall  in  the  next  genera-  jn  Pnus.  After  that.  Hybrid  Synergy  Dnve  will 

mailable  in  more  and  more  Toyota  products.  Welcome  to  a  new  era  in  driving  -  we'>e  off  and  racing. 

ta.com/tOmorrOW        'Manufacturer's  testing  for  2004  est.  city  &  combined  mpg.  ©2003 
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rettes  that  were  promoted  as  less  dangerous  than  regular  ones. 

The  lead  lawyer  in  the  case:  Stephen  Tillery.  Should  the  Altria 
verdict  be  upheld,  Tillery  will  collect  a  hefty  portion  of  the  $1.8 
billion  in  legal  fees.  The  case  is  now  under  appeal  at,  of  all  places, 
the  Fifth  District  Appellate  Court,  which  is  "just  as  bad  as  Madi- 
son County,"  says  Edward  Murnane,  president  of  the  Illinois 
Civil  Justice  League,  which,  despite  its  civic-sounding  name,  is  a 
pro-business  group  funded  by  the  U.S.  Chamber  of  Commerce. 
Because  the  Illinois  court  is  now  4-to-3  antibusiness,  Murnane 
says,  his  group  will  target  the  sole  state  supreme  court  seat  up 
for  election  in  2004. 

In  another  case  in  Marion,  111.,  trial  lawyers  said  State  Farm 
deceived  4.7  million  policyhold- 
ers by  authorizing  the  use  of 
cheapie  parts  to  repair  their  cars. 
Judge  John  Speroni,  himself  a 
former  attorney  for  State  Farm, 
ordered  the  insurer  to  pay  poli- 
cyholders $1  biUion  plus  inter- 
est. If  the  lawyers  take  the  typi- 
cal 30%  cut,  each  plaintiff  will 
get  $202 — ^while  the  lawyers  will 
rake  in  $408  million. 

The  war  on  the  judges  began 
in  2000,  when  Donohue,  who 
had  run  the  American  Truckers 
Association  and  took  over  the 
chamber  in  1997,  visited 
Bernard  Marcus,  the  firebrand 
founder  of  Home  Depot,  at  the 
company's  base  in  Atlanta.  The 
now-retired  Marcus  stunned 
Donohue  with  his  outrage, 
complaining  of  getting  hit  with  a 
new  lawsuit  every  day.  "Every 
time  I  sit  down  with  a  CEO  I'm 
told  their  major  economic  prob- 
lem is  die  trial  lawyers,"  Marcus 
told  Donohue,  adding,  "I  have 
never  seen  such  fear  and  intim- 
idation in  my  life." 

Marcus  helped  him  raise  $8  million  to  target  judges  in  the 
2000  elections;  that  expanded  to  $20  million  in  2001  and  to  $40 
million  in  2002.  Much  of  the  money  went  to  the  Institute  for 
Legal  Reform  a  tax-cKempt  chamber  unit  that  runs  this  anti- 
judge  "voter  education."  effort.  Thus,  60%  of  the  money  is  tax- 
deductible  for  the  companie.s  that  gave  i;. 

In  2000  state  oi!i..!.'!s  in  Mississippi  and  a  grass-roots  orga- 
nization in  Ohio  a. ,  d  the-  U.S.  Chamber  of  Commerce  of 
improperly  tryin..  .^..  ...e  the  elections.  In  Mississippi, 

Attorney  General  M  •  „re,  who  plaved  a  critical  role  in 

the  $244  billion  nat.c :  ,  c,  settlement,  charged  that  the 

■r.e  boundaries  of  "issue  advo- 

'       '      -  it  supported.  The  case 

'■     Jellied  review;  a  federal 
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chamber  had  pushed  I 
cacy"  by  promoting  the 
went  to  the  U.S.  Supreme 


appeals  court  then  ruled  in  the  chamber's  favor. 

In  2002  the  chamber  conducted  its  strongest  blitz  yet,  ba 
ing  candidates  who  won  all  nine  of  the  state  supreme  court  S( 
that  the  business  group  had  sought.  But  this  time  it  took  a  lo^ 
profile,  masking  its  role  and  allying  with  groups  such  as 
American  Taxpayers  Alliance,  the  Civil  Justice  League  in  IllirJ 
and  Stop  Lawsuit  Abuse  in  Mississippi,  funding  some  of  thei 
As  it  braced  for  war,  the  chamber  targeted  eight  antibusin 
states,  including  Alabama,  Ohio,  Illinois  and  Mississippi 
ordered  up  detailed  evaluations  of  rulings  by  every  high  co 
judge  in  each  targeted  state,  grading  them  for  positive  or  ne 
tive  impact  on  the  state's  economy.  Then  the  chamber's  Instit 

for  Legal  Reform,  whose  ba 
members  include  chiefs 
major  corporate  donors  to 
judge-ousting  campaign,  r 
ommended  which  judges 
target.  Tom  Donohue  rrn 
the  final  decision. 

In  Alabama,  where  jud|, 
had  been  infamously  bad 
business,  the  chamber  sw( 
the  five  seats  of  the  nine-me; 
ber  supreme  court  up  for 
election  in  2000.  Of  those  wi 
the  victory  by  chamber-su 
ported  Lyn  Stuart  over  incui 
bent  Justice  Ralph  Cook  v\ 
crucial  to  insurance  comp 
nies.  A  mid-1990s  decision 
Cook  let  the  jury  say  life  insi 
ance  companies  defraud 
their  customers  by  charging  t 
maximum  state-regulated  pi 
mium,  costing  the  compani 

♦         ^^^^^^^_    tens  of  millions  of  dollars.  N« 
^^^^^^H    year  a  likely  target  will  be  / 
^^^^^^1    abama  Supreme  Court  Justi 
^^^^^H    Douglas  Johnstone,  who  h 
^^^^^H    expanded  corporate  liability 
69%  of  his  relevant  decisior 
according  to  research  by  a  chamber  consultant. 

In  Ohio  the  high  court's  ruling  in  two  cases — one  in  19° 
one  in  2000 — forced  employers  to  cover  their  employees'  dai 
ages  if  they  were  involved  in  a  car  accident  with  an  uninsun 
driver  on  their  own  time,  resulting  in  $1.5  billion  in  addition 
liabilities.  So  the  chamber  took  the  low  road  in  2000.  It  ran  a<  t 
bluntly  suggesting  that  incumbent  state  Supreme  Court  Justi.  i 
Alice  Resnick  could  be  bought  by  trial  lawyers  and  union 
"Alice  Resnick:  Is  Justice  for  Sale?"  one  ad's  voiceover  asked, ;  \ 
paper  money  rained  down  on  the  scales  of  justice.  The  spi 
claimed  that  Resnick  had  done  the  bidding  of  trial  lawyers  ail 
unions  almost  70%  of  the  time,  in  return  for  contributions  i 
$750,000.  A  second  ad  accused  her  of  changing  a  vote  to  plea 
a  contributor.  "But  the  chamber  never  produced  any  evidem 
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to  substantiate  [the  accusation],"  according  to  the  Brennan  Cen- 
ter report.  Despite  the  assault,  Resnick  won. 

The  chamber  fared  better  in  Ohio  in  2002.  The  state  legisla- 
ture had  passed  a  sweeping  reform  of  tort  laws,  but  the  Ohio 
Supreme  Court  invalidated  it,  ruling  the  bills  unconstitutional. 
Now  the  court  has  a  3-to-2  pro-business  majority,  after  the 
chamber  helped  elect  two  conservative  Republicans:  Evelyn 
Stratton,  an  incumbent,  and  Maureen  O'Connor,  who  was 
Ohio's  lieutenant  governor.  It  looks  as  if  business  could  use  a  lit- 
tle help.  Last  year  an  Ohio  jury  awarded  $261  million  in  dam- 
ages (including  $250  million  punitive)  to  250  investors  because 
a  Prudential  stockbroker  had  moved  their  investments  out  of 
the  stock  market  in  late  1998  without  their  permission. 

Donohue's  assault  team  won  big  in  Illinois  in  2002,  helping 
Rita  Carman,  a  Republican  appellate  judge,  win  an  open 
Supreme  Court  seat  and  defeat  Democrat  Sue  Myerscough  by  a 
vote  of  53%  to  47%.  The  American  Taxpayers  Alliance,  the 
chamber  ally,  ran  TV  ads  aUeging  Myerscough  wanted  to  turn 
the  court  into  "a  social  service  agency."  ATA,  based  in  Washing- 
ton, D.C.,  is  run  by  Scott  Reed,  who  ran  Robert  Dole's  1996 
presidential  campaign  and  founded  Chesapeake  Enterprises,  a 

CC 


the  last  weeks  of  other  elections  that  year.  In  smearing  McI 
one  television  ad  said  he  was  soft  on  child  molesters:  "When  a 
year-old  was  sexually  assaulted,  the  Mississippi  Supreme  Cc 
upheld  the  murderous  conviction.  Only  Judge  Chuck  McJ 
voted  to  reverse  it.  No  wonder  Reader's  Digest  named  him  on* 
America's  worst-judges." 

In  response,  Citizens  for  Truth  in  Government,  a  fi-ont  grc 
for  trial  lawyers,  ran  an  ad  charging  McRae's  Republican  ri 
Dickinson,  had  been  sued  for  hitting  a  customer  in  the  face  v\ 
a  whiskey  bottle  (in  a  bar  where  he  worked  years  earlier)  a 
separately,  for  not  paying  his  bills.  Dickinson  calls  the  ads 
total  distortion  of  the  facts,"  and  asserts  that  in  response  McI 
supporters  spread  the  word  at  black  churches  that  he  wanted 
retain  the  Confederate  flag— and  told  white  churches  he  wani 
to  ban  it.  McRae  denies  this. 

The  mutual  mudslinging  turned  out  badly  for  McRae.  7' 
incumbent  judge  got  only  23%  of  the  vote  to  Dickinson's  53 
A  third  candidate,  Larry  Buffington,  who  also  was  backed  bi 
group  of  trial  lawyers,  got  24%.  Chuck  McRae  will  serve  out  'i 
term  until  January  2004.  Once  Dickinson  takes  his  seat,  the  M 
sissippi  Supreme  Court  will  have  a  5-to-4  pro-business  majorit 


We  want  to  play  a  M-court  press— challenge  [trial 

lawyers]  in  the  courts,  in  the  voting  booth . . . 

1  hen  they  have  to  play  everywhere  at  the  same  time." 


consultancy  that  is  close  to  the  chamber. 

The  toughest  battles  are  playing  out  in  Mississippi,  where  lit- 
igation over  asbestos  and  the  faulty  diet  drug  fen-phen  are  huge 
sources  of  revenue.  In  one  case  in  2001  a  jury  in  Hohnes  County 
Court  awarded  $150  miUion  to  sk  plaintiff^s  who  never  became 
ill  ft-om  asbestos  exposure— they  simply  feared  they  would  some 
day  In  a  three-county  district  presided  over  by  trial  court  Judge 
Lamar  Pickard,  lawyers  have  filed  some  4,000  separate  fen-phen 
cases.  Typically  these  lawyers  gather  plaintiffs  by  distributing  cir- 
culars listing  a  hotline  number  and  hiring  legmen  to  work  the 
smaller  rural  towns  in  search  of  more  "victims."  To  settle  such 
complaints  nationwide,  Wyeth  (formerly  American  Home 
Products)  has  dished  out  $12.8  billion  thus  far,  but  it  is  far  fi-om 
done.  The  plaintiff  lawyers  have  landed  up  to  $3.8  billion, 
assuming  a  traditional  30%  lawyer's  fee. 

In  2000  the  chamber  pushed  too  hard.  Voters  reacted  so 
badly  to  chamber-paid  ads  for  then-chief  justice  Lcnore  Prather 
that  Prather  asked  the  chamber  to  stop  running  the  spots  The 
chamber  rehased-and  Prather  lost  the  race.  It  had  better  luck  in 
2002  dogging  fustice  C;huck  McRae,  who  has  a  record  of 
expanding  liabilities  or-,  behalf  of  the  plaintiff  in  92%  of  his 
cases,  a  chamber  cor.-..;.  ..u  says.  In  addition  to  the  chamber's 
$1  million  that  it  channel.  ;  !o  local  groups,  the  Law  Enforce- 
ment Alliance  ot  •...  .  His  associated  with  the  National 
Rifle  Association,  ,m  ■  ,oti,ei  $500,000  for  ads  attacking 
McRae;  it  also  ran  ..               s  on  several  other  candidates  in 


The  plaintiff  lawyers  may  be  demonized  even  more  if  a  fe 
eral  investigation  results  in  criminal  charges.  The  U.S.  Attorn- 
in  Jackson,  Miss,  is  investigating  the  relationship  between  tv 
leading  trial  lawyers,  Richard  Scruggs  and  Paul  Minor,  and  Ju 
tice  Oliver  E.  Diaz  Jr.,  who  won  a  seat  on  the  state  supreme  cou 
in  2000.  Both  Scruggs  and  Minor  guaranteed  two  bank  loai 
totaUng  $150,000  to  Diaz.  The  federal  grand  jury  on  this  invest 
gation  has  been  extended  six  months. 

Scruggs,  a  brother-in-law  of  Senator  Trent  Lott  (R-Miss. 
says  in  an  interview  he  guaranteed  an  $80,000  Diaz  loan— ai 
paid  it  off— in  direct  response  to  the  Chamber  of  Commerce 
war  on  Diaz.  At  an  investment  seminar  in  June  2002,  Scrugg 
who  stands  to  share  a  portion  of  flie  $12.3  billion  due  to  attorne; 
involved  in  die  1998  national  tobacco  settlement,  said  that  "i 
certain  jurisdictions,  the  judiciary  is  elected  with  verdict  mone 
The  trial  lawyers  have  established  relationships  with  the  judg< 
that  are  elected. . . .  It's  almost  impossible  to  get  a  fair  trial." 

But  even  some  chamber  backers  are  uncomfortable  with  th )" 
crusade.  DaimlerChrysler  says  it  supports  "voter  education,"  nc  ■ 
a  war  on  judges.  But  diis  ugly  battle  will  go  on  for  a  while;  judgt 
ordinarUy  sit  for  6  to  12  years  before  they  face  reelection.  Sa) 
Tom  Donohue:  "We  want  to  play  a  fijll-court  press — challeng 
[the  trial  lawyers]  in  the  courts,  in  the  voting  booth,  in  the  coui 
of  public  opinion  and  in  die  state  legislatures  and  Congress.  The 
they  have  to  play  everywhere  at  the  same  time.  They  becom 
more  visible  and  have  to  defend  themselves. "  I 
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Backseat  Driver  By  Jerry  Flint 


Mousetrap  301 


m      ■■HATEVER  HAPPENED  TO  THE  PRECEPT  THAT 

^B  V  business  success  hangs  on  building  a  better 

iMMM  product?  Remember?  Build  a  better  mousetrap 

W  wK    and  the  world  will  beat  a  path  to  your  door.  Over 

■  ■■     several  decades  that  message  seemed  to  be  lost  in 
luto  industry. 

Company  executives  or  Wall  Street  analysts  would  go  on 

on  about  cash  flow  analysis,  tax  strategies,  pension  prob- 

s,  cost-cutting,  globalism,  synergies,  shareholder  value, 

ids  and  what  the  buyers  want,  which  always  turned  out  to 

omething  modestly  inferior  but  cheap  to  buOd. 

rhe      answer      to      the 

;rican  industry's  problem 

ned  to  be  getting  parts- 

;ers  to  cut  prices  or  to 

e  their  plants  (yesterday,  to 

ico;  today,  to  China).  The 

3le  running  some  of  these 

panies  didn't  know  much 

Lit  making  better  mouse- 

s,  or,  in  this  case,  cars.  In 

,  when  I  looked  at  some 

lagement    structures,    I 

dn't  figure  out  how  any- 

who  knew  how  to  build  a 

;r  car  could  get  anywhere 

■  the  top. 

'.  came  to  the  conclusion 
no  business  school,  from 
vard  to  Michigan  to  Stan- 

,  had  a  course  called  "Mousetrap  301." 

something  else:  There  seems  to  be  a  sense  of  impending 

>air  about  the  car  business.  The  American  companies  are 

lys 'losing  market  share  to  the  foreigners  who  are  building 

jr  cars  and  trucks,  building  new  factories  and  ever  expand- 

The  domestic  companies  have  huge  pension  and  health 

liabilities — "legacy  problems"  they  call  them. 

►Veil,  so  what?  Everyone  has  problems. 

:n  the  auto  world  Toyota  and  Honda  are  excellent  compa- 

and  doing  extremely  weU.  But  they  are  the  only  fully  inde- 

ient  Japanese  carmakers.  Nissan,  Mitsubishi  and  Mazda  are 

rolled  by  non-Japanese.  Suzuki,  Subaru  and  Isuzu  have  sold 

es  to  foreign  concerns.  And  Mitsubishi,  Mazda  and  Isuzu 

,'t  doing  that  well,  either. 

]n  Germany,  Volkswagen  has  spent  a  fortune  on  luxury 

les  like  Lamborghini  and  Bentley  and  wants  to  seU  $80,000 

swagens.  This  strategy  is  a  long  way  from  die  "people's  car," 

there's  little  sign  of  success  yet.  Daimler's  global 

rations  in  American  Chrysler  and  Japanese  Mit- 


People  in  Detroit 

forgot  for  decades 

about  building  a 

better  product. 

They  are  paying  the 

price  and  will  lose 

more  market  share. 

The  good  news: 

They  are  waking  up. 


subishi  have  been  more  painful 
than  successful. 

See,  everybody  has  prob- 
lems, not  just  General  Motors, 
Ford  and  the  American  arm  of 
Chrysler. 

Now  about  that  mousetrap 
business.  While  what  I  said  was 
true,  there  are  changes  in  the 
right  direction.  In  Detroit  ex- 
ecutives are  beginning  to  say 
that  design  and  manufacturing 
are  important.  GM,  for  example,  has  just  set  up  a  100-person 
engineering  team  dedicated  to  working  just  for  Cadillac. 

Imagine  trying  to  compete  with  Mercedes  and  BMW  and 
Lexus  by  drawing  engineers  from  the  office  pool.  The  silliness 
of  this  was  visible  years  ago.  Yes,  it  took  GM  years  to  figure  it 
out.  Now  if  only  the  company  would  figure  out  that  Chevro- 
let, too,  must  have  its  special  engineering  people  if  it  is  to  com- 
pete with  Toyota  (which  outsells  Chevy  in  cars  already)  and 
Honda  (which  is  catching  up). 

But  this  is  a  terrific  start  to  building  a  better  mousetrap,  and 
that's  good. 

When  the  managers  on  top  know  the  product,  the  compa- 
nies stand  a  better  chance  of  doing  well,  at  least  in  the  auto 
business.  Germans  and  Japanese  actually  let  car  engineers 
become  chief  executives.  Remember  Chrysler,  before  it  sold 
itself  to  Daimler?  Robert  Eaton,  an  engineer,  was  the  chief 
executive.  And  GM,  recognizing  that  it  needed  a  mousetrap 
expert,  made  7 1  -year-old  Bob  Lutz,  who  you  might  call  a  self- 
taught  engineer,  vice  chairman. 

And  despite  my  constant  carping  about  Ford's  lack  of 
home-grown  talent  at  the  highest  levels,  the  Ford  product  plan 
is  reasonable  and  will,  in  aD  probability,  return  Ford  to  prof- 
itability. Chrysler's  Germans  are  creating  the  most  interesting  of 
Detroit's  new  products.  Really,  they  are  starting  to  build  better 
mousetraps  in  Detroit.  The  Germans'  only  problem  is  they  just 
don't  understand  how  American  car  buyers  think. 

The  point  here:  This  isn't  the  airline  business.  Too  many 
Detroiters  forgot  about  the  better  mousetrap  for  decades. 
They  are  paying  the  price.  They  will  lose  more  market  share, 
too.  But  they  are  waking  up.  Detroit  will  hold  on  to  enough 
of  the  home  market  to  make  enormous  profits  and  pay  its 
pensions,  too. 

Now  all  that  remains  to  be  fixed  is  our  business  schools. 
There  should  be  a  mandatory  class  titled  "Mousetrap  301"  to 
remind  students  what  is  important.  F 


T^Ofhf  C    I  '^^"^  ^''''''  ^  former  Forbes  Senior  Editor,  has  covered  the  automobile 
I  industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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PAYDAY  LENDING 

THE  PAYDAY  LOAN  INDUS- 
try — the  thriving,  much- 
maligned  financing  busi- 
ness      that      provides 
short-term  loans  to  lov, 
income  people  who  liv. 
from  paycheck  to  pay 
check — has  earned  a  well-deserved  rep 
utation  for  playing  rough  with  welsh  - 
ers.  Not  so  at  the  Advance  America 
chain,  where  customers  receive  a  polite 
phone  call  the  day  before  the  loan  is 
due  with  a  discreet  reminder  of  their 
"appointment." 

"They're  nice,"  enthuses  Damien 
Grant,  24,  who  recently  borrowed  $255 
from  the  Advance  America  branch  in 
Hawthorne,  Calif.  "Plus,  they  work 
with  you  if  you  do  get  in  a  bind." 

"We  don't  threaten  or  use  criminal 
prosecution,  and  we  don't  report  to  a 
credit  bureau,"  says  William  (Billy) 
Webster  IV,  45,  Advance  America's  chief 
executive  officer,  who,  in  another  life, 
was  President  BUI  Clinton's  scheduling 


Race 


czar.  "So  if  we  make  the  wrong  credit 
decision,  we  simply  aren't  going  to  get 
the  money  back." 

That  soft  touch  has  helped  make 
Advance  America  the  nation's  largest 
player  in  the  controversial  $25  billion 
(receivables)  payday  loan  industry. 
Webster  puts  a  kind  face  on  an  ugly 
industry  that  draws  frequent  fire  for 
hardball  collection  tactics,  interest  rates 
that  can  run  firom  300%  to  1,000%,  and 
a  predilection  for  targeting  the  poor 
•  nd  the  vulnerable.  With  1,800 
br.inches  in  32  states,  Ad\'ancf  America 
lent  out  $2  billion  last  year — at  fees  as 
high  as  18%  per  fortnight. 

:n.vv,  however,  Webster  race,s  a  threat  from  an  unlikely 
source.  Commercial  banks,  which  long  ago  abandoned  the  busi- 
ness ol  making  small,  sht)rt-term  loans  to  a  down-at-the-heels 
clientele,  are  battling  baek  with  their  own  version  of  payday 
loans.  Euphemistically  c;iil.\l  oveidrift  privilege,  courtesy  over- 
draft or  bounce  protecti.  .  le  prof.an,..  at  some  1,600  banks 
and  other  financial  instili        i^  auton  hu  al'y  cover  their  ciis- 
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tomers'  bounced  checks,  rather  than  leaving  it  up  to  the  disa 
tion  of  the  branch  manager.  The  bank  gets  overdraft  fees,  wh 
the  consumer  gets  the  equivalent  of  a  short-term  loan.  Ban 
even  promote  the  new  service  as  an  "unsecured  loan,"  a  way 
cover  expenses  if  you  "run  short  on  cash  between  paydays." 

The  "privilege"  doesn't  come  cheap.  While  Advance  Am<  j, 
ica  charges  $15  for  a  $100  payday  loan,  which  works  out  to  i 
annual  percentage  rate  of  391%  (before  compounding),  ban 


charge  an  average  bounced-check  fee 
of  S22  (and  up  to  $30  in  New  Jersey), 
for  an  APR  of  572%.  The  genius  of  die 
overdraft  programs,  enabled  by 
shrewd  software,  lies  in  how  they 
exploit  how  many  banks  process 
checks:  largest  first,  rather  than  the 
order  in  which  they  were  written,  thus 
draining  your  checking  account  faster 
and  bouncing  several  checks  at  once, 
each  zinged  for  a  separate  fee. 

Despite  the  fees  and  the  criticism 
the  overdraft  schemes  have  generated 


>■  By  the  Numbers 


Average  overdraft  fee  among  Kansas  banks 
Lowest  for  banks  surveyed  by  the  Federal  Reserve. 


Average  overdraft  fee  in  New  Jersey.  Highest 
among  banks  in  Fed  survey. 


Total  national  average  bounced  check  charge, 
inclusive  of  merchant  fees. 


Fee  for  a  $100  payday  loan  from  Advance  America  in 
California  (up  to  $45  for  a  $255  loan). 


Sources:  Federal  Reserve:  Community  Financial  Senfices  Association;  Advance  America. 


among  the  same  activists  who  rail 
about  payday  lenders,  consumers  have 
embraced  the  programs.  "You 
wouldn't  believe  the  number  of 
phone  calls  we've  gotten  from  cus- 
tomers thanking  us  for  not  returning 
the  check  they've  written,"  says  J. 
Bruce  Whittaker,  president  and  chief 
executive  of  little  Greene  County  Ban- 
corp in  Catskill,  N.Y.,  with  $244  mil- 
lion in  assets.  "In  the  old  days,  a  check 
was  returned  and  they  were  in  hot 
water  with  someone  [the  merchant  or 
landlord]  on  the  other  end."  Share- 
holders are  happy,  too.  The  bank's 
noninterest  income  jumped  39%  in 
the  past  nine  months  to  $1.8  million, 
mostly  from  the  bank's  "Carefree 
Overdraft  Privilege"  program. 
Consumer  groups  are  up  in  arms,  but  consumers  love  it," 
John  Floyd,  whose  Baytown,  Tex.  firm  sets  up  the  overdraft 
;rams  for  banks.  "I  grew  up  in  a  dry  precinct,  and  I  remeni- 
he  two  biggest  supporters  of  the  liquor  ban  were  the  Baptist 
ch — and  bootleggers,"  he  adds,  comparing  the  unlikely 
>  to  consumer  activists,  critical  of  the  bank  programs,  and 
■  sympathizers,  like  Advance  America. 
Vebster  dismisses  the  bank  threat  and  says  the  new  over- 


draft programs  have,  if  anything,  legitimized  his  own  business; 
he  relishes  the  banks'  dubious  achievement  of  charging  even 
more  than  he  does.  He  also  helpfully  points  out  the  more  sinis- 
ter side  of  some  of  the  overdraft  programs:  When  you  go  to 
your  ATM  to  withdraw  money,  the  bank  will  deceptively  give 
you  a  balance  that  includes  the  overdraft  amount  without  say- 
ing so,  rather  than  reflecting  the  real  balance.  So  you'll  instantly 
go  into  hock  without  knowing  it.  Payday  lenders,  he  notes,  are 
required  by  law  to  treat  their  whole  fee  for  a  two-week  loan  as 
interest,  causing  it  to  show  up  as  a  steep  annual  percentage  rate, 
while  banks  can  call  their  fees  "noninterest  income." 

Payday  lenders  and  banks  alike  profit  by  exploiting  the  fact 
that  so  many  Americans  can't  live  within  their  means.  Webster 
won't  reveal  the  privately  held  firm's  income,  but  a 
close  proxy  lies  in  the  financial  filings  of  an  obscure 
Lacey,  Wash,  bank  called  First  Community  Financial 
Group.  The  $465  million  (assets)  bank  goes  halfway 
across  the  country  to  offer  loans  through  Advance's 
outlets  in  Alabama  and  Arkansas  under  a  so-called 
"rent-a-bank"  agreement,  in  which  the  bank  can 
export  its  liberal  local  usury  rates  across  state  lines. 
For  its  regular  loans,  the  bank  posts  a  net  return  of 
just  1%  of  assets,  typical  in  the  industry.  But  on  the 
payday  loans  through  Advance,  the  bank  nets  a 
whopping  9.4%  of  assets  (although  10%  to  20%  of 
payday  loans  go  sour,  compared  with  less  than  2% 
for  mainstream  bank  loans). 

At  the  banks,  the  average  overdraft  fee  rose  to  $22 
last  year  from  $20  in  2001,  when  the  fee  was  up  24%  since  1997, 
an  increase  "substantially  greater"  than  the  Consumer  Price 
Index,  according  to  the  Federal  Reserve. 

Regulators  could  ultimately  dictate  the  winner  in  this  clash 
between  Advance  America  and  invading  banks.  Payday  lenders 
await  final  guidance  from  the  Federal  Deposit  Insurance  Corp. 
regarding  whether  banks  can  continue  to  make  loans  through 
their  branches.  The  FDIC  was  supposed  to  come  out  with  a 
final  ruling  in  March  but  delayed  it  after  receiving  a  deluge  of 
comments  from  payday  loan  opponents  and  supporters. 

Although  banks  are  a  relatively  small  source  of  funds  for  the 
payday  lenders,  the  banks  play  a  crucial  role  in  states  such  as 
North  Carolina,  where  payday  lending  is  otherwise  banned. 
Advance  America  and  its  competitors  have  been  able  to  evade 
the  ban  by  working  through  banks. 

In  the  meantime  the  Fed  is  weighing  whether  banks'  over- 
draft programs  should  be  governed  by  the  Truth  in  Lending  Act, 
which  forces  lenders  to  disclose  the  annual  percentage  rates  of 
loans  and  other  costs  of  borrowing.  Despite  marketing  overdraft 
plans  as  loans,  banks  argue  they  shouldn't  be  subjected  to  the 
burdensome  disclosure  requirements  since  paying  the  overdrafts 
is  a  "courtesy"  service,  not  a  conventional  loan. 

Even  if  the  banks  are  unimpeded  by  any  Fed  action,  Advance 
America's  Webster  figures  that  he  can  still  beat  them  on  service. 
Says  he:  "Our  customer  does  not  want  to  stand  in  a  bank  lobby 
behind  somebody  from  the  business  down  the  street  making  a 
deposit  and  someone  else  opening  a  checking  account."  F 
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Miele 


Machine 


After  nearly  a  century  of  focusing  almost  totally 
on  western  Europe,  Germany's  Miele  is  making 
a  big  global  push.  New  target:  California. 

BY  DEBORAH  STEINBORN 


CALIFORNIA'S  SOUTH 
Coast  Air  Quality 
Management  Dis- 
trict late  last  year  moved  to 
phase  out  the  use  of  per- 
chloro  ethylene — com- 
monly known  as  "perc" — 
at  the  approximately  3,500 
dry  cleaners  in  Los  Angeles 
and  surrounding  counties. 
Perc  is  a  chemical  solvent 
used  by  85%  of  all  dry 
cleaners  in  the  U.S.  Under 
the  new  California  rules, 
any  new  professional 
cleaning  machines  won't 
be  allowed  to  use  perc; 
existing  machines  will  have 
to  be  replaced  beginning 
in  2004.  Chicago  is  review- 
ing proposals  to  ban  perc 
as  well.  Other  cities  may 
follow. 

Benefiting  firom  all  this 
will  be  $2  billion  (sales) 
Miele  &  Cie.  GmbH,  the 
big  German  maker  of  dish- 
washers and  other  house- 
hold appliances  best  known 
in  the  U.S.  for  its  $450-and- 
up  canister  vacuum  clean- 
ers. More  to  the  point,  

Miele  also  makes  commercial  washe, 
dryers  that  use  a  water-based  cleaning 
system— first  deveU.ped  in  1991  in  re- 
sponse to  German  environmental  legisla- 
tion. The  system;;  cc  t  up  to  $45,000. 

Do  the  math;  A'itli  more  thiin  .33,000 
dry-cleaning  opcrai.iis  nationwide, 
Miele,  one  of  ■ 
these  "wet-cltvii 
chance  to  grab  a  :>  -, 
$1.5  billion  niarke 
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..aier  foreign  markets  are  the 
future  for  us,  and  we  have  to 
evolve  into  a  more  interna- 
tional company,"  says 
Markus  Miele,  the  company's  34-year-old 
co-managing  director  since  January  and 
the  cofounder's  great-grandson. 

For  much  of  the  past  century  Miele's 
focus  has  been  mainly  on  western 
Europe;  its  biggest  foreign  market  is  still 
ihe  neighboring  Netherlands.  Markus 
?vliele"s  father  began  to  establish  foreign 
subsidiaiies  in  neighboring  countries 


New  spin:  On  top  of  white 
goods  success,  Markus 
Miele  now  targets  U.S. 
dry-cleaning. 


back  in  1953.  International  expansij 
really  only  took  root  in  the  1980s,  wi 
new  subsidiaries  in  tough  but  lucrati 
markets  such  as  Australia  and  the  UJ 
Customers  on  five  continents  now  p 
top  dollar  for  washing  machini 
dishwashers  and  built-in  kitchens  wil 
the  red  Miele  logo.  Foreign  markJ 
made  up  67%  of  sales  last  year,  i 
from  42%  in  1980. 

Within  the  next  fi 
years — and  even  with 
dearer  euro — Markus  Mi(i 
wants  to  get  that  figure  up 
75%  of  total  sales.  To  do ! 
he  is  making  measun 
changes  in  the  business. 

Despite  a  rigid  ai 
expensive  labor  market 
Germany,  Miele  &  Cie.  si 
produces  almost  all  its  waj 
at  factories  in  Germany.  B 
it  now  has  a  small  produ 
tion  line  up  and  running 
China,  and  another  to  opi 
in  the  Czech  Republic  lat 
this  year,  for  older  vacuu 
cleaner  models  not  fit  f 
developed  markets. 

"For  a  company  of  c 
size  and  global  presence,  \ 
didn't  have  enough  expei' 
ence  in  foreign  production 
Miele  explains.  The  con 
pany  has  no  plans  to  mo' 
widespread       productic 
abroad,  but  he  leaves  roo 
for  plastic-parts  manufa 
ture  or  some  assembly-lii 
functions  in  the  future.  "V ' 
need  to  do  our  research  c  i 
this,"  Miele  says.  "The 
facilities  [in  China  and  tl 
Czech  Republic]  can  show  i 
what     might    work — ar 
what  doesn't." 
Provincialism  is  fading  in  anothi 
way:  "Five  years  ago  there  was  always 
'German  version'  of  a  product,  and  othi 
markets  came  later.  Now  products  can  \ 
introduced  in  other  markets,  too,"  Mie 
says.  "It's  an  important  change  th; 
makes  us  faster  to  market."  The  fir 
example  was  the  introduction  of  a  3( 
inch  oven  to  the  U.S.  earlier  this  yea 
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Miele 


"Americans  need  that  bigger  oven  for 
their  Thanksgiving  turkeys  ...  and  we 
were  able  to  bring  it  to  market  faster  by 
developing  it  specifically  for  the  U.S. 
We're  now  deciding  whether  to  roll  out 
the  product  in  certain  European  markets 
as  well." 

U.S.  consumer  spending  on  home 
improvement  rose  more  than  6%  in  the 
first  quarter,  despite  an  economic  down- 
turn, according  to  Harvard  University's 
Joint  Center  for  Housing  Studies.  "There 
is  a  huge  pool  of  people  who  have  the  dis- 
posable income,  and  are  interested  in  a 
higher-quality  product  once  they  are 
introduced  to  it,"  says  Miele  USA  Presi- 
dent Nick  Ord. 

Miele  expects  revenues  of  $140  mil- 
lion from  its  U.S.  business  this  year — 
compared  with  just  $9  million  in  1992. 
Word  of  mouth  has  driven  much  of  that 
buzz.  Apple  Corp.  founder  Steve  Jobs 
recently  told  Wired  magazine  that  he 
"got  more  thrill"  out  of  Miele  washing 
machines  and  dryers  "than  I  have  out  of 


any  piece  of  high  tech  in  years."  Adver- 
tising Age  has  ranked  Miele's  vacuum 
cleaners  among  the  top  100  brands  in 
the  U.S. 

"Do  it  better.  Do  it  right,"  reads  a  sign 
above  one  assembly-line  worker's  station 
at  Miele's  400,000-square-meter  main 
production  facility  in  Guetersloh.  Here 
and  at  four  other  factories  within  a  short 
driving  distance,  employees  test  washing 
machines,  dryers,  ovens  and  other  house- 
hold appliances  at  every  step  of  produc- 
tion. They  won't  hesitate  to  scrap  an  oven 
shell  with  the  slightest  flaw  or  a  washing 
machine  without  just  the  right  swoosh 
(to  a  recycling  center,  of  course). 

"We  all  have  the  same  mission:  to 
make  the  best  products  out  there,"  says 
Peter  Krueger,  who  has  worked  at 
Miele's  main  factory  for  42  years  and 
also  heads  its  workers'  council.  "What 
small  issues  or  problems  employees  do 
have  from  time  to  time  get  ironed  out 
very  quickly  with  the  owners,  because 
we  all  believe  in  the  company's  mis- 


sion." The  company  has  had.  only  oi 
full-fledged  strike,  part  of  a  nationwii 
.  walkout  for  shorter  hours  by  the 
Metall  union  in  the  early  1980s. 

Miele  has  never  taken  out  a  bai 
loan,  relying  entirely  on  internal  fun 
for  growth.  It  still  does  not  have  outsit 
directors,  relying  on  a  "family  adviso 
board"  made  up  of  some  of  the  60  fan! 
ily  members  who  hold  a  stake 
the  company  today.  And  it  does  n 
release  any  financial  data  except  f 
annual  sales. 

Miele  will  likely  introduce  an  allerg- 
free  washing  machine  to  the  U.S.  mark 
next  year.  An  integrated  steam  oven- 1 
preferred  for  speed  and  nutrient  retei 
tion — is  already  on  sale. 

"The  world  population  is  growin 
but  so  is  the  number  of  people  who  c& 
afford  Miele  products,"  Miele  sa)! 
"There  is  so  much  potential  left.  Thai 
what's  going  to  keep  us  going  as  a  famii 
owned,  family-run  company  for  at  lea 
two  more  generations,  if  not  more." 
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SPECIAL  ADVERTISING    SECTION 


CROSS-BORDER  INVESTING 

THE  ADR  WAY 

"DON'T  PUT  ALL  YOUR  EGGS  IN  ONE  BASKET,"  HAS  ALWAYS  BEEN  SENSIBLE  ADVICE.  BUT  IT'S  ALSO  AN 
ESSENTIAL  INVESTMENT  STRATEGY  BY  DIVERSIFYING  THEIR  PORTFOLIOS  —  WHICH  INCLUDE  A  VARIETY 
OF  INVESTMENTS  IN  DIFFERENT  SECTORS,  MARKETS,  COUNTRIES  AND  CURRENCIES  —  INVESTORS  CAN 
LOWER  OVERALL  RISK  WHILE  ENHANCING  POTENTIAL  REWARDS. 

AMERICAN  DEPOSITARY  RECEIPTS  (ADRS)  ARE  A  CONVENIENT,  LOW-COST  WAY  FOR  U.S.  INVESTORS  TO 
DIVERSIFY  THEIR  PORTFOLIOS  BY  ADDING  GLOBAL  EXPOSURE.  REPRESENTING  SHARES  OF  INTERNATION- 
AL BLUE-CHIP  FIRMS,  ADRS  MAY  PAY  DIVIDENDS  AND  ARE  QUOTED  IN  U.S.  DOLLARS. 


WRITTEN  BY  MICHELE  WUCKER  ■  PRODUCED  BY  NUALA  BYRNE 
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Foster's  Group 


Many  Americans  know  Foster's 
Lager  as  "Australian  for  Beer." 
Foster's  Group  is  also  Australian  for 
"Globally  Diversified." 

Its  Carlton  and  United  Breweries 
and  Fosters  International  divisions 
sell  more  than  100  million  cases  of 
Foster's  Lager  in  150  countries. 

In  October  2000,  Foster's 
Group  acquired  Beringer  Wine 
Estates  of  the  U.S.,  which  it  com- 
bined with  its  existing  Mildara 
Blass  wine  business.  Beringer 
Blass  Wine  Estates  now  sells  more 
than  17  million  cases  of  premium 
international  wines  in  more  than 
50  countries  and  packages  anoth- 
er 14  million  cases  for  third  par- 
ties each  year. 

With  13,000  employees  world- 
wide, the  company  generates  rev- 
enues of  approximately  $3  billion 
annually  delivering  investors  steady 
growth  and  strong  cash  flows. 

"North  American  institutions 
hold  more  than  10%  of  the  com- 
pany's share  capital.  Having  a 
small  but  growing  ADR  program 
allows  other  U.S.  investors  access 
to  the  unique  Foster's  story,"  says 
Michael  Roberts,  investor  re 'ations 
manager  at  Foster's  Group. 


on:  $iK 
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DIVERSiFYING 

"Every  institutional  investor,  every 
pension,  indeed  every  individual  person 
needs  to  understand  the  importance 
of  diversification,  among  asset  class- 
es and  across  equities,"  says  Tim' 
Keaney,  who  heads  The  Bank  of  New 
York's  ADR  business.  "Every  investor 
ought  to  have  some  exposure  to 


international  investments.  For  retail 
investors,  the  best,  cheapest  and 
most  convenient  way  for  them  to 
invest  internationally  is  via  ADRs." 

Many  investors  may  not  even  real- 
ize that  they  are  using  ADRs.  Just  like 
shares  of  U.S.  companies,  these 
securities  trade  on  the  New  York 
Stock  Exchange  (NYSE),  American 


"Having  a  small  but  growing  ADR  program 
allows  a  broader  base  of  U.S.  investors  access 
to  the  unique  Foster's  story." 

—  Michael  Roberts,  Investor  Relations  Manager,  Foster's  Group 


TOP  20  SPONSORED  DEPOSITARY  RECEIPTS 


Country  Share  Volume       Dollar  Volume 

(in  millions)  (in  $  nnillions) 


$   9,946.22 


orporatton 
taiwan  Semiconduo 


3,091.17 


52,783.0 


1,444.24 


18,071.22 


Ireland 


1,274.04 


11,909.63 


loyal  Dutch  Petroleum  Cili 


Netherlands 


1,102.19 


50,748.84 


rvicos  .; 

Germany 

338.13 

8,281.07 

Norway 

332.60 

1,204.20 

United  Kingdom 

325.22 

99.50 

1 

Mexico 

309.36 

4,902.23 

^KI^HI 

Source 

The  Bank  of  New  York 

• 
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must  be  doing  something  right, 
s  won  Bank  of  the  Year  three  years 
J  and  Home  Lender  of  the  Year  for 

dnz.com 


the  past  four  years!  And  we've  also  been 
named  the  best  managed  company  in 
Australia*  in  an  economy  that  continues 


to  go  from  strength  to  strength. 

So  to  find  out  more  about  Australia's 
award  winning  bank,  visit  www.anr.com 


^n: 


Investor  magazine's  Awards  for  Excellence  in  Financial  Services.  'Asiamoney  IVIagazine.  Australia  and  New  Zealand  Banking  Group  Limited  ABN  11  005  357  522.  M&cSMifh     .:i«06ij6/^. 


It's  one  of  the  first  lessons 
we  learn  in  school:  one  day 
our  oil  reserves  will  run  out. 


e'look  to  neuj  energy  sources?  UJhy  not  both? 


But  that  day  must  be 
postponed  for  as  long  as 
possible.  That's  why  Total 
is  developing  new  techno- 
logies for  finding  oil  even 
further  afield  and  deeper 
than  ever  before.  We're 
also  directing  our  thinking 
and  our  actions  towards 
the  sun,  wind  and  other 
sources  of  new  energy 
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NTT  DoCoMo 

DoCoMo  means  "anywhere"  in 
Japanese  and  is  an  acronym  in  Eng- 
lish for  "Do  Communications  Over  the 
Mobile  network."  With  over  46  mil- 
lion subscribers  (as  of  April  30, 
2003),  Japan's  leading  mobile  com- 
munications company  is  using  its 
state-of-the-art  research  capabilities 
to  create  an  entirely  new  communi- 
cations culture. 

"Technology  introduces  limitless 
possibilities  to  business  and  person- 
al life,"  says  Hirotaka  Sato,  chief 
operating  officer  of  NTT  DoCoMo 
USA.  In  business  terms,  that  trans- 
lated into  9.1%  growth  in  pre-tax 
earnings  for  the  fiscal  year  ended 
March  2003. 

Presently,  NTT  DoCoMo  offers  30 
(that's  "third-generation"  to  the  rest  of 
us)  Wideband-CDMA  service  in  Japan 
under  the  brand  name  "FOMA"  (Free- 
dom of  Mobile  Multimedia  Access), 
among  other  services.  This  3G  service 
supports  videophone  capability,  video 
clip  e-mails,  music  and  game  distribu- 
tion, international  roaming,  and  high- 
speed, large-capacity  data  transmis- 
sion. In  the  U.S.,  NTT  DoCoMo 
continues  to  support  its  partner,  AT&T 
Wireless,  in  its  deployment  of  W-CDMA 
technology  in  the  four  U.S.  markets  of 
San  Francisco,  Seattle,  Dallas  and  San 
Diego  by  the  end  of  2004. 

But  DoCoMo  is  looking  even  fur- 
ther ahead.  It  is  already  testing  4G 
technology  at  its  R&D  Center  in 
Yokosuka,  Japan. 


-"Country:  Japan 

tor:  Telecommunications 
^t  Capitalization:  $112  billion 
"    il30,  2003) 

\rch  1,  2002    '' 


NTT  DoCoMo's  innovative  "3G" 
videophone,  the  FOMA  P2102V. 

Stock  Exchange  or  Nasdaq,  and  settle 
in  three  days.  Most  important,  com- 
panies with  exchange-listed  ADRs 
report  to  the   U.S.   Securities  and 


Sweden's  Ericsson  and  Finland's  Nokia 
are  not  only  the  most-actively  traded 
ADRs,  but  they  are  also  among  the  top- 
volume  shares  on  the  entire  Big  Board. 
During  2002,  121  new  companies 
from  31  countries  established  new 
depositary  receipt  programs.  Among 
the  programs  listed  on  the  NYSE 
were  German  pharmaceutical  firm 
Altana;  Japanese  telecommunications 
company  NTT  DoCoMo;  Greece's 
Coca-Cola  Hellenic  Bottling;  and  South  • 
African  precious  metals  producer  Har- 
mony Gold  Mining.  Korea's  Kookmin 


"Technology  introduces  limitless  possibilities  to 
business  and  personal  life." 

—  Hirotaka  Sato,  Chief  Operating  Officer,  NTT  DoCoMo  USA 


Exchange  Commission  and  state  their 
earnings  according  to  U.S.  Generally 
Accepted  Accounting  Principles 
(GAAP).  They  must  comply  with  the 
new  Sarbanes-Oxley  corporate  gover- 
nance regulations  as  well. 

No  wonder  this  essential  global 
investment  tool  is  increasingly 
becoming  a  part  of  U.S.  portfolios. 

In  2002,  32  billion  ADRs  exchanged 
hands  —  impressively,  the  fifteenth 
year  in  a  row  that  trading  volume  rose. 


Bank  and  India's  Reliance  Ports  and 
Reliance  Utilities  used  ADRs  to  raise 
new  capital.  Privatizations  using  ADRs 
included  China  Telecom,  Russia's 
Lukoil,  and  Brazilian  forestry  and 
mining  conglomerate  CVRD. 

KEEPING  IT  SIMPLE 

Amazingly,  ADRs  are  so  simple  to 
use  that  it's  easy  to  forget  just  how 
much  work  they  do  to  bridge  differ- 
ences among  global  market  rules  and 


As  of  12/31/02,  Source:  The  Bank  of  New  York 
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What's  she  etein 


She's  using  her  handset  to  take  a  video  clip  of  a  traditional  Japanese  garden  in  Kyoto. 

Then  she'll  send  it  in  real  time  to  her  friends. 

That's  possible  with  the  W-CDMA-based  3G  service  from  NTT  DoCoMo,  Japan's  largest  mobile  communications  operator. 

Thanks  to  3G,  mobile  videophone  and  movie  mail  are  becoming  part  of  everyday  life  in  Japan. 

To  provide  more  robust  and  entertaining  communications,  NTT  DoCoMo  places  a  strong  emphasis  on  R&D. 

This  commitment  is  evidenced  by  the  continuous  introduction  of  revolutionary  technologies  that  expand  the  new  world  of  mobile  multimedia. 

Once  incorporated  into  NTT  DoCoMo  services,  these  technical  innovations  have  proven  highly  popular  with  subscribers. 

This  is  certainly  the  case  with  i-mode,  the  revolutionary  mobile  Internet  platform  with  over  38  million'^  users. 

As  a  result  of  efforts  like  these,  total  sales  exceed  $40  billiont^  and  NTT  DoCoMo's  domestic  market  share  is  58.0%t^ 

If  you  are  interested  in  learning  more,  please  visit  us  at  www.nttdocomo.com. 


NTT 


Do  Co^Mo 


Beyond  The  Mobile  Frontier 


SE:DCM 


www.nttdocomo.com 


April  30,  2003     '2  Calculated  at  120  yen/dollar  Consolidated  FrnancJal  Statements  for  the  Fiscal  Year  Ended  March  31,  2003-  (Apnl  1,  2002  -  March  31,  2003) 
March  31 ,  2003   Source  Telecommuntcations  Carriers  Assucialion  <PDC  (2G)  +  FOMA  (3G)> 
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Country:  Australia 

Sector:  Banking 

Market  Capitalization:  $28  btt^ft 

ADR:ORD  1:5  ^ 

Date  of  Issue:  December  30,  1 

NYSE  Syml^l:  ANZ 


Australia  and  New 
Zealand  Banking 
Group  Limited 

Look  Down  Under  to  Melbourne- 
based  Australia  and  New  Zealand 
Banking  Group  Limited  (ANZ)  for  a 
top  company  in  one  of  the  world's 
most  resilient  economies. 

After  growing  almost  twice  as 
fast  as  the  rest  of  the  world's  devel- 
oped countries  in  2002,  Australia 
is  widely  expected  to  outgrow  the 
world  again  this  year.  And  Asia- 
money  magazine  rated  ANZ  the 
country's  best-managed  company 
in  2002. 

No  wonder  the  company's  share 
price  is  up  88%  in  the  last  five 
years  —  versus  a  4%  fall  in  the 
price  of  U.S.  bank  shares  over  the 
same  period.  ANZ's  mortgage 
business  won  it  recognition  as 
home  lender  of  the  year  three 
years  in  a  row,  and  its  credit-card 
business  is  Australia's  largest. 

CEO  John  McFarlane  has  an 
idea  how  ANZ  achieved  its  effi- 
cient operations  and  strong  cor- 
porate franchise:  "There's  merit 
in  real  breakout,  being  different 
and  having  the  courage  to  do  it 
your  way." 


their  shares  for  dollars. 

"At  times  when  the  U.S.  economy 
isn't  doing  so  well  there  may  be  other 
parts  of  the  world  that  are  doing; 
better,"  says  Rory  Knight,  president  of 
the  consulting  firm  Oxford  Metrica. 

Even  when  the  world's  economies: 
move  in  tandem,  there  is  still  a  com-i 
pelling  advantage  to  cross-border; 
investing:  the  opportunity  to  benefit' 
practices.  They  simplify  exchange-rate  from  changes  in  currency  exchange; 
accounting,  reduce  custody  costs,  rates.  "Because  currency  markets^ 
increase  tax  efficiency,  do  away  with      don't   have   much   correlation   with 

"There's  merit  in  real  breakout,  being  different 
and  having  the  courage  to  do  it  your  way." 

—  John  McFarlane,  CEO,  Australia  and  New  Zealand  Banking  Group  Limltec 


ANZ  aspires  to  be  the  bank 
with  a  human  face. 


the  need  to  research  local  regulatory 
restrictions  or  requirements,  and 
ensure  technological  compatibility. 

Another  big  advantage  of  ADRs  is 
that  they  provide  natural  protection 
against  changes  in  the  dollar  exchange 
rate.  Although  ADRs  are  quoted  in  dol- 
lars, their  price  still  depends  in  part  on 
the  exchange  rate  in  their  home 
market.  But  because  ADRs  are  traded 
in  New  York,  investors  do  not  have  to 
worry  about  whether  they  can  sell 


equity  markets,  they  actually  dampen- 
each  other,  so  the  net  risk  isn't  as  = 
much  as  the  individual  risks  of  the; 
equity  market  and  the  currency^ 
market,"  Knight  explains. 

Over  time,  the  currency  impact  oft 
ADRs  evens  out,  so  investors'  portfo-- 
lios  can  benefit  whether  the  dollar  is.; 
nsing  or  falling  against  other  currencies. 

"There's  a  clear  advantage  to  investing 
in  ADRs  with  a  weak  dollar,  because  a 
strong  local  currency  drives  up  ADR 


As  of  12/31/02,  Source;  The  Bank  of  New  York 


TWO  BIG  AUSSIES  ARE 
BETTER  THAN  ONE 


30  years  ago,  US  brewers  didn't  know  what  to  make  of 
-oster's  Oil  Can  -  the  original  oversized  beer  package. 
Consumers  knew  what  to  do  with  it  though.  In  fact, 
ihey  made  it  the  #1  selling  single  serve  import 
Dackage  in  2002.* 

Foday,  after  flying  solo  for  three  decades,  the 
3il  Can  has  a  compatriot  in  the  cooler  -  the 
-oster's  24oz  Big  Bottle.  Together,  this  massive  • 
Juo  is  a  dominant  presence  of  Down  Under 
3ttitude  on  US  store  shelves. 


the  brewing  and  marketing  leader.  Foster's  Lager  is  the  largest 

selling  Australian  beer  brand  in  the  world  with  more  than 
100  million  cases  consumed  every  year.  As  the 
world's  third  most  widely  distributed  brand, 
Foster's  is  available  in  more  than  150  countries 
and  its  striking  red,  blue  and  gold  are  instantly 
recognized  everywhere. 

Now,  with  two  big  Aussies  standing  in  the  cold 
box,  the  Foster's  "no  worries"  approach  to  life 
will  be  spread  farther  and  wider 


^ere  and  around  the  world, 
-osier's  prides  itself  on  being  a 


FOSTER'S 


®     than  ever. 


'Source;  AC  Nielsen  US  Supermarkets,  Januarv  2003 
©  2003  Cenlury  Importers,  Reston  VA 
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Country:  France 

Sector:  Oil/Gas  1 

Market^pitalization:498  billion 

ADR:ORD25l 

1. .  

Date  of  Issue:  pctober  2*4,  : 
NYSE  Symbol:  TOT 


Total 

French  oil  company  Total  simpli- 
fied its  name  this  May,  signaling 
that  it  had  successfully  integrated 
its  component  companies:  Total, 
PetroFina  and  Elf  Aquitaine.  The 
world's  fourth-largest  quoted  oil 
and  gas  company.  Total  is  now 
Europe's  leading  refiner  and  mar- 
keter of  petroleum  products.  Its 
Atofina  branch  is  the  fifth-largest 
chemicals  producer  globally. 

Despite  its  size  and  footprint  in 
more  than  120  countries.  Total  is 
not  an  American  household  name. 
Of  its  28  refineries,  only  one  is 
located  in  the  U.S.,  and  just  1%  of 
net  operating  income  comes  from 
all  U.S.  holdings. 

"Within  the  integrated  oil  and 
gas  industry.  Total  is  a  unique 
investment  because  of  its  very  low 
exposure  in  the  U.S.,"  says  Robert 
Hammond,  head  of  Total's  U.S. 
investor  relations. 

Roughly  two-thirds  of  capital 
spending  goes  to  exploration  and 
production  —  mostly  in  remote 
regions  of  West  Africa,  the  Middle 
East,  the  North  Sea  and  Asia  — 
which  fuel  the  company's  strong 
growth  record. 


Total  is  Europe's  leading  refiner  and 
marketer  of  petroleum  products. 

prices,"  says  The  Bank  of  New  York's 
Keaney.  "Nevertheless,  people  buying 
ADRs  are  investing  for  capital  appre- 
ciation and  doing  so  based  on  good 


can  issue  an  analysis  without  the  con- 
flict of  interest  that  can  constrain  an 
investment  banker  under  pressure  to 
win  deals. 

Many  of  these  up-and-coming 
global  blue  chips  are  already  likely  to 
have  relationships  with  U.S.  compa- 
nies. Many  foreign  companies  want 
Americans  to  be  as  familiar  with  their 
shares  as  with  their  products  —  a  role 
in  which  ADRs  are  crucial. 

Because  the  ADR  itself  raises  a 
firm's  global  profile,  many  international 


"Within  the  integrated  oil  and  gas  industry,  Total 
is  a  unique  investment  because  of  its  very  low 
exposure  in  the  U.S." 

—  Robert  Hammond,  Head  of  U.S.  Investor  Relations,  Total 


solid  fundamentals.  The  traditional 
ADR  investor  is  a  long-term  investor." 

CLEAR  PRIORITIES 

Companies    with    listed    ADRs    go 
through    a    rigorous    self-selection 
process  that  also  helps  make  interna- 
tional investing  less  daunting  than  it 
might  seem.  These  firms  have  placed 
a  priority  on  globalizing  their  business. 
They  keep  tabs  on  what  kind  of  infor- 
mation investors  want,  and  when,  and 
do  their  best  to  provide  it.  They  file 
their  required  reports  electronically  so 
that  investors  will  be  able  to  read  them 
on  the  SEC's  EDGAR  database  online. 
Many  firms  with  ADRs  now  main- 
tain web  sites  in  two  or  more  lan- 
guages and  provide  real-time  web- 
casts   of    annual    meetings    with 
translation  into  English.  They  establish 
or  embellish  their  U.S.-based  investor- 
delations  offices  and  build  relation- 
ships with   U.S.   investor-relations 
'  ms.  They  woo  analysts  —  not  just 
f    (■■)  banks  and  brokerages  but  also 


firms  make  a  New  York  listing  a  central 
part  of  their  strategies  for  getting  the 
attention  of  American  consumers.  An 
ADR  listing  introduces  a  company  to 
U.S.  investors,  the  world's  largest 
market,  and  thus  taps  a  new  source  of 
demand  for  its  shares. 

In  fact,  a  new  Oxford  Methca  study 
of  nearly  800  ADR  programs  over  a  23- 
year  period  has  produced  compelling 
evidence  that  an  ADR  listing  translates 
into  higher  returns.  In  the  first  year 
after  an  ADR's  creation,  a  company's 
share  phce  typically  increases  by  up  to 
10%,  according  to  the  study.  At  the 
same  time,  liquidity  —  that  is,  the  mea- 
sure of  how  frequently  a  firm's  shares 
trade  —  rises  by  27%  on  average. 

Why  is  this?  "The  company  is  actu- 
ally not  the  same  company  on  the  day 
after  it  issues  the  ADR,"  says  Oxford 
Metrica's  Knight.  "It  is  now  a  compa- 
ny that  has  joined  another  league  of 
companies  by  committing  themselves 
to  a  much  more  onerous  regulatory 
regime  for  information  and  compliance 


f    m  third-party  research  firms  that      with  rules  of  corporate  governance." 


g'IMit'  'Y.  BUSII^ggg 
SOLUTIONS  THAT 

UlfQpif  MflTU  ^](|QTIMI2 

AMD  MONEVigTPMT 
BUDGETS. 


You  need  to  get  more  out  of  what  you  have.  We  have  just  the  thing:  solutions  based  on  our  open 
technology  platform,  SAP  NetVCeaven  Because  it's  preconfigured  to  work  with  your  current  IT  investments  — 
and  it's  fully  operable  witii  .NET  and  J2EE  —  SAP  NetWeaver  reduces  the  need  lor  custom  integration. That  lowers 
your  total  cost  ol  ownership  for  vour  entire  IT  landscape  and  gets  )ou  quicker  ROI.  Everything  a  CK")  wants  (and  a 
CFO  didn't  think  was  possible).  \  isit  sap.com/netweaver  or  call  800  880  1727  for  details. 

THE  BiST-RUN  BUSiniESSiS  HUiy  SilP 


©2003  SAP  AG.  SAP  and  ttie  SAP  Sogo  are  registered  trademants  of  SAP  AG  in  Germany  and  several  other  countries,  Other  product  or  sen/ice  n?mes  mentioned  herein  are  the  trademsrks  of  their  resner-tiw  owriej* 
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SAP 

Headquartered  in  Walldorf,  Ger- 
many, SAP  is  the  world's  largest 
provider  of  business  software  solu- 
tions and  the  world's  third-largest 
independent  software  supplier  over- 
all. Today,  more  than  19,600  com- 
panies in  120  countries  run  62,000 
installations  of  SAP®  software  -  and 
counting. 

"Listing  our  ADRs  has  increased 
tremendously  our  exposure  to  U.S. 
investors,"  says  Vice  President  and 
Head  of  Investor  Relations  Stefan 
Gruber.  "At  the  same  time,  it  has 
given  U.S.  investors  the  opportunity 
to  more  easily  diversify  their  hold- 
ings into  a  global  company." 

Not  surprisingly,  SAP  is  the  most 
actively  traded  German-based  ADR 
on  the  Big  Board.  U.S.  investors 
hold  an  impressively  high  percent- 
age of  the  company  -  which,  inter- 
estingly, is  roughly  the  same  per- 
centage as  the  26%  of  its  total 
revenues  that  came  from  the  U.S. 
last  year.  Since  other  major  software 
companies  are  U.S.  based,  SAP 
offers  a  rare  opportunity  for  tech- 
nology investors  who  want  to  diver- 
sify globally. 


Jtm^-: 


l@ 


untry:  Germany 
Sector:  TechrJCUogy 
Market  Capitalization:  $41 
ADR:0RD4:1 
Date  of  Issuei'August 
NYSE  Symbol:  SAP    i 


Beringer  Blass  Wine  Estates 
products  on  display 

A  VIRTUOUS  CIRCLE 


financial  intermediaries.  It  plays  an  '\ 
integral  role  in  the  infrastructure  of 
the  capital  markets,  servicing  securi- 
ties in  more  than  100  markets  world-J 

"I 
wide,  and  provides  quality  solutions 

through  leading  technology  for  global 
corporations,  financial  institutions, 
asset  managers,  governments,  non- 
profit organizations  and  individuals. 
The  Bank  of  New  York  also  is  the 


With  corporate  governance  at  the  top      oldest  bank  in  the  U.S.,  founded  by 
of  investors'  minds  these  days,  it's      Alexander  Hamilton  in  1784. 

"Listing  our  ADRs  ...  has  given  U.S.  investors 
the  opportunity  to  more  easily  diversify  their 
holdings  into  a  global  company." 

—  Stefan  Gruber,  Vice  President  and  Head  of  Investor  Relations,  SAP 


reassuring  to  know  that  companies 
with  listed  ADRs  have  been  working 
closely  with  the  U.S.  SEC  to  comply 
with  strict  new  standards. 

The  Sarbanes-Oxley  Act,  which 
became  law  in  2002,  raises  the  bar 
for  all  companies  listed  on  U.S. 
markets,  including  firms  based  in 
other  countries.  "If  you  can  get  over 
that  bar  you  clearly  are  exhibiting 
a  willingness  to  disclose,  to  clarify, 
to  submit  to  better  corporate  gover- 
nance rules.  That  can  only  put  a 
company  in  a  better  light  with 
investors,"  says  The  Bank  of  New 
York's  Managing  Director  Chris 
Sturdy,  who  is  in  charge  of  ADR 
marketing  and  sales. 

With  a  two-thirds  market  share  in 
global  ADR  services.  The  Bank  of 
New  York  arguably  is  just  as  vital  to 
the  ADR  market  as  its  core  ADR 
business  is  to  the  Bank.  It  is  deposi- 
tary to  more  than  1,400  programs 
from  70  countries.  The  Bank  of  New 
York  is  a  global  leader  in  securities 
servicing  for  issuers,  investors  and 


ACQUISITION  CURRENCY 

ADRs  also  make  it  much  easier  for 
foreign  firms  that  want  to  expand  by 
merging  with  a  U.S. -based  or  other 
international  company.  Using  stock- 
for-share  swaps  or  issuing  shares  to 
finance  an  acquisition  can  cost  a 
company  significantly  less  than  bor- 
rowing or  using  reserve  funds  for  the 
acquisition  —  both  outright  and  in  tax 
terms.  If  a  company  tenders 
common  shares  in  a  merger,  it  can 
defer  capital  gains  taxes  until  it  sells 
the  ADRs.  If  the  company  sells  for 
cash,  however,  it  must  pay  taxes 
immediately  —  just  as  if  it  had  sold 
common  stock. 

Earlier  this  year,  for  example,  HSBC 
used  ADRs  in  its  purchase  of  the  U.S. 
firm  Household  Finance.  Household 
Finance  shareholders  responded  pos- 
itively to  the  British  bank's  offer  of  its 
own  ADRs  in  exchange  for  Household 
Finance  shares. 

HSBC  joined  a  growing  list  of  the 
world's  best  known  firms  that  have 
successfully  used  ADRs  as  acquisition 
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in  mergers  and  acquisitions:  National 
Grid/Niagara  Mohawk,  British  Petrole- 
um/Amoco and  Britain's  Vodafonc 
PLC/AirTouch  Communications. 

Because  they  all  had  ADRs  before 
their  mergers,  these  companies  could 
quickly  mobilize  investor-relations 
efforts  to  ensure  that  their  new  share- 
holders were  up  to  date.  Just  as 
important,  they  seamlessly  integrated 
their  ADRs  into  employee  stock-pur- 
chase programs,  which,  as  any  global 
company  knows,  are  an  important 
part  of  compensation  plans. 

YOU'VE  COME  A  LONG  WAY,  BABY 

Yes,  the  ADR  has  come  a  long  way 
from  the  instrument  created  in  1927, 
when  the  British  retailer  Selfridge's 
listed  on  the  New  York  Stock 
Exchange.  Coming  just  two  years 
before  Black  Monday,  however,  the 
issue  soon  fell  short  of  expectations, 
so  to  speak.  The  idea  of  ADRs  didn't 
surface  again  until  the  1950s,  when 
Shell  Transport  &  Trading  listed  a 
"New  York  Share"  —  the  oldest  con- 
tinuously traded  foreign  company  on 
a  U.S.  exchange. 

Today,  there  are  over  2,100  ADR 
programs,  of  which  553  are  fully  reg- 
istered with  the  SEC. 

MORE  INVESTMENT  OPTIONS 

Ironically,  there  are  now  so  many  com- 
panies with  ADRs  that  even  the  most 
knowledgeable  investor  can  be  daunted 
by  the  prospect  of  choosing  among 
them.  Luckily,  index  products,  exchange- 
traded  index  funds  and  share  baskets 
can  make  it  easier  to  put  the  global 
diversification  power  of  ADRs  to  work. 
The  Bank  of  New  York's  ADR  Index, 
launched  in  1998,  tracks  all  depositary 
receipts  traded  on  the  NYSE,  AMEX 
and  Nasdaq.  Investors  can  choose 


among  41  countn/  indexes  and  17  sub-  business.  HOLDRs,  devised  by  Merrill 

indexes.    The    combined    free-float  Lynch,  are  well-diversified  baskets  of 

market  capitalization  of  the  indexes  is  companies   in   several   sectors   and 

roughly  $3.6  trillion  —  a  wide  universe  regions  including  oil,  retail,  Europe  and 

"For  retail  investors,  the  best,  cheapest 
and  most  convenient  way  for  them  to  Invest 
internationally  is  via  ADRs." 

—  Tim  Keaney,  Managing  Director,  ADR  Division,  The  Bank  of  New  York 


for  investors  seeking  diversification. 

In  November  2002,  the  Nasdaq,  with 
The  Bank  of  New  York  as  trustee, 
launched  a  new  family  of  exchange- 
traded  funds  (ETFs)  based  on  four 
Bank  of  New  York  ADR  indexes.  That 
new  family  of  funds.  Baskets  of  Listed 
Depositan/  Receipts  (BLDRS  ),  allows 
investors  to  focus  on  ADRs  from 
emerging  markets,  Asia,  Europe  or 
developed  markets. 

Another  investment  vehicle,  HOLDRs  ", 
provides  a  way  to  select  a  particular 
sector  without  having  to  research  all 
of  the  global  companies  in  that  line  of 


Canada.  These  resemble  mutual  funds 
but  charge  a  flat  fee  at  issue  instead  of 
a  percentage  of  assets. 

Even  investing  in  individual  ADRs  is 
easy.  For  more  information  about  indi- 
vidual ADRs,  market  statistics  and 
ADR  products,  investors  can  visit  The 
Bank  of  New  York's  depositary  receipt 
web  site,  www.adrbny.com.  This 
interactive  site  combines  the  Bank's 
proprietary  depositary  receipt  data 
with  publicly  available  market  infor- 
mation. The  site  also  includes  an  inter- 
active depositary  receipt  event  data- 
base and  an  e-mail  alert  service.       ■ 
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Korea's  Weird  Wire 

Strange  things  happen  when  an  entire  country  is  hool<( 


BY  BENJAMIN  FULFORD 

EAR  ABBY  HAS  YET  TO  RECEIVE  A  LETTER  ON 
this  one.  Last  September  Han  Sang,  a  14- 
year-old  boy  in  Seoul,  stole  $35  from  his  par- 
ents to  buy  sunglasses  and  other  accessories. 
The  petty  thievery  was  bad  enough,  but  what 
really  irked  his  dad,  Kim  Sung  Bae,  was  that 
none  of  the  stuff  he  bought  was  real.  They 
were  for  the  animated  character,  or  avatar,  the 
boy  used  as  a  stand-in  for  himself  on  the 
Internet.  Han  was  spending  four  hours  each  night  hanging  out 
online  with  his  friends  and  wanted  his  virtual  stand-in  to  look  as 
cool  as  possible. 

Kim  punished  his  son  with  an  Internet  curfew:  No  more 
surfing  after  midnight.  Every  Sunday  afternoon  would  be  Inter- 
net-free family  time,  and  Han  Sang  would  have  to  watch  TV  with 
his  parents  for  a  few  hours  a  week.  His  parents,  in  return, 
promised  to  visit  Han's  virtual  worlds  with  him. 

South  Korea  has  gone  gaga  over  broadband.  This  nation  of 
46  million  people,  packed  into  an  area  smaller  than  Virginia,  has 
quickly  become  the  world's  most  wired  nation.  Pohtics,  enter- 
tainment, sex,  mass  media,  crime  and  commerce  are  being 
reshaped  by  a  population  as  online  as  it  is  offline.  Some  1 1  mil- 
lion homes,  or  70%  of  tlie  total,  have  broadband  accounts,  and 
at  peak  times  just  about  all  of  those  homes  are  online.  Nearly 
two-thirds  of  Korean  mobile  phone  users  have  shifted  to  so- 
called  third-generation  handsets  that  offer  speeds  up  to  ten 
times  that  of  mobUes  in  the  U.S.  Here,  residential  broadband 
isn't  expected  to  enter  50%  of  homes  until  late  2004. 

Ubiquitous,  fast  and  cheap  access  to  die  Internet  has  upended 
Korean  society  in  dramatically  unexpected  ways.  Depending  on 
whom  you  ask,  its  experience  should  serve  as  either  a  warning  or 
a  triumph  for  the  rest  of  a  world  racing  to  deliver  broadband  to 
the  masses.  Korean  marriages  arc  fraying  as  spouses  cheat  on 
each  other  through  video  chat.  Ps)^hiattists  are  swamped  with 
patients  coming  in  for  cures  to  online  addiction.  One  man  even 
died  last  year  from  a  heart  attack  ivoiiglu  on  by  the  stress  of 
spending  days  waging  war  ,\'  an  Inteia.-r  rame. 

Koreans  realized  they  had  entered  a  ;  uv  era  after  the  last 
presidential  elections.  By  1 1  „.m.  on  De..  19.  exit  poll  results 
showed  that  the  iconoclastic  Roh  xMoc  M-am,  56,  a  2-to-l 
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favorite  among  youth,  was  losing  the  election.  His  supporters  i 
the  chat  rooms  to  drum  up  support.  W^ithin  minutes  more  th. 
800,000  e-mails  were  sent  to  mobiles  to  urge  supporters  to  j  k 
out  and  vote.  Traditionally  apathetic  young  voters  surged  to  tj 
polls  and,  by  2  p.m.,  Roh  took  the  lead  and  went  on  to  win  tl 
election.  A  man  with  little  support  from  either  the  mainstrea 
media  or  the  nation's  conglomerates  sashayed  into  office  on 


dl 


speed  Internet. 


met  on-ramp.  The  traditional  Confucian  order 
been  flipped  upside  down  and  a  symbolic 
sfer  of  power  from  elders  to  youth  took  place. ' 
rhousands  of  giant  online  fcitasy  worlds  are  populated  by 
people  interacting  virtually,  often  representing  themse) .  es 
I  animated  characters  in  a  ble.id  of  ga;  le  play  and  chat.  One 
ne  fantasy  game,  Lineage,  features  50  worlds,  each  so  big  it 


takes  six  hours  just  to  walk  from  one  end  to  the  other.  At  times 
320,000  or  more  people  posing  as  spiders,  beautiful  women, 
mighty  warriors  or  half-snake/half-humans  communicate  by 
voice,  by  typing,  with  hand  signs  and  by  fighting,  running  away 
and  even  embracing. 

In  the  U.S.  the  tech  sector  looks  to  broadband  to  rescue  it 
from  a  slump.  Korea  makes  the  prospect  plausible.  A  Korean 
firm  called  NCSoft  has  already  become  the  world's  largest  on- 
line gaming  network,  with  3.2  million  subscribers  paying  $25 
per  month.  It  has  the  potential  to  beat  both  Microsoft's  Xbox 
Live  and  Sony's  broadband  PlayStation  networks  in  the  race 
to  dominate  online  gaming.  Last  year  NCSoft  bought  ArenaNet, 
a  U.S.  gaming  company  founded  by  the  creators  of  the  hit  mul- 
tiplayer  games  Warcraft,  Starcraft  and  Dia- 
blo. The  Korean  game  networks  already  have 
a  head  start  next  door  in  China.  A  new  Ko- 
rean game  called  Fortress  has  35  million 
players  there. 

Hanaro,  the  country's  top  seller  of 
broadband  access,  and  its  nemesis,  Korea 
Telecom,  are  racing  to  buOd  the  world's  most 
advanced  wireless  Internet  infrastructure. 
Hanaro  may  soon  approve  a  $1.2  billion  cash 
infusion  from  a  group  of  investors  led  by 
U.S.  insurer  AIG.  If  the  deal  goes  through,  it 
would  be  Korea's  largest  foreign  investment 
to  date.  The  idea  is  to  have  base  stations 
everywhere  beaming  Net  connections  at  2.4 
megabits  per  second— faster  than  top  cable 
modem  speeds — so  that  people  can  be  con- 
nected no  matter  if  they  are  in  the  street,  in  a 
car  or  at  a  restaurant.  People  could  use  the 
same  e-mail  and  network  identity  every- 
where, on  landlines  or  over  the  air. 

Firms  like  Samsung  and  LG  are  inventing 
new  types  of  handheld  devices  with  voice- 
recognition  and  big  screens  to  help  people 
defend  their  virtual  castles  no  matter  where 
they  are.  At  least  80  foreign  companies  have 
set  up  research  sites  in  Korea  to  tap  into  this 
gigantic  broadband  laboratory.  Even  though 
Microsoft  gets  only  $200  million  in  yearly 
revenue  from  Korea,  it  has  just  invested 
$500  million  in  Korea  Telecom,  in  part  to  test 
plans  for  ubiquitous  computing.  Microsoft 
got  a  glimpse  of  this  concept  two  years  ago, 
when  a  small  Korean  Internet  site  began  to 
show  a  movie  clip  of  a  famous  actress  having 
sex  with  her  manager.  The  site  was  over- 
whelmed as,  within  three  days,  the  entire 
country  accessed  it  by  various  means. 
When  the  Slammer  virus  shut  down  Internet  service  for  sev- 
eral hours  in  Korea  in  January,  the  whole  country  suffered  from 
withdrawal  symptoms,  says  Ken  Lee,  chairman  of  Korea  Tele- 
com, the  nation's  biggest  broadband  provider.  Some  10%  of  the 


Korean  teens  swarm  PC 

bangs,  clubs  where  they  play 

and  chat  online  for  hours. 
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general  population  and  40%  of  13-  to  18-year-olds  are  addicted 
to  the  Net,  says  Dr.  Kim  Hyun  Soo,  37,  head  of  Korea's  profes- 
sional society  for  psychologists  specialized  in  treating  Internet 
addiction.  "I  have  seen  kids  who  have  not  left  the  house  for  two 
years,"  he  says. 

Late  last  year  a  woman  brought  her  1 7-year-old  son  to  see 
Dr.  Kim.  The  boy  was  showing  all  the  symptoms  of  withdrawal 
from  amphetamines,  including  sleep  disturbance,  irritability  and 
difficulty  controlling  impulses.  Turned  out  he  was  addicted  to 
the  Internet.  "He  became  violent  if  anyone  tried  to  stop  him 
from  using  it,"  says  Dr.  Kim.  The  most  notorious  case  of  over- 
doing it:  a  24-year-old  man  who  dropped  dead  after  playing 
Internet  games  for  86  hours  nonstop. 

A  whole  subclass  of  young  men  without  real  jobs  form  online 
gangs  that  rage  across  digital  landscapes,  pillaging  villages  and 
robbing  other  virtual  characters  of  their  possessions.  Most  of  the 


resenting  them  in  chat  rooms  and  e-mail.  At  Oh  My'Lo\ 
Korea's  biggest  video  chat  service,  avatars  are  quickly  evolvi] 
from  cute  cartoonlike  human  figures  into  animations  of  mo 
ing  lips,  floating  dragons  and  shooting  stars.  New  services  ha 
cropped  up,  including  avatar  cosmetic  surgery,  pets  and,  coiJ 
ing  soon,  houses.  "There  is  so  much  to  do,"  says  Stanley  Hi 
president  of  Neowiz,  the  biggest  avatar  purveyor.  Its  reveni 
from  virtual  merchandise  should  double  this  year  to  $65  mJ 
lion,  with  $15  million  in  profit. 

Much  of  the  chatting  is,  predictably,  about  sex.  This  has  1( 
to  a  proliferation  of  teenage  prostitution  and  infidelity  I 
housewives.  According  to  state  officials,  prostitution  by  youi 
girls  is  now  100%  Internet-based.  The  divorce  rate  is  soaring, 
60%  of  divorces  caused  by  infidelity  involve  partners  who  m 
through  the  Net,  says  psychiatrist  Kim. 

Newer  professions  are  also  moving  online,  with  a  majority. 


FliA 


FliA 


Avatar  Chic  Korea's  Net  addicts  chat  online  via  cartoon  figures  and  pay  real  cash  to  coif  and  clothe  these  digital  avatars. 


virtual  goods  such  as  clothes,  armor  or  even  sunglasses  can  be 
sold  in  online  auctions  for  hard  currency.  Sales  of  stolen  and  legit- 
imate items  are  brisk,  with  prices  ranging  from  $1  for  a  diamond 
crown  to  more  than  $100,000  to  bribe  an  occupying  clan  to  move 
out  of  a  castle. 

Hong  Chin  Ho,  22,  has  reached  the  professional  game- 
player  leagues.  He  and  his  colleague  Lee  Yung  Yeol  were  once 
physically  beaten  by  their  parents  in  a  desperate  effort  to  get 
them  off  the  Net.  Hong  says  that  stopped  once  they 
started  earning  money  They  each  now  earn  $  1 50,000  a 
year  as  professional  Internet  game  players  for  a  team 
sponsored  by  KTF,  a  mobile  phone  company  Like 
many  other  pros,  they  have  fan  clubs  and  groupies. 
They  appear  regularly  on  the  sports  pages  and  on 
the  three  24-hour  cable  channels  devoted  to  on- 
line gaming  news. 

About  10  million  people  use 
online  text  chatting  and  1  million 
use  video  chatting  in  Korea,  says 
Chun  Doo  Bae,  president  of  CXP, 
Korea's  largest  video  chatting  service. 
Virtual  families  consisting  of  eight  or  so 
members  meet  daily  for  video  chats. 
Some  people  are  trymg  to  becomt-  disc 
jockeys  or  entertainers,  serving  u: 
music  and  videos  to  build  fan  clubs  oi 
regular  visitors,  consisting  of  'A^O  to 
300  people.  - 

More  than  3.6  million  Korean.s     ■ 
have  avatars,  or  virtual  sclvos  rep 


Fun  seeker:  online 
gaming  pro 
Lee  Yung  Yeol. 


Koreans  now  doing  their  banking,  shopping,  securities  inves 
ment  and  taxes  online.  Last  year  e-commerce  moved  $150  bi 
Hon,  or  30%  of  Korea's  gross  domestic  product.  Close  to  70%  ( 
all  stock  trades  are  now  online,  with  banking  catching  up  quick] 
Cybercrime  is  following  suit.  In  1999  there  were  572  hackiri 
incidents.  By  2002  there  were  15,192.  In  the  biggest  cybercriir 
so  far,  hackers  broke  through  security  at  Daewoo  Securities  la 
August  and  stole  $22  miUion  worth  of  shares. 

The  situation  in  Korea  right  now  is  like  wh; 
happened  when  its  highway  system  was  first  bui 
and  traffic  fatalities  soared  in  the  absence 
clear  rules  and  norms. 

Hong  lin-Bae,  a  senior  governmer 

cybercop,  promoted  a  bill  banning  addic 

tive  games,  but  it  died  in  preliminary  di 

cussions.  PC  rooms  are  also  being  ordere 

to  send  home  underage  players  after  10  p.n 

so  they  can  get  some  sleep  and  function  i 

school.  Parents  have  begun  learning  to  pla 

games  with  their  childrfi 

as  well  as  set  curfews.  Bi 

the  plans  to  make  sul 

people  can  be  onhne  pei 

petually  no  matter  whei 

they  are  will  make  a  hash  ( 

these  curfews.  Get  used  to  i 

Korean-Americans  are  aJ 

ready  hooked  in  Koreatow 

in  Los  Angeles.  Your  tov^ 

may  be  next. 
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EY  FOLLOWED  HIM  TO 


Thirty-seven  distinguished  cancer  researchers  andlililiiWtom  10  countries  followed 

Dr.  Vande  Woude  to  the  Van  Andel  Research  Institute  (VARI).  Certainly,  his  reputation  and  credentials  as 

the  former  Director  for  the  Division  of  Basic  Sciences  at  the  National  Cancer  Institute  is  an  attraction 

as  is  VARI's  aggressive  work  in  cancer  research. 

This  is  part  of  the  story  of  what's  going  on  today  in  Michigan's  Life  Sciences  Corridor.  There's  more. 
You  may  be  surprised  to  learn  that  Michigan  ranks  in  the  top  ten  states  in  the  nation  for  life  sciences. 

Your  company  could  provida  an  interesting  chapter.  Call  1,800.946.6829  or  visitwww.michigan.org. 


www.michigan.org 


fMIICHIGAN 


EAT  tAKES.  GREAT  LOCATION. 


Johnston  is  buoyant  with  amb 


Johnston  isn't  fazed  a  bit.  Tl 
48-year-old  New  Zealander  got  h 
start  selling  Apple  and  Commodo' 
PCs  in  the  early  1980s  and  has  thrii 
founded  companies  based  on  Si 
technology.  "This  is  my  winner,"  Ij 
says.  "We'll  have  an  initial  pubt 
offering  soon."  As  if  that  weren! 
enough  to  make  you  question  h 
sanity,  Johnston  is  already  envisioij 
ing  an  America's  Cup  racing  yadi 
with  the  Tadpole  name  emblazone 
on  it,  puUing  ahead  of  the  $80  mi 
lion  entrant  from  Larry  Ellisoj; 
"That  would  be  so  great." 

But  Johnston  may  be  ont 
something.  Engineers  who  desig 
semiconductors,  cars  and  airplani 
are  now  chained  to  their  desk 
working  on  microwave-size  worl 
stations  from  the  likes  of  Sui 
Their  computer-aided  design  sof 
ware  is  often  too  complex  for  stat! 
dard  laptops,  requiring  moii 
memory  and  brawnier  micrt 
processors.  Unlike  salespeopli 
they  can't  pop  a  Dell  laptop  int 
their  briefcase  and  work  fror 
home  or  on  the  road. 

Last  year  Johnston  was  workin 
for  a  U.K.-based  tech  firm  calle 
Tadpole  Technology  that  was  struj 
gling  to  find  buyers  for  its  ruggei 


Swimming  Witli  Tadpoles 

Mark  Johnston's  idea  for  a  new  laptop  company  is  so  outlandish  that  it  might  even  pay  ofl 

BYVICTORIAMURPHY  high-performance  Sun-based  laptops.  Few  customers  outside 

ARK  JOHNSTON  IS  EITHER  VERY  CLEVER  OR  VERY      government  agencies  could  stomach  the  $20,000  price  tag.  Bei  j 
delusional.  Last  December  he  bought  a  struggling      ting  he  could  broaden  the  market  by  driving  the  price  down  t ' 


Toshnr. 

\-.\cv 
called  i;,d;-'. 
most  laplcp 
run  Micri'M  . 
dwindling  So(  .1 
million  heavy  ui, 
from  18%  inZOC' 


laptop  company  few  have  ever  heard  of  for  $11. 6 
million,  including  $4.5  million  in  loans  secured  by 
his  personal  assets.  PC  prices  are  crashing  through 
'!^<'  top  five  laptop  makers,  including  Dell  and 
'0  share  of  the  $16  biUion  market, 
his  new  Cupertino,  c:alif.-based  company, 
■liachines  that,  while  more  powerful  than 
■>  »■"••''-•  times  ihe  price.  And  they  don't 
'  ''iiL-x,  onl\  Sun  Microsystems' 
-■ste.'T.  Last  year  11%  of  the  1.5 
uris  shipped  ran  on  Solaris,  down 
: ,  to  research  firm  IDC. 


$3,000,  Johnston  bought  Tadpole's  hardware  business  on  tli 
cheap.  His  purchase  price  was  half  of  Tadpole's  2002  laptop  re\ 
enue  of  $23  million.  The  seller  was  thrilled.  "We  wanted  to  be 
growth  company,"  says  Keidi  Bigsby,  chief  executive  of  the  oldj 
Tadpole  entity,  which  now  sells  software  for  Solaris  workstation 

Although  they  look  and  feel  like  commodity  laptops,  th 
Tadpole  laptops — called  Sparcles — can  process  huge  4-gigabyi 
data  files  with  their  64-bit,  500-megahertz  Sparc  microproca 
sors  from  Sun.  Databases,  digital  videos  and  photos  can  l^ 
accessed,  in  some  cases,  ten  times  as  quickly  as  they  can  with 
powerfiil  computers. 

Bill  R.  Hall,  systems  administrator  for  Nokia,  thinks  he 
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dating  for  busy  professionals* 


>  wvvw.itsjustlurKh.com 


AREER  TRENDS 


In  1997,  Daniel  Dolan  made  a  big  deci- 
)n....and  a  big  career  switch.  The  Harvard 
^^^^^^^  Law  School  graduate  left  a 
^_  partnership  at  the  blue-chip 

tm^     \  international    law    firm    of 

^Kl^  ^  Winston     and    Strawn    to 

^■M^ka  become  C.E.O.  of.. ..no,  not 

W^^^F  a  bank.  Not  an  investment 

^^^f^^  firm.  Not  even  close.  Mr. 
iBHiiBtaJ  Dolan  took  over  the  reins  at 
>  Just  Lunch!,  the  national  dating  service  for 
sy  professionals. 

It's  not  the  most  conventional  career  shift," 
•.  Dolan  cheerfully  admits.  But,  he  says,  "it's 
id  of  a  dream  job." 

he  40-year-old  Mr.  Dolan  heads  up  It's  Just 
nch!,  a  San  Diego-based  dating  service 
th  offices  in  45  cities  nationwide.  The 
scale  service  arranges  lunch  dates  for  well- 
ucated  professionals  in  a  civilized  and  dis- 
?et  manner.  "When  I  first  heard  of  the  com- 
ny,  I  thought,  this  makes  logical  sense,"  Mr. 
)lan  said.  "Working  at  a  law  firm  or  invest- 
?nt  bank  and  being  totally  focused  on  the 
rtner  track,  who  has  time  to  date?  It  makes 
ise  to  hire  someone  to  do  all  the  work." 
Ar  Dolan  was  looking  to  join  a  small,  but 
:ablished  company  with  growth  potential. 
?  became  convinced  It's  Just  Lunch  was  the 
portunity  he  was  looking  for  when  he  dis- 
vered  many  of  his  co-workers  and  clients 
d  been  using  the  service  for  years. 
V\r.  Dolan  looks  like  he  is  having  a  blast. 
es»  my  friends  are  all  jealous,"  he  laughs. 


lOO 


singles  in  the  US.  Only  one  in 
eight  of  them  will  call  for  a  sec- 
myn  ■  ■  ■  ■f^|%l  <^'^<^  ^^^^  ^^^''  niore  than  a  day 
'•■■LLlUl^  has  passed  since  the  first  date. 
79%  of  men  will  decide  how  interested  they  are  in  a  woman 
within  the  first  15  minutes  of  a  date.  22%  avoid  sushi  on  a 
first  date.  1 7%  like  dates  set  up  by  friends,  and  only  1 2%  like 
those  set  up  by  family  members. 

■   It's  Just  Lunch  was  founded  in  1 991  by  Andrea  McGinty 
(below  center)  after  a  broken  engagement  left  her  suddenly 
single.   She  wasn't  comfortable  with  the  dating  services 
available  so  she  decided  to  create  a 
fun,  laid  back,  stress-free  way  for 
professionals  to  meet. 


E^'ii^mw.} 


LUNCH  FACTS 


^  Celebrating  12  years  of 
fun  first  dates. 
;    More  than  45  offices 
nationwide. 

>  58%  of  singles  are  not  inter- 
ested in  dating  someone  whom 
their  friend  has  dated. 

45%  of  singles  say  the  worst 
conversation  killer  is  the  discus- 
sion of  past  relationships. 
\>  86%  of  singles  prefer  lunch  or  a 
drink  after  work  for  a  first  date. 


"It's  just  Lunch... 
eases  the  anxiety 
level  of  the  blind 
date  by  scheduling 
the  encounters  at 
high  noon." 
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It's  Just  Lunch!  •  45  Locations  Nationwide  •  www.itsjustlunch.com 

1.888.300.9500 


FDR  A  FIJNI,  UmiOUE  FRANCHISE  OPPORTUNITY:  519.234.7200 


"I'm  not  bragging  that 
I  have  a  5-star  hotel 

with  a  5-star  restaurant. 
Okay,  I'm  bragging." 


-  Donald  |.  Trump 

It  should  come  as  no  surprise  that  I'm  quite  proud  of 
Trump  International.  Not  only  are  we  the  only  5-star  hotel 
with  a  5-star  restaurant  right  on  Central  Park,  but  we  offer 
a  certain  style  and  sophistication  you  just  can't  find  at 
other  hotels.  Take  our  guest  rooms  -  boasting  unique 
floor-to-ceiling  windows  and  sweeping  views  of  Central  Park.  Care 
for  the  dining  experience  of  your  life?  Our  world-renowned  5-star 
restaurant,  jean  Georges,  is  just  off  the  lobby.  We  can  even  arrange  to 
have  a  Jean  Georges  chef  prepare  a  meal  right  in  your  room.  I  invite 
you  to  stay  at  Trump  International.  I'm  sure  you'll  brag  about  it,  too. 


TRUMP 

INTERNATIONAL 

HOTEL       &       TOWER 
ONE    CENTRAL    PARK    WEST 


NEW    YORK'S    STANDARD     FOR     LUXURY    AND     PRIVACY 


One  Central  Perk  West.  New  York,  NY  10023  •  Phone  212-299-1000  •  Fax  212-299-1 150   c,„J^ISh 
www.tnimpmti.com  •  Reservations:  l-888-44»-7867  or  contact  your  travel  professional       orSfHSv 


To  Someone  Who  Stutters, 
It's  Easier  Done  Than  Said. 


The  fear  of  speakir.    ..Vcps  m.u ;y 
people  from  heinj^  It     .d.  If  yov. 
stutter  or  know  so.v      ,1-  vho  vi  es, 
write  or  call  for  our  trc*      ;  :rm:irive 
brochures  on  prevention  and 
treatment  of  stuttering. 

MOO  Walnut  Grove  Road,  Su-ic  603  •  P.O.  Box  11749 


THE 

]  Stuttering 
foundation'" 

A  Nimfiro/it  Orjanijalmn 

■^ciw.'  J'Mr- Hc/fims  Thoso  VVfm  .SruttiT 

i -800-992-9392 

www.stutteringhelp.org 

Memphis.  TN  38111-0749 


Technology 


save  money  by  having  his  240  newly  hij 
software  engineers  use  Sparcles  to  alt 
nate  between  working  at  home  and  1 
office,  saving  him  from  having  to  leas 
new  building  in  Carlsbad,  Calif.  Prei 
ously,  homebound  engineers  would  1 
on  to  Nokia's  Solaris  system  via  Telnet, 
was  painfully  slow.  You'd  hit  the  retu 
key  and  then  have  to  wait  five  secor 
before  the  prompt  appeared,"  says  Hal 
Says  Christine  Williams,  a  director; 
Michigan  Technological  University: 
was  kind  of  thrilling.  I  sat  in  my  back  yij 
one  afternoon,  in  sunny  70-degi 
weather,  modeling  car  door  hinges  on  i 
CAD  application."  She  is  consideri 
whether  to  replace  her  department's 
Sun  machines  with  Tadpoles. 

Johnston  insists  he  has  maintainJ 
Tadpole's  15%  operating  margins  by  g; 
ting  smarter  about  building  thei 
machines.  Instead  of  using  a  $2,5: 
super-rugged  LCD  screen.  Tadpoles  n(i 
use  $300  displays  like  those  used  in  D 
and  Hewlett-Packard  laptops.  The  saii 
goes  for  memory  and  hard  drives.  Gc 
ernment  buyers  required  two  removal 
disk  drives  and  double  Ethernet  conn<t 
tions.  The  newer  models  have  one 
each.  Every  machine  is  assembled  b) 
Taiwanese  laptopmaker  in  a  Milpit; 
Calif  plant.  Tadpole's  former  factory 
now  a  customer  fulfillment  center.  "O 
model  is  to  look  as  much  like  Dell  as  pc 
sible,"  says  Johnston. 

Johnston  brashly  predicts  that  he  m 
gross  $37  million  next  year  with  neai 
three-quarters  of  that  coming  from  t 
Sparcle  line.  That  means  selling  8,6i 
machines.  Plausible,  given  tliat  there  a 
1.9  million  Solaris-based  workstatio 
out  there.  But  some  of  those  Sun  us« 
might  defect  to  Windows  or  Linux-bas 
laptops  using  Advanced  Micro  Devici 
new  64-bit  chip,  due  out  in  September. 
If  all  goes  well,  Johnston  will  go  pu 
lie  or  sell  to  a  hardware  giant,  but  not  j 
the  company  that  makes  his  process  i^ 
chips.  "We  don't  understand  Sun's  Mi  i 
strategy,  so  we  don't  see  ourselves  beinj 
part  of  it,"  he  says  with  his  usual  aplon 
Dell  is  a  more  likely  buyer,  he  thinl 
ReaHty  check:  Dell  has  bought  only  o 
company  in  three  years. 


lyiy  father  had  never  played  Pebble  Beach. 

Sure,  he  lallittl about  It.  But  he  ncrcr  actually  clicl it.   Why? I'm  not  sure.     t)Omeuay,   wlien    1  play  reOole... 
ncJ  sail  to  mv.   I  Iv  mi^ht   have  cuen  repealed  that  phrase  in  his  sleep.   But   suaaenlij.   without   warning,   his   "when" 

turned  into   an    "i/''      SomCUay,    if     I  play   rebble...        If?   'ihe   more   I   thought    about    it,    the   more 

Unew  I  eouidnt  live  with  "ii:"  I  WO  wecRs  later  we  were  standing  on 
the  first  tee  of  rebble  Beaen  Cjrolf  Links, 


PEBBLE  BEACH 

R  E  S  O  R  T  S' 

Lodge    at    Pebble    Beach.    The     Inn'    at    Spanish    Bay,     Gas  a    Palmero,     Ihe    Spa    at    Pebble    Beach 
Pebble    Beach    Golf    Links.     Spyglass    Kill    Golf    Course    and    The    Links    at    Spanish    Bay 

!. 800. Sy^. 1294 
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»||I|TE     ;  1^6  thlni^  about: 

Rp^fO '■  ^i^alancing  creative 
leil:,:r^:ienergy  and  business 
*0  V  ■-;^ayyytocreate 
^fey.v  'if^Rpiring^prpducts. 


We  thought  about: 

implementing  one-button  data  recover 
software  and  an  Intel  Pentium  4  Procc 
HT  Technology  on  select  models  -  so  c 
ideas  stay  protected. 


t;;#li!eretlie  world's  most  innovative  people  choose  to  think. 

'i^VldwifJe  IT  Partner  of  Cirque  du  Soleil 
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Entreprfinfiurs 


BY  NICOLE  RIDGWAY 

DRS.  SCOTT  GOLD  AND  ROBERT  PINCUS 
take  a  break  between  patients  suffering 
from  high-pollen  count,  asthma  and 
sinus  infections  at  the  New  York  Sinus 
Center  to  pitch  their  latest  venture. 

Holding  a  bottle  of  SaltAire  Sinus  Relief  and  tilting 

his  head  forward,  Gold  extolls  the  virtues  of  a  good 

snort — preventing  allergic  reactions,  halting  the 

progress  of  sinusitis,  helping  patients  avoid  surgery. 

"We  want  to  be  the  market  leader  that  gets  out 

there  first,  like  Listerine  did  with  mouthwash,"  he 

explains. 

Nosewash?  Not  quite  the  same  as  gargling 

every  morning  with  a  minty  rinse;  much  more 

akin  to  a  rush  of  water  up  the  schnozz  during  a 

tumble  in  the  ocean  surf  While  many  physicians 

recommend  nasal  douching,  no  commercial  effort 
has  ever  succeeded  in  drugstores.  Like  many  overly 
optimistic  entrepreneurs.  Gold  and  Pincus  are 
looking  at  a  good  product  that's  a  very  tough  sell. 
No  question  of  the  salutary  benefits.  Used  for 
centuries,  a  blast  of  saline  helps  flush  out  pollen, 
mold,  bacteria  and  fungus,  all  regularly  inhaled 
contaminants  that  cling  to  the  mucous  lining  of 
sinus  walls  and  cause  infections.  Yogaphiles  regu- 
larly purge  their  sinuses  using  a  small  watering  can 
called  a  neti  pot.  SaltAire  is  a  little  more  precise.  A 
bellows  attached  to  the  side  of  die  bottle  pumps 
the  wash  through  a  tube  and  up  and  out,  so  you 
can  lean  forward  over  a  sink  or  in  a  shower  and 
take  the  solution  directly  into  your  nose  without 
leaning  your  head  back  and  having  die  stuff  flow  to 
the  back  of  your  throat.  The  wash  is  a  supersalty  so- 
lution, hypertonic  saline,  that  stimulates  the  cilia 
(tiny  filtering  hairs  lining  sinus  walls)  to  move  the 
gunk  out. 

No  doubts  about  a  market,  either.  Almost  45 
million  /\mericans  contract  sinusitis  every  year,  and 
spend  $2.4  billion-pius  on  doctor  visits  and  treat- 
ment. I  hat  doesn't  include  costs  associated  with 
the  200,000  sinus  surgeries  annuaUy,  at  an  average 
$7,000  each,  or  with  the  treatment  of  aUergies  that 
plague  an    iier  35  million  people.  Such  numbers    _.  -^^ 

havepersui  ed  he  ^vo  doctors  to  gamble  a  lot  of  Two  doctors-tumed-entreDreneurs  are  trv 

their  own  n:on.-v--S800,000.  including  an  ante  ^  v^w.  vj  «i  o  1 1  JT 

Gold  48  .>dPmcus  SO  It  r^^oSv  u  •       •.  /ear.  Because  diey  find  it  hard  to  separate  their  missionary  bel 

Mou^r'slnaiMeo     ;re^  in  nasal  irrigation  from  profits  from  a  commonsense  comLo 

.1    .!  ---ttan.  In  1996  they  opened      idea,  they  set  to  work  on  a  series  of  prototypes  and  handed  r 
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ionize  the  sinus-care  market. 

Ireds  of  bottles  of  SaltAire  to  patients,  some  of  whom  asked 
ve  it  stocked  in  their  pharmacy.  An  appearance  at  the  Wash- 
n,  D.C.  Nose  2000  conference  of  sinus  specialists  only  boosted 
hopes.  "The  doctors  went  nuts  over  it,"  says  Pincus. 


M.D.s  in  search  of  scratch:  Robert  Pincus  and 
Scott  Gold  are  looking  for  new  investors— and  profits. 

By  early  2001  SaltAire  could  be  found  in 
dozens  of  pharmacies;  scores  of  doctors  plugged 
the  product.  Their  confidence  boosted,  Pincus 
and  Gold  tried  their  hand  at  making  a  $20,000 
two-minute  infomercial  to  run  on  cable  chan- 
nels during  the  wee  hours  of  the  night.  It  relied 
on  a  cartoon  that  portrayed  the  action  of  SaltAire 
inside  the  nose,  and  a  handful  of  patient  testi- 
monials. "It  wasn't  the  blockbuster  we  had  hoped 
for,"  sighs  Gold. 

So  the  pair  hired  Stephen  Filipski,  a  quirky 
Dallas-based  sales  consultant  who  had  piled  up 
contacts  at  drugstores  through  years  of  selling 
toothpaste.  Part  of  his  SaltAire  pitch:  pointing 
out  that  one  of  the  top-selling  items  in  drug- 
stores over  the  last  30  years  has  been  enemas. 
"As  hard  as  it  is  to  get  people  to  squirt  things  up 
their  nose  ..."  he  laughs. 

After  1 1  months  of  negotiations,  Filipski 
landed  the  first  large  distribution  deal.  Duane 
Reade  agreed  to  sell  SaltAire  at  all  of  its  221  stores, 
doubUng  monthly  sales  to  $30,000.  The  doctors 
also  launched  a  direct-mail  marketing  campaign 
to  12,000  doctors  in  the  New  York  metro  area. 
Close  to  2,000  responded;  SaltAire  sent  them  sam- 
ples and  literature,  costing  the  company  $20  a  pop. 
Eckerd  now  plans  to  increase  the  number  of 
its  stores  seUing  SaltAire  to  2,800  from  150.  Two 
more  deals,  with  CVS  and  Walgreens,  were  inked 
in  April,  which  could  bring  the  total  number  of 
drugstores  offering  SaltAire  to  12,000  by  the  fall. 
The  drugstore  deals  also  offer  an  advertising  op- 
portunity for  the  doctors.  By  paying  an  advertising 
fee  equal  to  roughly  5%  of  SaltAire's  monthly  sales 
at  a  particular  chain.  Gold  and  Pincus  get  spot  pro- 
motion in  store  circulars  and  participate  in  dis- 
count coupons  and  rebates. 

There  are  plans  to  take  SaltAire  national.  But 
the  necessary  infiision  of  $  1 .5  million  by  the  fourth 
quarter  to  launch  a  broad  marketing  campaign  to 
physicians  and  to  hire  some  much-needed  execu- 
tive help  isn't  forthcoming.  Talks  with  investment 
houses  have  gone  nowhere.  A  couple  of  drug  com- 
panies, the  nose  docs  say,  have  approached  them  with  buyout  of- 
fers— aU  too  low.  Ultimately,  they  would  Uke  to  phase  themselves 
out  and  let  someone  else  run  the  company.  "We're  doctors,"  says 
Pincus.  "We're  not  businesspeople."  Aye.  There's  the  rub.  F 
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Lynn  Fritz  made  a  fortune  in  the  logistics  business.  Now  he's 
tackling  the  creaky  mechanics  of  disaster  relief. 


BY  KERRY  A.  DOLAN 

CAN  YOU  BE  ENTREPRENEURIAL  WHEN 
it  comes  to  charity?  Lynn  Fritz  is 
putting  up  $4  million  to  test  the  idea. 


sighs  Fritz.  A  depot  in  a  camp  for  displaced 
people  in  Bulawayo,  the  second-largest  city 
in  Zimbabwe,  offered  another  lesson  when 
Fritz  observed  that  no  grain  of  food  went  to 


Two  years  ago  he  sold  San  Francisco-based      waste.  "There  were  always  three  people,  all 


Fritz  Cos.,  a  logistics  company  started  by 
his  father  in  1933,  to  United  Parcel  Service 
for  $437  million  in  stock  ($157  million  of 
which  was  his).  The  sale  allowed  Fritz,  61, 
to  rethink  a  different  logistics  problem,  dis- 
aster relief — how  to  deliver  food,  water  and 
shelter  quickly  and  efficiently — a  process 
that's  chaotic,  slow  and  cumbersome.  His 
eponymous  foundation  is  writing  software 
that  should  allow  organizations  like  the  Red 
Cross  to  keep  better  tabs  on  such  work. 

His  interest  goes  back  at  least  four 
years.  Following  the  August  1999  earth- 
quake in  Turkey,  which  killed  17,000  peo- 
ple, Fritz  had  no  immediate  way  to  help  the 
families  of  his  employees  who  were  based 
there.  "It  was  just  so  frustrating,"  he  recalls. 

On  a  trip  to  southern  Africa  last  De- 
cember Fritz  saw  how  in- 
cremental improvement 
in  the  delivery  of  aid 
could  change  lives.  In 
Lesotho,  in  a  hillside  vil- 
lage beset  by  famine,  an 
old  man  named  Elliot 
tugged  at  Fritz's  sleeve 
and  took  him  to  see  his 
home,  a  tiny  mud  hut. 
The  man  cried  tears  of 
joy  when  Fritz  arranged 
to  get  him  a  supply  of 
candles.  "He  told  me  he 
hadn't  had  light  in  two 
years,"  Fritz  says.  At  an- 
other village  in  Lesotho  a 
logistical  glitch  prevented 
corn  seeds  donated  by  an 
aid  organization  from  ar- 
riving in  time  for  the 
planting  season.  "That 
meant  ongoing  f.irjne," 


women,  underneath  the  can  [into  which 
the  corn  was  funneled],  trying  to  get  the 
scraps,"  he  says. 

Fritz  started  with  the  world's  largest 
humanitarian  aid  group,  the  Geneva-based 
International  Federation  of  Red  Cross  & 
Red  Crescent  Societies.  Bernard  Chomilier, 
IFRC's  head  of  logistics  and  resources,  told 
him  his  organization  lacked  the  means  to 
track  relief  So  the  Fritz  Institute  poured  $1 
million  into  a  software  program  that 
launched  in  April  at  IFRC  headquarters  and 
is  being  rolled  out  at  Red  Cross  and  Red 
Crescent  offices  around  the  globe. 

The  new  program  could  re- 
duce, by  perhaps  half,  the  time 
required  for  what  Fritz  calls  the 
"gunky"  side  of  relief  opera- 


tions— largely  administrative  work, 
likens  die  state  of  this  work  to  that  of  o 
mercial  logistics  in  1970,  when  he  tooki 
the  customs-clearing  firm  from  his  ( 
"Everything  was  done  manually,  and  op 
ations  were  fragmented,"  he  says.  "T\\ 
are  still  issues  with  many  humanitarianj 
organizations." 

Something  as  basic  as  creating  a  f 
chase  order  for,  say,  blankets,  tents,  m( 
and  water  for  flood  victims  in  Banglad 
can  take  up  to  two  hours.  Every  agreem« 
item,  code  and  vendor  must  be  manui 
put  into  a  Word  form.  With  die  new  W 
based  software,  creating  a  purchase  on 
should  take  just  a  few  minutes. 

Then  there's  the  foUow-up  paperwq 

like  assessment  reports  for  donors  like)! 

U.S.  Agency  for  International  Developme 

Such  grunt  work  can  take  up  to  ten  da 

the  new  software  produces  reports  instan 

How  does  the  program  work  in  strid 

places  like  Sudan  and  Afghanistan,  wb 

warlords  grab  aid  at  gunpoint?  It's  mu 

more  difficult,  he  concedes.  "The  bigg 

constraint  on  the  system  is  access  to  coi 

munication.  But  if  you  have  the  small 

computers  or  devices,  the  sc 

ware  will  work."  Meantime, 

is  helping  the  IFRC  depl 

Lesotho.  system  this  month  i 


New  friends:  On  a  trip 
to  southern  Africa,  Fritz 
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better  collaboration, 
faster  decisions, 
lower  costs. 


software 
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From  the  leader  in  collaboration,  a  new  w.ay  to  do  busiftess  that  increases  responsiveness  and  simplifies 
access  to  people,  information  and  processes.  Lotus  Workplace  delivers  wide-scale  collaboration  fpr  everyone 
in  your  workforce.  Openly.  Flexibly.  Aff0irdably.  With  business  results  oa  demand.  To  learn  more  about  the 
first  Workplace  offering,  see  our  demo  of  Lotus  Workplace  Messaging'":at  ibm.cdm/lotus/seeworkplace 
(c)  business  on  demancPsoftware  ii— -.—   L 


IBM.  Lotus,  Workpkicc  Mossnging.  the  e-Lmsiness  l<; 
United  Slates  .ind/oi  other  countries.  Certain  iriloi 
2002-2006"  Certain  cost  intormationi-»fein  1k,i:-,oM  < 


aie  legisleied  tfadeinarlss  or  trademarks  o(  Intei national  Business  IVlacliines  Corporation  in  llie 
dveitisBment  is  based  on  WW  ICE  revenue.  July  2002,  IDC  'WW  ICE  Forecast  and  Analysis. 
d  to  pi'raiiise-based  client/server  it?.  ^§2002  IDC,  -"^2003  IBM  Corporation  All  rights  reserved. 
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Crying  in  his  blfer  after  getting  canned,  GREGORY  CRONIN  found  the  answer  toll 


is  next  ventui' 


BY  DAVID  ARMSTRONG 

POOLING  REUSABLE  STORAGE  UNITS 
isn't  exactly  a  revolutionary  idea. 
Companies  have  been  sharing  such 
containers  as  mail  bins  and  pallets  for  years. 
But  Gregory  Cronin  may  be  the  first  to 
have  applied  the  principle  to  beer  kegs, 
buying  them  up  and  charging  brewers  each 
time  they  fill  and  ship  them.  It's  his  job  to 
track  all  those  5-  and  13-gallon  stainless 
steel  containers,  which  he  does  electroni- 
cally from  a  database  in  the  U.K.,  keeping 
tabs  on  mostly  British  beer  for  a  unit  of  a 
Soudi  African  transportation  company  (on 
which  he  has  an  option  on  a  3%  stake, 
valuable  if  it  goes  public  one  day). 

Huntington,  N.Y.-bred  Cronin  knows 
about  nudging  objects  around  the  world. 
At  his  last  job  he  turned  a  Icw-iech  U.S. 
spinoff  of  a  Swedish  shipping  company 
into  Viewlocity,  quadrupling  sales  to  $40 
million  by  giving  customers  like  Ryder  aii ! 
DHL  a  Web-based,  real-timo  v.cw  of  where 
their  trucks  and  packages  were  at  any  tinie. 
After  the  tech  market  crash  killed  a  planned 
public  offering,  Cronin  turned  to  nriv;'.te 
equity  After  challenging  the  new  (Mvnv  , 
when  they  ordered  layoffs,  Cronin  hit,  ,t 
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was  shown  the  door. 

But  a  new  idea  took  shape  a  few 
months  later,  while  he  was  consulting  for 
Trencor,  a  transportation  outfit  based  in 
Capetown.  The  South  African  company 
needed  new  markets  for  Trenstar,  a  U.S. 
unit  created  out  of  the  merger  of  its  tech- 
nology division  with  a  Denver  keg-man- 
agement company  Cronin  eyed  Scottish 
Courage,  Britain's  largest  brewery  (Kro- 
nenbourg,  John  Smith's  and  Foster's  beers), 
which  was  experimenting  with  radio-fre- 
quency tags  on  kegs  that  could  be  scanned 
to  display  the  contents,  point  of  origin  and 
destination  of  die  barrels.  Other  brewers  in 
the  U.K.  were  also  grappling  widi  distribu- 
tion inefficiencies;  most  still  delivered  dieir 
own  kegs  directly  to  customers — losing  5% 
or  so  of  the  barrels  in  the  process.  More- 
over, many  labels  were  pouring  capital  into 
going  global  and  couldn't  wait  to  get  ship- 
ping containers  oft'  their  books. 

Wh)-  not  pool  kegs  on  an  epic  scale? 
Brewers  would  pay  $2  to  $7.50  per  keg,  de- 
pending on  the  size,  but  would  see  their 
transportation  costs  drop  20%  to  40%; 
trucks  run  bv  separate  delivery  companies, 
.irmed  with  Trenstar  scanning  technology. 


would  pick  up  empty  kegs  and  deli' 
them  to  the  nearest  brewery,  with  no  m 
to  sort  them  by  company  or  brand. 

Today  Trenstar  controls  42%  of 
kegs  in  the  U.K.,  but  at  a  steep  price.  L 
year  it  paid  $  105  million  for  3  million  ki 
of  Scottish  Courage  and  Carlsberg-Tetl 
the  number  three  brewer  (Carlsberg  a 
Calders).  A  deal  to  buy  another  1.4  n 
lion  kegs  from  a  major  U.K.  brew 
Cronin  decUnes  to  name  is  expected  a 
day.  Trenstar  has  also  invested  $4.5  ni 
lion  in  scanners,  at  $2,000  to  $4,000  eai 
and  millions  of  $2.50  tags — all  financj 
through  loans  from  Lloyds  TSB  and  t 
Royal  Bank  of  Scotland,  carrying  anni  I 
interest  rates  of  4%  to  6%. 

Cronin  sees  potential  applications  I 
other  industries — hospital  equipment  ai 
containers  for  chemicals  and  food.  Tre 
star  already  has  a  pilot  contract  wi 
Goodyear  to  pool  the  aluminum  contai 
ers  used  to  move  synthetic  rubber  for  til 
fi-om  the  likes  of  Dow  and  DuPont  to  t 
tiremaking  plants.  All  well  and  good— 
cept  that  he  hasn't  quite  got  the  beer  bu 
ness  down  yet.  Last  year  Trenstar  lost  $3 
million  on  sales  of  $24  million. 
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old  apps  combine  with  A, 
customers  connect  with  partners, 
today's  stuff  click  with  tomorrow's. 
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A/ebSphere  Business  Integration  is  far  and  away 
3ra.  Open  and  flexible,  WebSphere  lets  you  mo 
Drocesses.  WebSphere  delivers  an  infrastructuri 
jemands,  on  demand.  For  an  Integration  InfoKIt  J 


^grate  aiMinanage  all  of  your  business 


;e  studies,  visit  ibm.com/websphere/seeit 


em  WebSphere  the  e-business  logo  and  e-business  'on'demand  are  registered  'M^rnarks  or  trarjemarks  ol  Inlernaiional  Business  Machines  Corporation  in  the  United 
States  and/or  other  countries.  Certain  information  cohtairted  Within  this  advert(|||giys  based  on  results  of  the  WinterGreen  Study,  "Application  Integration  Executive 
Summary  2003."  !&2003WinterGreen  Research,  Inc.  ©2003  IBM  Corporation.  Alp: 
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The  Global  2000 

RANKINGS:  OUR  TABULATION  OF  THE  BIGGEST. 


most  powerful  companies  in  the  world, 


based  on  a  composite  ranking  of  sales, 


profits,  assets  and  market  value. 

With  this  issue  we  introduce  the  Forbes  Global  2000,  a  comprehensive  listing  of  the  world's 
biggest  and  most  important  companies,  as  measured  by  sales,  profits,  assets  and  market  value. 
Those  that  make  the  list  have  the  best  composite  ranking  based  on  all  four  of  these  measures. 

The  list  includes  companies  ft-om  46  countries,  with  total  revenues  of  $18  trillion,  assets  of 
$65  triUion  and  profits  of  $492  billion.  These  2000  firms  employ  a  total  of  63  miUion. 

Where  are  they  based?  Not  surprisingly,  the  biggest  chunk  is  in  the  U.S.,  which  leads  with 
776  companies.  Next  is  Japan  with  331  entries,  followed  by  the  U.K.,  with  132. 

At  the  top  of  the  list:  U.S.  financial  services  giant  Citigroup,  widi  revenues  of  $93  billion, 


RANK 

COMPflWV:'C;i     :r;r-  - 

COUNTRY 

REVENUE 
($MIL) 

NET 
INCOME 
(SMIL) 

ASSETS 
($MIL) 

MARKET 
VALUE 
{$MIL) 

P/E 

2003  yi 

ESTIMATa 

1 

Citigroup/dive,:;ifiRd  finance 

United  States 

93,101 

14,536 

1,136,973 

211,173 

13 

2 

General  Electr;'    r     ■■      :  istry 

United  States 

130,483 

14,829 

583,634 

286,838 

18     ' 

3 

American  Snferi               .  aup/insurance 

United  States 

70,272 

5,493 

591,809 

150,974 



15 

4 

ExxonMohii/oii&    ;  : 

United  States 

195,465 

15,860 

162,495 

243,130 

_l 

17 

5 

Bankof  America/b<' 

United  States 

46,690 

9,494 

679,765 

111,155 



12     1 

6 

Royal  Dutch/Shell  G. 

Netherlands/U.K. 

179,431 

9,419 

152,691 

1576791 

■ 9 

13      S 

7 

BP/oil  &  gas 

United  Kingdom 

178,721 

6,845 

158,966 

152,142 

1) 
17      f 

8 

Fannie  Mac/diversifit. 

United  States 

53,128 

5,351 

913,264 

72,507 

10     i 

9 

HSBC  Group/bank 

United  Kingdom 

41,151 

6,239 

757562 

126,831 

16      3 

10 

Toyota  Mo'or/automobilt 

Japan 

131,616 

7,745 

168,924 

80,298 

12       i 

108     i 
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1 

its  of  S15  billion,  assets  of  $1  trillion  and  market  value  of     on  revenues  of  $179  billion. 


billion. 

rhe  biggest  overseas  company  is  sixth-ranked  Royal 
ch/Shell  Group,  which  has  dual  headquarters  m  the  U.K. 
the  Netherlands.  Royal  Dutch  made  $9  billion  last  year 


Ranked  in  the  table  that  follows  are  the  top  100  companies 
in  the  Forbes  Global  2000  list.  To  view  the  complete  list  of  2000, 
please  go  to  forbes.com/global2000. 

—Shlomo  Z.  Reifman 
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COMPANY/BUSINESS                                                   COUNTRY                  REVENUE             NET               ASSETS            MARKET            P/E 

($MIL)           INCOME             ($MIL)              VALUE            2003 
($MIU                                    ($MIL)         ESTIMATE 

— » 

Verizon  Communications/telecom  services 

United  States 

67,529 

6,338 

172,053 

104.088 

14 

WaJ-Mart  Stores/diversified  retail 

United  States 

246,282 

8,248 

96,473 

230,731 

26 

ING  Group/diversified  finance 

Netherlands 

87,754 

4,235 

751,258 

31.675 

7 

RoyaJ  Bank  of  Scotland/bank 

United  Kingdom 

35,267 

4,615 

664,066 

74.861 

15 

Berkshire  Hathaway/insurance 

United  States 

44,255 

5,100 

169,616 

108.980 

22 

BNP  Paribas/bank 

France 

50,881 

3,101 

743,876 

44.358 

11 

IntI  Business  Machines/computers  &  peripherals 

United  States 

83,221 

3,771 

95,720 

152,133 

20 

Altria  Group/food  products 

United  States 

60,706 

10,923 

89,900 

83,626 

9 

General  Motors/automobile 

United  States 

189,100 

2,991 

382,922 

33,320^ 

8 

Total/oil  &  gas 

France 

96,504 

5,591 

87692 

95,568 

12 

Freddie  Mac/diversified  finance 

United  States 

36,773 

5,764 

721,739 

41,112 

10 

UBS/diversified  finance 

Switzerland 

43,371 

2,268 

849,667 

62,588 

17 

JP  Morgan  Chase  &  Co/diversified  finance 

United  States 

43,869 

2,081 

755,156 

66,747 

14 

Wells  Fargo/bank 

United  States 

28,879 

5,823 

369,669 

80,908 

13 

DaimlerChrysler/automobile 

Germany 

140,777 

4,590 

195,262 

31,889 

9 

SBC  Communications/telecom  services 

United  States 

41,078 

8,301 

100,798 

84,588 

16 

Morgan  Stanley/diversified  finance 

United  States 

31,844 

3,132 

559,436 

49,744 

15 

Nippon  Tel  &  Tel/telecom  services 

Japan 

89,550 

2,101 

148,424 

54,998 

14 

ChevronTexaco/oil  &  gas 

United  States 

101.490 

2,523 

81,302 

75,788 

12 

HBOS/bank 

United  Kingdom 

30,234 

2,876 

572,295 

44.107 

11 

Nestle/food  products 

Switzerland 

57204 

4,853 

61,893 

81.247 

15 

Microsoft/software 

United  States 

31,375 

9,597 

74,482 

264.219 

24 

~1 

Barclays/bank 

United  Kingdom 

26,565 

3,348 

649,578 

46,249 

12 

Merck/pharmaceuticals 

United  States 

53,009 

7,235 

48,954 

124,629 

16 

Wachovia/bank 

United  States 

23,455 

3,693 

348,064 

54,049 

13 

ENI/oil  &  gas 

Italy 

46,117 

4,323 

67485 

64,625 

10 

Pfizer/pharmaceuticals 

United  States 

33,151 

11,858 

52,928 

244,886 

18 

Merrill  Lynch/diversified  finance 

United  States 

26,877 

2,741 

455,587 

40,137 

15 

^ABN-Amro  Holding/bank 

Netherlands 

35,737 

2,077 

581,500 

30,700 

10 

Siemens  Group/multi-industry 

Germany 

77,013 

2,381 

73,213 

42.232 

17 

Honda  Motor/automobile 

Japan 

65,352 

3,498 

63,931 

34.726 

9 

Banco  Santander  Central/bank 

Spain 

27120 

2,115 

332.304 

38.614 

13 

Nissan  Motor/automobile 

Japan 

55,982 

4,059 

59.575 

35.688 

9 

Bank  One/bank 

United  States 

21,844 

3,326 

287864 

42,679 

13 

Lloyds  TSB  Group/bank 

United  Kingdom 

22,370 

2,674 

407369 

40,867 

11 

Samsung  Electronics/semiconductor  equip  &  prods 

South  Korea 

47613 

5,637 

54.581 

37623 

9 

Johnson  &  Johnson/pharmaceuticals 

United  States 

37,376 

6,833 

41.994 

161,355 

21 

Procter  &  Gamble/household  products 

United  States 

42,626 

5,141 

42.683 

118,880 

23 

Goldman  Sachs  Group/diversified  finance 

United  States 

23,248 

2,252 

371.968 

38,271 

17 

E.On/electric  utility 

Germany 

33,999 

2,434 

115,823 

33,623 

11 

American  Express/diversified  finance 

United  States 

23,016 

2,745 

153,471 

54.031  J 

18 

Washington  Mutual/bank 

United  States 

19,045 

3,949 

276,970 

37945 

9 

Viacom  International/media 

United  States 

24,984 

2,301 

89,165 

79.931 

32 

\ 

PetroChina/oil  &  gas 

China 

29,531 

5,668 

58,370 

40,993 

8 
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Irank   company/businI^s 

COUNTRY 

REVENUE 

($MIL) 

NET 
INCOME 
($MIL) 

ASSETS 

($MIL) 

MARKET 
VALUE 
($MIL) 

P/E 
2003; 
ESTIMATI 

1 

55 

AXA  Group/insurance 

France 

61,768 

893 

465,802 

26.425 

13 

56 

Societe  Generale  Group/bank 

France 

31,827 

-      1,315 

525,502 

26,430 

-1 

12] 

57 

Ford  Motor/automobile 

United  States 

164,013 

1,010 

295,193 

19,219 

15  i 

58 

ConocoPhillips/oil  &  gas 

United  States 

75,549 

1,115 

80,118 

36,632 

10  1 

59 

Home  Depot/specialty  retail 

United  States 

59,069 

3,715 

33,747 

74,649 

19 

60 

Unilever/food  products 

Netherlands/U.K 

45,428 

2,004 

45,415 

59,3433 

16  i 

61 

MetLife/insurance 

United  States 

33,549 

1,643 

286,858 

19,589 

10  1 

62 

Tokyo  Electric  Power/electric  utility 

Japan 

40,328 

1,354 

115,115 

27,375 

17  i 

63 

US  Bancorp/bank 

United  States 

15,592 

3,444 

182,231 

45.498 

12  { 

64 

Intel/semiconductor  equip  &  prods 

United  States 

26,734 

3,096 

43,806 

136,038 

34 

65 

Credit  Agricole/bank 

France 

42,817 

1,001 

530,137 

20,369 

13  j 

66 

BBVA-Banco  Bilbao  Vizcaya/bank 

Spain 

21,384 

1,618 

289,099 

31,597 

12 

66 

ENEL/electric  utility 

Italy 

28,212 

1,890 

71,246 

42.247 

22  ■ 

68 

Allstate/insurance 

United  States 

30,142 

1,714 

120,348 

25.335 

10  1 

69 

Volkswagen  Group/automobile 

Germany 

84,707 

2,432 

112,684 

12.763 

6  i 

70 

Novartis  Group/pharmaceuticals 

Switzerland 

20,795 

4,692 

43,370 

97,183 

18 

71 

China  Petroleum  &  Chemical/oil  &  gas 

China 

39,167 

1,943 

45,323 

35,690 

NA 

72 

GlaxoSmlthKline/pharmaceuticals 

United  Kingdom 

31,845 

5,907 

29,219 

118,847 

14 

73 

Munich  Re/insurance 

Germany 

40,708 

1.017 

191,015 

19,290 

11  1 

74 

BellSouth/telecom  services 

United  States 

22,374 

2,468 

49,718 

48,960 

14   ' 

75 

BMW/automobile 

Germany 

39,793 

1,901 

58,013 

22,758 

10  , 

78 

BT  Group/telecom  services 

United  Kingdom 

28,944 

4,151 

44,575 

27,302 
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77 

Sony/household  durables 

Japan 

61,270 

947 

69,667 

24,605 

54 

78 

Carrefour  Group/food  &  drug  retail 

France 

64,683 

1,293 

40,395 

32,090 

17    ' 

79 

Boeing/aerospace  &  defense 

United  States 

52,508 

1,263 

51,227 

24,540 

17 

80 

Cisco  Systems/communications  equipment 

United  States 

19,005 

3,368 

36,256 

115,178 

28 

80 

Royal  Bank  of  Canada/bank 

Canada 

14,775 

1,842 

239,621 

28,587 

13 

82 

UniCredito  Italiano/bank 

Italy 

14,979 

1,695 

223,235 

28.825 

1 

13    ■ 

83 

Aegon  Insurance  Group/insurance 

Netherlands 

29,311 

1,456 

249,807 

13,896 

7 

84 

United  Parcel  Service/air  freight  &  couriers 

United  States 

31,708 

3,302 

26,750 

70,251 

26 

85 

RWE  Group/diversified  utility 

Germany 

40,927 

988 

97,194 

16,211 

15 

86 

El  du  Pont  de  Nemours/chemicals 

United  States 

24,872 

1,926 

36,084 

41,971 

23 

87 

Walt  Disney/media 

United  States 

26,255 

1,024 

50,756 

40,149 

33 

88 

Dexia/bank 

Belgium 

19,561 

1,223 

367191 

15,450 

10 

89 

Target/diversified  retail 

United  States 

44,645 

1,658 

29,172 

33,361 

18 

90 

04 

Fortis/diversified  finance 

Netherlands 

44,174 

501 

507,181 

22,062 

8 

91 

National  Australia  Bank/bank 

Australia 

11,458 

1,796 

193,823 

32,649 

13 

92 
93 

Coca-Cola/beverages 

United  States 

19,983 

4,079 

26,322 

112,251 

25 

Nokia/communications  equipment 

Finland 

28,249 

3,182 

23,696 

86.325 

19 

94 
95 
96 

FleetBoston  Financial/bank 

United  States 

14,521 

1,020 

199,308 

31.094 

12 

Peugeot  Groupe/automobile 

United  Technologies/aerospace  &  defense 

France 
Unitpri  !^tatp<: 

51,231 

1,591 

58,363 

11.848 

5 

97 

Credit  Lyonnais  Group/bank 

France 

17,706 

2,271 
803 

29,719 
256,812 

31.934 
22.791 

15 
20 

98 

Repsol-YPP/oil  &  §as 

Spain 

29,136 

1,837 

39,918 

19,313 

9 

99 

BASF  Group/chciti.cais 

Germany 

30,319 

1.416 

36,049 

24,737 

14      ' 

xuu 

China  Mobile  (HK)/wir(  k  .ss  telecom  svcs 

China/Hong  Kong 

of  May  30.  'Combined 
i/alue  for  Unilever  NV  an 
3X,  Thomson  First  Call  a 

15,532 

3,956 

34,364 

44,890 

10 

All  figures  are  m  U^S.  dollar.                       „e,,  available.  Market  value  as 
IS  (or  Roya  Dutch  Petroleum     !■,            .  .,,,t  stock.  •'Combined  market 
Sources.  Bloomberg  Financial  Ma     ,       ...  ,re.  FT  Imeractivo  Data.  Mult 
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igate's  Total  Compliance  Solutions  automatically 
initor,  analyze  and  manage  telephone  calls,  emails 
d  instant  messaging  to  allow  organizations  to  meet 
porate,  government  or  internal  regulations. 

find  out  how  Aungate  can  help  protect  you,  contact  us 
1-877-692-8866,  Email:  compliance@aungate.com 
visit  the  website  at  www.aungafe.com. 


•  compliance  monitoring 

•  email  management 

•  phonecall  management 

•  litigation  support 
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Time  to  get  back  into  the  market 

You  don't  have  to  do  it  hen 

Foreign  companies  are  cheape 
and  offer  higher  growth  prospect! 

BY  CHRISTOPHER  HELMi 


GEORGE  GREIG  THINKS  THE  U.S.  IS  NOT  THE  PLACE  IN 
which  to  invest  the  bulk  of  your  equity  money  Sure,  as 
manager  of  the  Wilham  Blair  International  Growth 
fund,  he's  biased.  But  he  makes  a  compelling  case  that 
prospects  are  shiniest  overseas,  especially  in  Asia. 
"Growth  is  stronger  there  than  anywhere  else,"  he  says. 

Performance  of  his  $958  million  (assets)  Chicago-based 
fund  underscores  the  point.  Over  the  past  five  years,  which  picks 
up  the  end  of  the  boom  times  and  then  three  years  of  mostly 
bearish  times,  his  fund  rose  an  annual  8%,  while  the  S&P  lost 
2%.  His  no-load  fund,  which  charges  1.5%  of  assets  in  fees  (less 
than  the  1.8%  foreign  fund  average)  is  one  of  the  top  perform- 
ers among  the  Forbes  Best  Buys. 

Betting  against  the  U.S.  seems  counterintuitive.  Our  country 
has  the  world's  top  universities  churning  out  innovative  minds, 
the  best  labor  mobility  and  the  most  transparent  and  efficient 
financial  markets— a  few  criminals  notwithstanding.  But  at  a 
certain  point  these  positives  become  priced  into  the  market,  and 
Greig  says  we  have  passed  that  point. 

Some  sm.art  money  is  in  tune  with  Greig's  analysis.  Bruce 
Johnstone,  after  18  years  as  fund  manager  and  2  as  chief  invest- 
ment officer  at  Fidelity  International  Ltd.,  has  70%  of  his  retire- 
ment equity  assets  in  international  stocks.  He  thinks  it  absurd 
that  U.S.  investors  have  only  3%  of  their  assets  in  international 
stocks.  The  case  foi  going  abroad: 

Cheaper  valuatien-  i^-.Sn stone  points  out  tliat  the  S&P  trades 
at  a  frothy  32  times  '  ;;g  e>!rnings  and  3  times  book  value. 
Next  to  that,  European  sr.xks  are  a  bargain  at  21  times  earnings 
and  2  times  book  vn  h     ',  -  -c:  \sia  (excluding  Japan)  goes  for  a 


dirt-cheap  13  times  e.n 
Better  growth  prospec : 

formance,  and  cons\imcr 
Unlike  fat  and  happy  midd;.-  . 
world  has  a  lot  of  unmet  need; 
for  faster  Internet  connections  a. , 
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^  times  book. 

!C  growti«  drives  stock  per- 

drives  economic  growth. 

America,  the  developing 

pent  jp  demands — not 

t),  but  for  simple 


stuff  such  as  telephones  and  cosmetics. 

Unlike  aging  America,  the  populations  in  many  countri 
Uke  China,  India  and  Indonesia  are  younger  and  entering  th( 
prime  working,  consuming  and  investing  years.  And  diey're  n 
mortgaging  their  fiatures  to  do  it.  Savings  rates  in  die  rest  of  ti 
world  are  much  higher  than  the  U.S.'  3.5%  of  income.  The  CI 
nese  save  over  30%  of  their  income,  which  gives  them  mu< 
more  to  reinvest  in  their  country. 

This  year  industrial  production  in  emerging  markets  is  i 
6%,  according  to  Greg  Jensen  at  Bridgewater  Associates.  Loi 
dependent  on  finicky  foreign  capital  to  stimulate  growt 
emerging  markets  have  often  collapsed  when  capital  left.  Th 
growth  is  now  sustainable,  says  Jensen,  as  emerging  marke 
(like  China)  are  net  lenders  to  developed  markets.  China  tun 
some  of  its  $100  billion  annual  trade  surplus  with  the  U.S.  in 
Treasurys  and  other  doUar  assets. 

Stateside,  the  trade  imbalance  between  the  values  of  wh 
America  imports  and  exports  is  known  as  the  current  accou: 
deficit.  This  was  $136  billion  in  the  first  quarter.  In  the  pa 
bridging  that  gap  has  been  easy,  as  foreigners  were  more  thi 
willing  to  invest  in  the  U.S.  those  dollars  they  earned  from  tra( 
with  die  U.S.  It  used  to  be  that  other  countries  couldn't  compe 
with  the  U.S.  in  stability  and  returns  to  capital.  But  that's  r 
longer  true.  With  sustainable  growth  rates  much  higher  i 
China,  the  U.S.  has  recendy  fallen  behind  it  in  attracting  foreij 
capital. 

Exchange  rates.  In  the  last  nine  months  Asian  banks  hai 
boosted  their  euro  holdings  from  5%  of  assets  to  14%,  helpii 
to  drive  down  the  dollar.  Last  year  100  euros  in  your  pocket  wi 
worth  $97.  Today  it's  $1 15.  Currency  fluctuations  like  that  a 
be  a  huge  factor  in  international  stock  returns.  European  stod 
have  advanced  a  mere  4%  this  year  when  counted  in  euros,  bl 
16%  in  dollar  terms. 

Exchange  rate  factors  have  worked  on  the  markets  befor 
From  1984  to  1989,  when  the  dollar  weakened  against  mar 
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;  six  good  stocks  from  the  Earth's  four  corners. 


IPANY/TMDED 


MARKET 
VALUE 
($Bll) 


(lon/NYSE 

21 

2.9 

$40.8 

using  Development  Finance/Bombay 

16 

2.8 

2.1 

b  Fung/Hong  Kong 

26 

7.5 

3.6 

tna/o-t-c 

18 

5.5 

1.6 

Dppers  Drug  Mart/Toronto 

29 

3.5 

3.9 

l-Mart  de  Mexico/o-t-c 

29 

3.7 

13.6 

rqp:  Worldscope  via  FactSet  Research  Systems. 


THE  GLOBAL  2000 

other  currencies,  international  mar- 
kets beat  U.S.  stocks  by  a  cumulative 
200  percentage  points,  according  to 
Fidelity.  Nearly  half  that  gain  was 
attributable  to  currency  shifts. 

We  could  be  in  the  middle  of 
another  long  swing  away  from  the 
dollar.  (Columnist  A.  Gary  Shilling 
does  not  agree;  see  page  138.)  Indeed, 
the  doUar  would  have  fallen  even  fur- 
ther by  now,  if  not  for  Asian  govern- 
ments propping  it  up  to  make  their 
exports  cheaper  to  Americans.  If  the 
dollar  is  artificially  high  now,  the 
price  of  Chinese  or  Japanese  business 
assets  is  artificially  low  to  an  Ameri- 
can investor. 

Greig,  51,  helped  launch  the 
William  Blair  fund  1 1  years  ago  and 
goes  for  growth.  He  seeks  out  the  100 
fastest-growing  companies  with  solid 
fmancials  outside  the  U.S.  (see  table). 
His  average  holding  is  projected  to 
increase  earnings  19%  a  year  and 
trades  at  25  times  trailing  earnings, 
the  same  multiple  as  Morgan  Stanley 
Capital  International's  Europe,  Aus- 
tralasia, Far  East  (eAFE)  Index,  which 
covers  the  developed  world  outside 
the  U.S. 

Greig  puts  35%  of  his  portfolio  in 
Asia  and  a  high  18%  in  (mainly 
Asian)  emerging  markets,  which 
include  China.  The  U.K.  gets  22% 
and  Continental  Europe  gets  an 
underweighted  28%,  because  so 
many  Eurozone  megacaps  don't 
meet  his  growth  criteria. 

A  favorite  Hong  Kong-based 
stock  is  Li  &  Fung,  an  export  trading 
company  that  Greig  considers  "a 
linchpin  in  the  global  supply  chain."  It  provides  retail  giant 
Kohl's,  its  biggest  customer,  everything  ft-om  clothes  to  toys. 

In  Germany  Greig  likes  Puma,  now  reviving  its  brand  by 
having  fashionistas  like  Jil  Sander  designing  its  high-price  sneak- 
ers. As  a  result,  says  Greig,  "My  wife  will  wear  Puma."  The  shoes 
don't  end  up  in  the  discount  bins  where  unprofitable  models 
fi-om  Nike  and  Reebok  go  to  die.  Puma,  Grieg  says,  is  expanding 
earnings  by  25%  a  year. 

In  India — with  its  6,000  listed  companies — Greig  owns 
Housing  Development  Finance  Corp.,  that  country's  Fannie 
Mae.  The  Indian  mortgage  market  is  in  its  infancy,  long 
retarded  by  legal  and  land-tiding  issues.  Housing  Development 
has  been  growing  30%  a  year,  and  India  has  three  times  the 
U.S.'  population.  F 
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Growth 
Expected 

Last  year  was  an  earnings  disaster  overseas  as 

well  as  in  the  U.S.  But  for  2003  Morgan  Stanley's 

EAFE  index  of  foreign  stocks  is  expected  to  post 

60%  profit  growth.  On  the  following  pages  are 

lists-grouped  by  regions-of  companies  that  are 

expected  to  grow  more  than  their  peers,  with  the 

majority  selling  for  no  more  than  the  estimated 

2003  P/E  for  their  respective  countries. 


Source:  Thomson  FIrsr  Call  provided  esrimated  c003  eamlngs  Civtvrh. 
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A  BRAVE  NEW  WORLD  OF 

WIRELESS 


WITH  QUALCOMM  LEADING 
THE  WAY,  WIRELESS  DATA 
IS  A  REALITY  TODAY  —  AND 
STILL  GROWING 


The  promise  of  wireless  data  — 
the  ability  to  have  untethered  access 
to  email,  media  and  enterprise  data 
applications  anytime,  anywhere — 
was  long  anticipated,  but  little 
materialized.  Only  now  are  companies  and 
consumers  beginning  to  take  full  advantage 
of  the  true  promise  of  wireless  connectivity 
and  its  emerging  success,  born  from  several 
leading  companies'  talented  and  visionary 
efforts.  QUALCOMM  is  one  company  that 
has  helped  drive  the  wireless  data  vision 
to  become  a  reality. 

Founded  in  1985  by  Dr  Irwin  M.  Jacobs  and 
six  associates,  QUALCOMM  generated  GAAP 
revenues  of  $3  billion  in  fiscal  2002.  It  all  started 
with  the  development  of  Code  Division  Multiple 
Access  (CDMA)  technology.  CDMA  eventually 
supplanted  two  existing  technologies  as 
thecUo\ce  forthe  leading  wireless  network 
operators  in  North  America  and  much  of  Asia 
and  Latin  America.  By  1999,  the  International 
Telecommunications  Union  had  selected 
CDMA  technology  as  the  basis  for  a  new 
standard  for  third-generation  (3G)  wireless 
voice  and  data  services.  Today,  CDMA  serves 
more  than  154  million  subscribers — a  number 
that  continues  to  grow  with  ongoing  deploy- 
ments of  3G  services.  Many  leading  wireless 
operators  around  the  globe  are  reaping  the 
benefits  of  commercial  3G  CDMA  networks, 
including  greater  capacity  for  voice  traffic 
and  high-speed  wireless  data  capabilities. 

The  two  leading  3G  standards,  CDMA2000* 
and  WCDMA  (also  referred  to  as  UMTS), 
enable  wireless  operators  throughout  the 
world  to  upgrade  their  networks  with  capabili- 
ties that  far  surpass  what  was  possible  with 
the  various  2G  technologies.  Already, 
47  operators  serving  more  than  47  million 
subscribers  in  dozens  of  countries  worldwide 
offer  3G  CDMA  services.  Additionally,  there's 
an  even  higher  speed  technology  known  as 
CDMA2000  IxEV-DO,  which  is  already 


.-■^ 


commercially  deployed  in  Brazil,  South 
Korea  and  the  United  States.  This  "data 
optimized"  version  of  CDMA2000  offers 
wireless  data  and  Internet  connectivity 
with  peak  data  speeds  of  up  to  2.4  mega- 
bits per  second  and  average  rates  that 
are  comparable  to  DSL  or  cable  modems. 
At  these  speeds,  IxEV-DO  supports  a  host 
of  new  services  such  as  streaming  video, 
enabling  subscribers  to  take  advantage 
of  these  high-speed  services  from 
whereverthey  may  be  on  the  network. 


SUPERIOR  PRODUCTS, 
SUCCESSFUL  PARTNERS 

QUALCOMM  CDMA  Technologies  (QCT), 

a  primary  business  segment,  currently 
generates  over  half  of  the  company's 
revenue.  QCT  is  also  the  largest  provider 
of  3G  chipsets  and  software  technology 
in  the  world,  with  more  than  94  million 
CDMA  2000  chipsets  and  905  million  total 
chips  shipped.  QCT  supplies  more  than 
50  licensed  manufacturers  with  chips 
and  software  for  over  200  commercial 
3G  wireless  devices  (including  phones, 
PDAs  and  PC  cards  that  give  computers 
the  abilityto  connect  anywhere),  partners 
with  more  than  40  3G  network  operators 
around  the  globe,  and  has  the  largest 
CDMA  engineering  team  in  the 
wireless  industry. 

By  combining  advanced  engineering, 
a  complete  integrated  solution  and  a 
dynamic  business  model,  QCT  cultivates 
widespread  demand  for  its  products. 
This  growth  continues  to  increase,  driven 
by  consumer  demand  for  data-enabled 
3G  services  and  applications  worldwide 
(See  Chart  II. 

QCT  provides  complete  chipset 
soluiicins,  i:    .ding  supporting  system 
software,  tr.;       -md  diagnostic  tools, 
andtheLaur  i.  This  suir.e 

integrates  t:  ^^idedto 

cost-effectivt,''  isoMst 

variety  of  feau  niand 

devices.  These  ..ions  let 

manufacturers  a'.'  wireless 


BY  COMBINING  ADVANCED  ENGINEERING,  A  COMPLETE 

INTEGRATED  SOLUTION  AND  A  DYNAMIC  BUSINESS  MODEL,  QCT 

CULTIVATES  WIDESPREAD  DEMAND  FOR  ITS  PRODUCTS. 


market  segments  by  offering  ease  of 
terminal  design  and  development,  reduced 
time  to  market  and  more  features  at  lower 
cost.  With  more  devices  available  for  all 
tiers  of  the  market,  from  entry-level  voice 
handsets  to  high-end  multimedia  PDAs, 
carriers  meet  the  varied  data-services 
demands  of  a  growing  and  increasingly 


sophisticated  wireless  community. 
In  addition  to  serving  the  market 
demand  for  data-enabled  devices  and 
services,  QCT  develops  solutions  for 
devices  thatfunction  across  technology 
standards.  QCT  bases  its  newest 
chipsets  on  the  radioOne™  direct 
conversion  solution  that  enables 


QUALCOMM  CDMA  Technology:  Quarterly  Chipset  Sales:  2001-2002 


CHART  1 


An  increasing  portion  of  tine  strong  CDMA  growth  around  the  world  is  being  driven  by 
consumer  demand  for  third-generation  (3G)  devices  and  services. 


Collaboration  Pays  Off  for  Motorola 


In  the  past  two  years.  Motorola  realized  a  positive  turnaround  in  its  rf^ 
handset  business,  reclaiming  its  number  one  market  share  position  in  North 
America  and  maintaining  its  number  one  position  in 
China,  the  largest  mobile  phone  marl<et  in  the  world. 
This  turnaround  is  anchored  in  several  new  or  revived 
business  strategies,  including  the  simplification  of  the 
^.^^.^T  company's  product  offerings,  a  much  improved  supply 

'^yj>i  chain  and  true  collaboration  with  customers  and  supply 

-J?'^    li  partners  such  as  QUALCOMM,  according  to  Tim  Cawley, 

senior  vice  president  and  general  manager  of  CDMA 
products  at  Motorola  PCS. 


B.^^ 


i^^B^^^^^^^^B      Motorola's  collaboration  with  key  partners  on  technology 
I^^^^^Hj^^^^^^     road  mapping  greatly  reduced  the  complexity  of 
n|H^^H^^^^^^K^roducts.  For  example,  by  working  closely  with 
"^""^■"^^^^^i^lUALCOMM  and  adopting  its  evolutionary  integrated- 
circuit  roadmap.  Motorola  introduced  a  robust  and  feature-rich  CDMA  product 
portfolio.  "This  has  resulted  in  improved  customer  relationships,  driven  by  a 
-Aj<noellin9  mix  of  products  across  all  technologies,  as  well  as  manufacturing, 
l.«'nlc;rnn  de.sign  and  supply  chain  efficiencies,"  Cawley  says. 

-lotorola  plans  to  deliver  three  new  CDMA  BREW-enabled  handsets, 
i"  d  Motorola  E310  and  V810.  These  additions  build  off  of  Motorola's 
of  :lv9  CDMA  model  T720,  currently  one  of  the  top-selling  BREW- 
North  America. 


roduction  of  cost-effective  handsets 
I  smaller  sizes  with  the  ability  to  support 
lobal  roaming,  offering  a  world  phone 
Dr  consumers. 

These  complete  chipset  solutions  are 
direct  result  of  collaboration  with 
ustomers  around  the  globe.  Working  in 
artnership  with  device  manufacturers 
nd  operators  to  meet  the  needs  and 
emands  of  the  wireless  market  creates 

"win-win"  scenario  for  all  involved, 
his  collaboration  enables  more  device 
nanufacturers  to  succeed  in  the  market- 
ilace,  including  new  entrants  as  well  as 
istablished  companies  seeking  to  offer 
sven  more  compelling  wireless  devices. 

APPLICATIONS  RUNNING 

ON  THE  BREW""  PLATFORM 

CAN  BE  WRITTEN  IN 

VIRTUALLY  ANY 

PROGRAMMING  LANGUAGE, 

AND  BREW  IS  COMPATIBLE 

WITH  ALL  DEVICE 

OPERATING  SYSTEMS. 


:OMPLETE  SOLUTION, 
^APID  RETURNS 

lUALCOMM  Internet  Services  (QIS) 

)ffers  the  wireless  industry  a  complete 
iolution  forthe  rapid  deployment  and 
nonetization  of  wireless  data  applica- 
ions.  This  is  accomplished  through  the 
3REW"  solution,  which  couples  appli- 
:ations  software  on  the  handset  with  a 
)ackend  Internet-based  business  system 
hat  handles  distribution,  billing  and  pay- 
nentforthese  applications.  Applications 
unning  on  the  Binary  Runtime  Environment 
or  Wireless  (BREW)  platform  can  be 
written  in  virtually  any  programming 
anguage,  and  BREW  is  compatible 
with  all  device  operating  systems. 

Already,  eight  wireless  operators  have 
Jeployed  data  application  services 
Dasedon  BREW:  Alltel,  U.S.  Cellular 
and  Verizon  Wireless  in  the  United 
States;  China  Unicom;  Korea  Telecom 
^reetel  (KTF);  KDDI  in  Japan;  Telstra 
n  Australia;  and  Vivo,  the  largest 
/viteless  operator  in  Latin  America. 


Significantly,  these  carriers  yield 
greater  returns  from  existing  subscribers 
by  selling  application-based  services. 

TRANSPORTING  BUSINESS  TO  A 
NEW  LEVEL  OF  PRODUCTIVITY 

QUALCOMM  Wireless  Business  Solutions 

(QWBS)  features  the  OmniTRACS™  mobile 
communications  system.  This  system 
provides  transportation  companies  with 
an  innovative  way  of  managing  logistics. 
As  fleet  management  solutions  have 
become  a  necessity  forthe  industry, 
QWBS  continues  to  expand  into  new 
mobile  markets  with  CDMA-based  digital 
wireless  solutions. 

The  recently  introduced  GlobalTRACS™ 
equipment  management  system  provides 
critical  operational  data  and  asset  tracking 
for  construction  equipment.  With  this 
system,  equipment  managers  integrate 
equipment  data  directly  into  the  leading 
business  systems,  improving  operational 
efficiency  and  reducing  costs.  QUALCOMM's 
Network  Management  Center  processes 
more  than  7  million  transactions  each  day 
As  of  April  2003,  QWBS  had  shipped  over 
470,000  mobile  systems  to  businesses  in 
more  than  39  countries  on  four  continents. 


THE  NEW  WORLD  GROWS 
EVEN  LARGER 

QUALCOMM's  vision  for  wireless  growth 
has  also  driven  the  growth  of  its  busi- 
nesses. By  taking  its  core  competencies 
and  expanding  on  them  to  address  market 
needs,  the  company  has  expanded  its 
business  model.  The  dramatic  growth  of 
QUALCOMM's  patent  portfolio  spurred 
the  company  to  form  QUALCOMM 
Technology  Licensing  (QTL),  which  to 
date  holds  more  than  2,750  issued  and 
pending  patents.  In  addition,  to  address 
new  challenges  in  both  emerging  and 
established  markets,  the  company 
established  QUALCOMM  Digital  Media 
(QDM),  which  includes  the  Digital  Cinema 
and  Government  Systems  groups.  Both 
utilize  the  security  and  stability  of 
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Revenue  Enhancement, 
BREW  style 


The  first  VA/ireless  operator  to 
commerclaliy  deploy  BREW- 
based  services  was  South 
Korea's  KTF,  which  launched 
service  in  November  2001 ,  ten 
months  after  QUALCOMM 
announced  the  BREW  solution 
South  Korea  is  the  world  leader 
in  wireless  communications 
services,  and  its  consumers  are 
consistently  among  the  earliest 
adopters  of  new  wireless 
technology.  When  the  executives 
at  KTF  first  saw  a  demonstra- 
tion of  BREW,  they  immediately 
recognized  the  potential  to 
provide  an  exciting  new  service 
for  their  customers  and  raise 
their  average  revenue  per  user 
(ARPU).  They  foresaw  that  appli- 
cations that  ranged  from  stock 
monitoring  and  transactions  to 
games,  entertainment  guides  and 
messaging  would  drive  demand 
for  wireless  data  among  their 
subscriber  base. 

As  it  turned  out,  KTF's  vision 
was  accurate.  By  May  2003, 
KTI-  had  attracted  some 
3.9  million  users  —  more  than 
a  third  of  their  subscriber 
base  —  to  their  "inagic  'n 
multipack"  branded  BREW 
service.  These  subscribers 
can  choose  from  more  than 
600  different  commercial 
applications  and  are  rewarding 
KTF  with  the  ARPU  growth 
they  envisioned.  Data  ARPU 
from  multipack  subscribers  on 
KTF's  3G  network  is  six  times 
higher  than  data  ARPU  from 
KTF's  2G  subscribers.  Novs/ 
KTF  offers  BREW  on  all  of  its 
current  handsets  (50  different 
models),  including  wildly 
popular  camera  phones. 
Other  BREW  operators  are 
.5lso  seeing  ARPU  increases, 
making  BREW  a  phenomenon 
in  the  wireless  data  space. 


THE  COMPANY  IS  HARD  AT  WORK  DEVELOPING  INNOVATIONS 

THAT  ADD  GREATER  VALUE- TO  3G  CDMA  NETWORKS, 

DEVICES  AND  APPLICATIONS  AROUND  THE  GLOBE. 


opment  of  technologies  by  QUALCOMM 
Digital  Cinema  is  an  extension  of 
QUALCOMM's  commitment  to  providing 
useful  new  solutions  for  evolving  industries 
and  the  U.S.  government.  QUALCOMM 
Digital  Media  worked  with  the  motion 
picture  industry  to  develop  a  digital 
alternative  to  the  century-old  method  of 
using  film  for  the  distribution  of  motion 
pictures  and  other  cinema  programs  to 


The  Sound  off  Synergy 


BOSE  Corporation  is  just  one  of  the  many  companies  that  depend  on  QWBS 
solutions  to  track  exactly  where  its  fleet  of  trucks  is  and  how  each  delivery  is 
proceeding.  The  company,  headquartered  in  Framingham,  Mass..  manufactures 
high-end  audio  products,  resulting  i.^  very  stringent  transportation  requirements. 

BOSE  corporate  logistics  manager,  Paul  Tagliamonte,  sees  the  benefits  every  day. 
"BOSE  needed  to  acquire  a  fleet  management  solution  that  could  help  our 
company  have  better  supply  chain  visibility,"  says  Tagliamonte.  "As  a  supplier  to 
the  automotive  industry  as  well  as  audio  consumers,  precision  delivery  required 
that  we  manage  deliveries  with  up-to-date  information  on  where  our  trucks  and 
loads  were  in  real  time.  We  knew  we  needed  a  company  with  that  same  caliber 
of  efficiency  and  customer  service. 

"QUALCOMM  enabled  BOSE  to  have  the  necessan/  information  for  supply  chain 
management,"  Tagliamonte  concludes.  "Their  solution  provides  operating 
efficiencies  from  the  manufacturing,  to  retail,  to  our  role  as  an  OEM  supplier 
of  vehicle  sound  systems." 


QUALCOMM's  encryption  and  compression 
technology  in  new  and  exciting  ways. 

QUALCOMM  Technology  Licensing 
(QTL):  QUALCOMM  has  a  comprehensive 
portfolio  of  CDMA  patents,  providing  a 
strong  asset  base  for  the  company.  QTL 
generates  revenue  by  licensing  CDMA 
technologies  in  return  for,  among  other 
considerations,  license  fees  and  ongoing 
royalties  based  on  worldwide  sales  from 
licensees  that  design,  manufacture  and 
sell  products  incorporating  CDMA  technol- 
ogy, in  the  fiscal  year  2002,  QTL  revenues 
comprised  approximately  28  percent  of 
total  consolidated  GAAP  revenues  for 
QUALCOMM.  Through  the  efforts  of  QTL, 
QUALCOMM  has  licen  ■.  d  ;tj  essential 
CDMA  patent  portfolio  I    nore  than  115 
telecommunications  equipi.icnf  .'snd  c.o\  su- 
mer  electronics  manufactunr:i  ^-voridwid-.. 

QUALCOMM  Digital  Cinema:  i  he  devei 


theaters.  QDM's  combined  expertise  in 
digital  image  compression,  electronic 
security,  digital  transmission  and  network 
management  technologies  applies  specif- 
ically to  the  business  methods  of  cinema 
distribution  and  resulted  in  the  develop- 
ment of  a  commercial  digital  cinema 
network  now  delivering  pristine-quality 
digital  presentations  to  theaters  around 
the  country. 

Government  Systems:  This  group's 
wireless  terrestrial  and  satellite  com- 
munication technology  supports  U.S. 
government  departments  such  as 
Defense,  Justice  and  Homeland  Security. 
QUALCOMM  is  dedicated  to  working  with 
federal  state  and  local  entities  to  develop 
specialized  capabilities  as  well  as  lever- 
age the  advances  in  commercial  wireless 
technology  for  the  government's  benefit. 
With  Its  secure,  unparalleled  voice  and 


data  capabilities,  CDMA  is  a  natural  fit     , 
for  government  applications.  A  prime 
example  is  QUALCOMM's  development 
of  a  secure  CDMA  wireless  device  certified 
for  top-secret  communications,  which  j 
enablestotal  end-to-end  security  for 
government  agencies. 

Future  enhancements  to  secure  com- 
munications will  include  a  CDMA2000 IX 
chipset,  secure  Internet  transmissions, 
the  BREW  platform  and  gpsOne™  position 
location  technology,  to  offer  even  greater 
benefits.  QUALCOMM  Digital  Media  also 
provides  the  U.S.  government  with  existing 
products  tailored  for  its  use.  The  U.S.  Army 
currently  uses  QUALCOMM's  OmniTRACS 
system  to  track  logistics  vehicles 
throughout  Europe  and  the  Balkans. 
QUALCOMM  continues  to  anticipate  and  i 
service  the  government's  need  for 
secure,  reliable  wireless  solutions. 


3G  AND  BEYOND 

QUALCOMM  places  a  high  priority  on 
innovation  and  continues  to  build  upon 
its  wireless  technology  roadmap  to  the 
future.  The  company  is  hard  at  work 
developing  innovations  that  add  greater 
value  to  3G  CDMA  networks,  devices 
and  applications  around  the  globe. 
This  broad  scope  includes  everything 
from  new  enhancements  for  CDMA2000 
IxEV-DO  networks,  to  the  complete 
integration  of  multimedia  and  location- 
based  services,  to  enabling  a  broad 
array  of  downloadable  applications  for 
mobile  devices.  Industry  analysts  are 
convinced  that  it's  a  matter  of  when,  not 
if,  wireless  data  will  become  an  integral 
part  of  our  everyday  lives.  For  tens  of 
millions  of  3G  CDMA  users  around  the 
world,  that  prediction  has  already 
become  a  reality. 


I 


www.qualcomm.com 
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Old  World,  New  Growth 


The  sharp  earnings  growth  rates  expected  for  many  European  countries  reflect  the  poor 
showings  last  year.  The  firms  below  are  among  those  expected  to  post  the  biggest  gains. 


:urope 

erformance  relative  to  the  S&P  500 
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COUNTRY 

COUNTRY 
CODE 

r        P/E              PRICE/           YIELD       YEAR-TO-DATE         GDP           MKT  VALUE 
2003  EST           BOOK              %           %  CHANGE       ($USBIL)        ($USBIL) 

Austria                     AS 

8 

1.5 

2.2 

17.4 

203 

37 

Belgium 

BE 

8 

1.5 

4.6 

4.3 

247 

137 

France 

FR 

16 

1.9 

3.5 

8.2 

1,419 

950 

Germany 

GE 

21 

1.2 

2.7 

12.7 

1,987 

813 

Italy 

IT 

11 

1.9 

3.3 

17.2 

1,186 

568 

Netherlands 

NE 

13 

2.2 

4.3 

-0.8 

419 

487 

Portugal 

PO 

41 

1.8 

3.8 

8.3 

121 

46 

Spain 

SP 

15 

1.9 

2.4 

20.4 

654 

507 

Sweden 

SW 

23 

1.8 

2.9 

17.7 

238 

236 

Switzerland 

SZ 

18 

2.3 

1.9 

6.2 

268 

574 

United  Kingdom 

UK 

15 

1.9 

3.5 

4.9 

1,555 

1,967 

Source.  Morgan  Stanley  Capital  International. 


PANY/BUSINESS 

"Of»r 

COUNTRY 
CODE 

REVENUE 

($MIL) 

NET 
INCOME 
($MIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

P/E 

2003 

ESTIMATE 

ESTIMATED 

EPS 
GROWTH  % 

anij/diversified  finance 

BE 

17,223 

675 

265,091 

8,641 

8 

60 

'A-Banco  Bilbao  Vizcaya/bank 

SP 

21,384 

1,618 

289,099 

31,597 

12 

60 

stian  Dior/textiles  &  apparel 

FR 

12,393 

168 

27,435 

7474 

17 

159 

tsche  Bank  Group/diversified  finance 

GE 

52,731 

339 

791,198 

34,106 

19 

473 

tsche  Post/air  freight  &  couriers 

GE 

36,944 

620 

169,052 

16,962 

12 

132 

diaria-SAI/insurance 

IT 

7,842 

38 

30,159 

2,281 

11 

500* 

is/diversified  finance 

NE 

44,174 

501 

507,181 

22,062 

8 

410 

:im/construction  materials 

SZ 

8,347 

325 

18,540 

6,646 

13 

62 

^sher/specialty  retail 

UK 

18,266 

257 

15,156 

10,932 

14 

146 

sxis  Banques  Populalre/bank 

FR 

8,854 

102 

139,897 

4,328 

15 

182 

i/  Group/oil  &  gas 

AS 

6,663 

300 

6,288 

3,005 

6 

60 

liney/metals  &  mining 

FR 

11,216 

25 

8,259 

2,375 

14 

500+ 

fugal  Telecom/telecom  services 

PO 

5,253 

368 

13,475 

9,596 

17 

58 

Tinto/metals  &  mining 

UK 

8,451 

652 

20,315 

271671 

17 

143 

al  Bank  of  Scotland/bank 

UK 

35,267 

4,615 

664,066 

74,861 

15 

76 

/software 

GE 

6,976 

473 

5,615 

34,992 

28 

167 

sscom/telecom  services 

SZ 

9,320 

529 

11,933 

19,935 

16 

137 

Group/hotel  &  restaurant 

GE 

19,107 

30 

15,989 

2,330 

9 

500+ 

(/diversified  finance 

SZ 

43,371 

2,268 

849,667 

62,588 

17 

75 

0  Group/macliinery 

SW 

19,122 

143 

26,245 

9,200 

21 

198 

!urA  are  In  U.S.  dollars.  Figures  are  latest  available.  Market  values  are  as  of  May  30.   Combined  market  value  for  Rio  Tinto  Pic.  and  Rio  Tinto  Ltd. 

;es.  Bloomberg  Financial  Markets:  Exshare,  FT  Interactive  Data,  Thomson  First  Call  and  Worldscope  via  FactSet  Research  Systems:  IBES  Express:  Forbes. 


)REIGN  FUND  STRATEGY 

international  mutual  fund  can  provide  important  portfolio 
:rsity,  but  it  pays  to  shop  around  to  find  one  that  won't  slam 

with  high  overhead  costs. 

)rbes  Best  Buys  funds  are  picked  for  their  balance  of  risk-ad- 
ed  performance  and  relatively  low  costs.  Example:  Oakmark 
rnational,  a  no-load  fund  rated  by  Forbes  as  B  in  up  markets 

A  in  down  markets.  Oakmark  has  a  five-year  annual  return 
;%,  a  yield  of  3.8%  and  annual  expenses  of  $1.31  per  $100  in 
ets.  David  Herro,  comanager  of  this  fund,  focuses  on  cash 
^  (net  income  plus  depreciation).  Holdings  include  Glaxo- 
ithKline,  LM  Ericsson  and  Vivendi  Universal. 


BEST   BUYS 


5-YEAR  ANNUAL 

ANNUALIZED    EXPENSES 
RETURN        PER  $100 


Oakmark  International  Fund-I  5.0%  $1.31 

Fidelity  Diversifiecl  international  3.0  1.22 

Fidelity  IntI  Growth  &  Income  0.3  1.14 

Wm  Blair  International  Growth-N  5.9  1.51 

Standish  International  Equity  0.1  1.00 

Returns  tfirough  May  30.  Assets  as  of  May  30.  Sources:  Forbes;  Upper 


ASSEtr 

(SMIL) 


$2,134 
8,609 
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SURF^ISESHE 

Which  companies  are  likely  to  live  up  to  analysts'  expectations 
of  profitability?  We  turned  to  San  Francisco-based  StarMine  for 
help  in  identifying  Forbes  Global  2000  firms  that  might  over- 
shoot or  undershoot  their  consensus  forecasts. 

StarMine  filters  and  massages  consensus  estimates,  based 
on  the  prior  track  record  of  each  of  the  participating  analysts 
and  the  timeliness  of  each  estimate.  The  idea  is  to  give  more 
weight  to  the  best  analysts  and  the  most  recently  updated  num- 
bers. The  resulting  SmartEstimates  give  you  a  shot  at  profiting 
from  an  earnings  surprise— actual  profits  at  variance  with  the 
consensus. 


By  Tricia  McGir 


COMPANY 


Gccina 


$124.72 

7.45 

62.77 


FIRST  CALL 


$6.65 


STARMIN 


Kirin  Brewery  7.45  0.32  0.34  1 

Nidec  62.77  1.95  2.05  i 

Yulon  Motor  1,16  0.08  0.11 


AvivaPLC  7?^  0  81  ': ; 

Henderson  Land  De 
Prudential  PLC 

Prices  as  of  May  30.  Sources:  StarMine:  FT  Interactive  Data  and  Thomson  First  Call  via\ 
FactSet  Research  Systems. 
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Japan 

performance  relative  to  the  S&P  500 


Tokyo  on  the  Cheap 
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COUNTRY 


Japan 


COUNTRY        P/E 
CODE       2003  EST 


PRICE/  YEAR-TO-DATE         GDP  MKT  VALUE 

BOOK         YIELD  %       %  CHANGE       {$USBIL)        ($USBIL) 


Price-to-earnings  multiples  ha. 
come  way  down  during  Japan" 
ten-year  slump.  The  average  i 
Japanese  stock  sells  for  20  | 
times  estimated  2003  profits-| 
half  the  estimated  multiple  of  j 
decade  ago.  The  ten  stocks  in  i 
the  table  below  are  priced  evep 
lower,  but  are  expected  to  sho"; 
strong  earnings  gains.  , 


JA 


20 


1.3 


1.2 


Source:  Morgan  Stanley  Capital  International. 


COMPANY/BUSINESS 


Fuji  Photo  Film/leisure  products 


COUNTRY       REVENUE 
CODE  ($MIL) 


JFE  Holdings/metals  &  mining 
Mitsubishi/trading  &  distribution 
Mitsui  Fudosan/real  estate 


Nippon  Tel  &  Tel/telecom  services 


Nippon  Unipac/paper  &  forest  products 
Orix/diversified  finance 
Sumitomo/trading  &^isfrlbutlon  " 

Toyota  Industrjes/auto  components 
Yamada  Denkl/specialty  retail 


JA 
JA 


JA 


JA 


JA 


JA^ 
JA 


JA 


JA 


19,896 


109,271 


8.874 


89,550 


9,555 


5,605 


75,666 


8,766 


6,508 


NET 
INCOME 
(SMIL) 


398 


131 


444 


209 


2,101 


40 


206 


232 


180 


46 


ASSETS 

(SMIL) 


23,909 


MARKET  P/E  ESTIMATB 

VALUE  2003  EPS 

(SMIL)  ESTIMATE        GROW/TH  I 


30,988 


66,871 


24,265 


148,424 


13,329 


49,364 


40,480 


13,712 


2.549 


14,235 


6,761 


9,809 


4,850 


54,998 


3,726 


4.009 


4,509 


4.568 


1,651 


18 


13 


12 


13 


14 


19 
10 


17 


12 


All  figures  are  in  US,  dollars.  Figures  are  latest  available.  Market  values  are  as  of  May  30 

Sources.-  B/oomberg  Fmancial  Markets:  f  .share.  FT  Interactiye  Data.  Thomson  First  Call  and  Worldseope  via  FaetSet  Research  Systems:  IBES  Express:  Forbes. 


95 


290 


80 

90 

91 

431 


115 
109 


82 


257 


FACTOID 
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V'lO: 


c  p.)i  13  from  East  Asian  countries  have  more  than 
tripled  m  the  ^:  i  iiiarte;  century,  according  to  the  World  Bank.  Their 
trade  with  one  ano^hor  has  grown  faster  than  their  trade  with  any 
other  market  and  is  ncv^  6.5%  of  globai  trade 
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401(k)     ROLLOVER 


Low  expenses? 


Or  investment 

management 

expertise? 


I/Vith  our  Rollover  Advantage; 
/ou  don't  have  to  choose. 

/Vhen  you  roll  over  your  401  (k)  toT  Rowe  Price,  you  can  feel  confident 
cnowing  that  99%  of  our  mutual  funds  have  lower-than-average  expense 
atios. You'll  also  benefit  from  our  disciplined  approach  to  investment 
Tianagement.  Over  70%  of  our  funds  have  outperformed  their  Upper 
averages  for  the  1-,  5-,  and  10-year  periods  ended  3/31/03.  Past  performance 
:annot  guarantee  future  results,  and  results  will  vary  for  other  periods. 
\\\  funds  are  subject  to  market  risk. 

rheT.  Rowe  Price  Rollover  Advantage  service  makes  the  entire  rollover 
Drocess  simple.  You  can  open  up  your  new  rollover  account  with  just  one 
Dhone  call.  Our  Rollover  Specialists  can  help  you  choose  funds  and  even 
yvdrk  with  your  former  employer  to  help  coordinate  moving  your  money. 

To  get  the  Rollover  Advantage,  call  or  visit  our  Web  site. 


SM 


99%  of  our  funds 
under  their  expense 
ratio  average* 

70%  of  our  funds 
beat  their  Lipper 
performance  averages* 

Over  60  funds  with  no 
loads,  no  commissions 


1-800-341 


TRoweR-ice 


® 


INVEST    WITH    CONFIDENCE 


For  more  infoiination  including  lisks,  lees,  and  expenses,  lequesi  a  lund  profile  or  prospectus;  read  it  carelully  before  invesfing.  Funds  with  expense  ratios  below  Lipper  averages  as  of  3/31/03: 
funds  less  than  six  months  old  are  not  included.  **Based  on  total  return,  76  of  96. 56  of  73,  and  34  of  46 1.  Rowe  Price  funds,  including  separate  share  classes,  outperformed jheir  Lipper 
averages  for  the  I-  5-  and  10-year  periods  ended  3/31/03,  respectively.  (Source  of  data;  Lipper  Inc.)  1.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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CHEAPER  a^yi  THERE 

With  its  interests  rn  power  systems,  transportation,  medical  light- 
ing and  finance,  Siemens  Group  is  Germany's  answer  to  General 
Electric.  But  here's  one  place  the  two  industrial  giants  don't  look 
so  alike:  valuations.  Munich-based  Siemens  is  valued  at  1.5  times 
book  value,  while  GE  goes  for  4.5  times  book. 

Differences  in  accounting  standards  often  explain  away  some 
differences  in  valuation  between  U.S.  and  foreign  stocks.  Soggier 
economic  outlooks  overseas,  particularly  in  Europe,  are  also  de- 


By  Andrew  T  Gillie 

pressing  some  foreign  stocks  relative  to  their  U.S.  counterparts. 
But  for  contrarian  shoppers,  such  downturns  are  a  buyini 
opportunity.  We  trolled  though  the  Global  2000  for  stocks  tha 
look  cheap  relative  not  only  to  their  U.S.  peers  but  also  to  theit 
own  recent  histories.  We  searched  for  companies  trading  a 
discounts  to  five-year-average  multiples  of  sales  and  book  value 
with  long-term  debt-to-total-capital  below  60%  and  long-terti 
earnings-growth  forecasts  of  at  least  5%  (annualized).  j 
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RECENT 


COMPANY/COUNTRY  PRICE 


Accor/France  $37.62 

Celesio/Germany  41.20 

Delhaize  Group/Belgium  32.38 

Fomento  de  Construcciones/Spain  27.60 

Repsol-YPF/Spain  15.82 

Siemens  Group/Germany  4743 


Prices  as  of  May  30,  Sources:  Multex,  Worldscope  and  FT  Interactive  Data  via  FactSet  Research  Syste 


5-YEAR 
AVERAGE 


DIVIPARABLE  II  S.  COMPflWY 


COMPANY 


Marriott  International 

McKesson 

Safeway 

Fluor 

ExxonMobil 

General  Electric 


PRICE/ 
BOOK 


The  Sun  Shines  nn  Aii.qtralia 


In  this  group  of  countries  Australia  is  a  market 
star— so  far  this  year.  But  the  depressed  Korean 
market  sells  for  half  its  gross  domestic  product, 
whereas  Australia  is  above  parity. 


COUNTRY 


Australia 


COUNTRY        P/E 
CODE       2003  EST 


India 


Soutli  Korea 


5 
17 

Source:  Morgan  Stanley  Capital  International. 


Taiwan 


IN 


KO 


TA 


16 


12 


1.9 


2.1 


1.2 


1.6 


140 


100 


70 


50 


Asia  Pacific  (ex.  Japan) 

performance  relative  to  the  S&P  500l 


^^^s 


4.0 


2.1 


2.3 
1.6 


'98        '99        '00         '01         '02 


YIELD       YEAR-TO-DATE         GDP  lyiKTVALU' 

%  %  CHANGE        ($USBIL)        ($USBILI 


14.7 


-7.5 


-2.0 


4.3 


393 


460 


469 


282 


433 


124 
217 


269 


COMPANY/BU$ 


BHPBiMiton/metals  &  mining 

Hon  Hai  Precision  Ind/computers  &  peripherals 

Kookmin  Bank/bank  ~ 


COUNTRY       REVENUE 
CODE  ($MIL) 


NET 
INCOME 
(SMIL) 


ASSETS 

($MIL) 


MARKET 
VALUE 

($MIL) 


P/E 

2003 

ESTIMATE 


Natl  Australia  Bank/bank 
Posco/metals&  ruining 
Reliance  Industries/oil  &  g& 


Samsung  SDI/elcctroniR  equiti.ncnt 
SK  Corp/oil  &  gas 
SK  Telecom/wireless  telecc  , 
Woolworths/food  &  drug  "  ., 

All  figures  aro  In  U.S.  dollars.  Flgur  ;^  r. 
Sources:  Bloomberg  Financial  Market^: 


^- t'':M-tXfa 'ThL',n°V''7r°,,  ''^  w":?'""'  "'''''"  ''""  '"'  ^"P  ^'"''O"  Ltd.  and  BHP  Blllifon  Pic. 
'.    M.f,vo  Data.  Thomson  F.rst  Call  and  Worldscope  via  FactSet  Research  Systems:  IBES  Express:  Forbes. 


ESTIMATE! 

EPS 
GROWTH  °/ 
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Jji^!' 


I 


UD  TEN 


I 


featyK«:«- 
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'  IT  HAS  AN  AMAZINGLY  COMFORTABLE,  AVAILABLE  CLIMATE-CONTROLLED  LEATHER-TRIMMED  INTERIOR  AND 

AVAILABLE  POWERFOLD™  3RD-R0W  SEATING  THAT  FLATTENS  INTO  THE  FLOOR  WITH  THE  PUSH  OF  A  BUTTON.  NOT  TO 

MENTION,  ITS  THE  ONLY  FULL-SIZE  SUV  AWARDED  THE  U,S.  GOVERNMENT'S  DOUBLE  5-STAR  iHddrt  FRONTAL  CRASH 

TEST  SAFETY  RATING  FOR  Tl(E  THIRD  YEAR  IN  A  ROW.  FORD  EXPEDITION  WILL  QUICKLY  TRANSPORT  y*"  '"""'"  "'"^ 


IF  YOU  HAVEN'T  LOOKED  AT  FORD  LATELY. 


LOOK   AGAIN. 


For  more  Information,  call  1-B00-3D1-7430 
i'.;.  or  visit  www.fordvehicles.com. 
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L/ysMjAMJ 


Strong  Growth,  Low  Multiplfis 

Profits  are  expected  to  more  than  double  in  Brazil 
and  Mexico,  both  coming  off  downturns.  The  ex- 
pected 2003  earnings  growth  rate  for  Canada  is 
also  a  robust  35%.  Some  notable  companies— all 
with  low  2003  estimated  P/Es— are  listed  below. 


Latin  America/Canada 

performance  relative  to  the  S&P  501 
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COUNTRY 


COUNTRY        P/E 
CODE       2003  EST 


YIELD       YEAR-TO-DATE         GDP  MKTVALy.1 

%  %  CHANGE       ($USBIL)        ($USBIlif 


Brazil 

BR 

9 

1.2 

4.9 

27.1 

452 

159 

Canada 

CA 

26 

1.8 

2.0 

20.4 

729 

681 

Mexico 

MX 

10 

1.9 

2.2 

9.5 

637 

132 

Source:  Morgan  Stanley  Capital  International. 


COUNTRY/BUSINESS 


Banco  do  Brasil/bank 


COUNTRY       REVENUE 
CODE  ($MIL) 


NET 
INCOME 
{$MIL) 


ASSETS 

($MIL) 


MARKET 
VALUE 
(SMIL) 


P/E 

2003 

ESTIMATE 


ESTIMATED: 

EPS 
GROWTH  %' 


Banl(  of  Nova  Scotia/bank 


Cemex/construction  materials 
EnCana/oil  &  gas 


FEMSA/beverages 


Grupo  Carso/multi-lndustry 


Petro-Canada/oll  &  gas 


Power  Corp  of  Canada/diversified  finance 


Sun  Life  Financial/insurance 
Unibanco  Group/bank 


All  figures  are  in  U.S.  dollars.  Figures  are  latest  available.  Market  value  is  as  of  May  30 

Sources:  Bloomberg  Financal  Markets:  Exshare.  FT  Interactive  Data,  Thomson  First  Call  and  Worldscope  via  FactSe,  Research  Systems:  IBES  Express:  Forbes. 


SEARCHING  THE  GLOBE  FOR  GOOO  YIFI  m. 

The  S&P  500  yields  only  1.7%,  versus  2.9%  for  Morgan  

Stanley  Capital  International's  EAFE  index  of  foreign  stocks. 
The  foreign  withholding  tax  on  dividends-typically  15%-may 

not  be  a  disadvantage.  You  can  credit  the  first  15  percentage  '^"'"''^'^^ 

points  of  that  tax  against  your  U.S.  tax  bill.  Alliance  Uni 

We  screened  our  Global  2000  for  companies  with  growing  Allied  Irish  I 

dividends  ov^r  the  past  one.  three  and  five  years.  We  limited  Bank  of  Nov 
the  fist  to  companies  that  pay  out  no  more  than  55%  of  net  in-        ■  j, 

come  as  dividends  and  tllgt  are  exjDected  by  analysts  to  expand  ^"^ 

earnings  in  botTi  fiscal  20§3  and  fiscal  2004.  Wolseley 

•Atthe  fop  dftirli^Afted  Irish  Banks.whicH  yietds3.9%.  so^^';;!!!:! 


ByJody  sl 


COMPANY 


Alliance  UniChem 
Allied  Irish  Banks 
Bank  of  Nova  Scotia 
Johnson  Matthey 
Wolseley 


DIVIDEND 
YIELD 


DIVIDEND 
PAYOUT 


$8.14 
15.01 
42.78 
14.37 


wolseley  10.8O  3.3 

Prices  as  of  May  30. 

Sources.  FT  Interactive  Data  and  Thomson  First  Call  via  FactSet  Research  Systems. 
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mmrfm 


than  ariy 
mai'kets; ;  ^ 
and  Chile,  m 


a^s  stock  market  has  grown  33.2%  this  year,  more 
or  ^narkets.  Trailing  Russia  are  four  other  emerging 
.0  32./'%;  Brazil,  up  27.1%;  Turkey,  up  25.9%; 


HForbcs 


Visit  WW-     ri 
headquai    jf?. 


ITt  ''^^^"'''''  ""*  ""''^^  ^"^0'  Global  2000.  Also  online:  an  interactive  world  map  of  the  largest  500  foreign  companies 
M  the  U.,..  .  .JD A  version  of  this  list,  additional  financial  data  and  corporate  f earsheets. 
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to  conve 


Unscramble  the 


hink.  Think  again! 

gation  and  Dispute  Resolution  Group 

you  maximizing  the  value  of  your  corporate  assets? 
KSTEIN  SHAPIRO  MORIN  &  OSHINSKY's  Litigation  and 
lute  Resolution  Group  provides  clients  with  creative  and 
histicated  strategies  to  resolve  some  of  the  most  complex, 
tifaceted  disputes  in  antitrust,  securities,  bankruptcy,  insur- 
e  coverage,  government  contracts,  employment,  and  other 
1-profile  cases.  Dickstein  Shapiro's  team  of  more  than  160 
ators  and  negotiators,  which  includes  17  former  federal 
secutors,  has  a  recent  track  record  of  recovering  billions  of 
ars  for  clients,  and  saving  clients  comparable  amounts  by 
ping  them  out  of  court.  Whether  negotiating  alternative 
jtions  or  litigating,  Dickstein  Shapiro  advances  the  business 
Tests  of  its  clients  by  converting  obstacles  into  opportunities. 

Puzzle  Solution:  www.Dicl<steinSliapiroxom 

!  Dickstein  Shapiro  Morin  &  Oshinsky  llp.  All  Rights  Reserved 


^»B«iBlljltl.T>| 
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DICKSTEIN 
SHAPIRO 
MORIN^ 
OSHINSKY 


CELEBRATING   FIFTY  YEARS 
OF  LEGAL  INNOVATION 

Washington,  DC  •  New  York,  NY 
(202)  785-9700  •  (212)  835-1400 


Money  &  Investing 


STRATEGIES 


Another  Option 

Your  broker  wants  to  sell  you  a  fancy  bond  with  an  equity  kicker.  Two  question! 
Do  you  really  need  this?  And  if  you  do,  wouldn't  a  do-it-yourself  derivative  be  t 

better  deal?  By  Brett  Nelson 


<—  cut   here 


YOU  WANT  TO  BELIEVE  THAT  THREE  MONTHS  OF  RISING 
share  prices  means  the  bear  market  is  over,  but  you  can't 
be  sure.  Ideally  you  d  like  an  investment  that  would  pro- 
vide bondlike  safety  should  stocks  tank,  but  give  you  an  equity- 
like reward  should  the  bulls  roar  on. 

Can  you  ha\c  this  piece  of  cake  and  eat  it,  too?  No.  But  Wall 
Street  \/ould  like  you  to  think  that  you  can  have  it— and  still  eat 
most  of  it.  Answering  a  yearnii  g  for  reward  without  risk,  invest- 
ment banks  are  rcbaking  a  17-year-o!d  idea  called  equity-linked 
notes.  These  oplions-iced  St.nds  pay  little  or  no  interest.  Instead 
they  return  an  amount  bss.-d  upon  the  performance  of  an 
underlying  equity  inslru:  .  \  be  it  an  inciex,  a  hedge  fund  or 
even  a  single  stock. 

Salomon  Brothers  issiied  one  o,'  he  first  in  1986.  It  was  a 
head-scratcher:  The  four-yc^ir  note,  paid  a  semiannual  2% 
coupon  and,  at  maturity,  91%  of  any  incc  .L,e  in  the  S&P  500  above 
108.5%  of  Its  initial  value;  if  th.^  indox  v  .i.s  down,  the  ntaes  would 
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return  the  original  purchase  price.  As  it  happened,  the  no 
returned  7.7%  annually  versus  6.5%  for  Treasury  bonds  of  a  si 
Oar  maturity  and  9.8%  for  the  S&P  500  index  bought  outright 

Another  batch  of  can't-lose  stock  investments  came  in  19' 
when  commercial  banks  sold  equity-linked,  principal-protect 
certificates  of  deposit.  The  product  proved  to  be  a  needless  insi 
ance  policy  in  what  became  a  seven-year  bull  run  for  stocks: 

Now  Wall  Street  is  laying  the  table  a  third  time  for  yiel 
starved  investors.  Banks  will  serve  up  $10  billion  (face  value) 
equity-linked  notes  for  the  retail  set,  double  last  year's  volun 
estimates  Bank  of  America.  In  late  March  Merrill  Lynch  ma 
the  largest  offering  to  date,  $317  million  worth  of  "marl 
recovery"  notes  maturing  in  May  2004. 

Merrill's  notes  return  three  times  the  percentage  increase 
the  S&P,  capped  at  18%.  Unlike  principal-protected  notes,  th( 
offer  no  protection  if  stocks  sink.  So  if  the  S&P  climbs,  say,  5% 
the  time  Merrill's  note  comes  due  next  May  28,  you'd  earr 


I 


return;  if  it  rose  25%,  you'd  get  only  18%  because  of  the 
ind  if  stocks  fell  5%,  you'd  lose  5%  of  your  capital. 
.  broker  can  make  this  kind  of  trade  appealing  to  the  risk- 
e  by  proposing  a  blend  with  a  supersafe  money  market  in- 
lent.  If  you  have  $300,000  to  invest,  you  could  put  $100,000 
the  market-recovery  play  and  $200,000  into  Treasury  bills. 
in  the  range  of  0%  to  6%  in  S&P  500  returns,  your  blended  ac- 
t  would  do  almost  exactly  the  same  as  a  fund  invested  in  the 
[The  blended  account  would  pick  up  some  T  bill  interest  but 
out  on  stock  dividends.)  If  the  market  falls,  the  investor  wiih 
nded  account  would  lose  only  a  third  as  much  as  someone 
put  the  whole  wad  into  an  inde.x  fund.  If  the  market  takes  off, 
[ended  account  would  fall  behind  the  pure  index  fund. 
lot  bad.  But  before  you  buy  a  complex  note  like  this,  ask 
self  two  questions.  First,  do  you  have  a  specific  take  on  the 
;et — that  it  is  particularly  likely  to  go  up  between  0%  and 
)ver  the  next  14  months — or  are  you  just  vaguely  worried 
t  a  return  of  the  bear?  If  the  latter,  you  would  probably  be 
T  off  putting  two-thirds  (or  more)  of  your  money  in  cash 
tments  and  buying  a  straightforward  index  fiind  with  the 
ice.  WTiy  give  up  the  chance  of  a  large  return  on  the  third  of 
money  that's  in  stocks?  Much  of  the  market's  cumulative 
n  over  a  long  period  comes  from  years  in  which  it  does  bet- 
lan  18%.  If  you  are  going  to  be  in  the  market  for  a  long 
,  you  shouldn't  be  giving  up  the  banner  years. 

Dw  Much  Is  That  Coupon  Worth? 


Anatomy  of  a  Bull-Call  Spread 

Using  call  options  or  a  structured  note,  you  can  triple  your 
return  for  a  year  when  the  market  makes  a  modest  gain  (0%  to 
6%).  But  this  lunch  is  not  free.  You  sacrifice  the  chance  to 
make  an  outsize  gain— anything  more  than  18%. 

30- 
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like  Merrill's  "recovery  notes,"  some  of  these  couponless  products  guarantee  your 
icipal  at  maturity  if  the  market  tanks.  If  it  rises  enough,  the  notes  return  your 
»inal  investment  plus  an  extra  amount  tied  to  the  S&P  500.  Take  Bank  of  America's 
5-year  notes  issued  last  fall.  Here,  the  extra  return  is  calculated  by  concatenating  all 
:  changes  in  the  quarterly  value  of  the  index  (capped  at  10%  per  quarter),  a  common 
jcture.  Example:  If  a  year's  quarterly  returns  are  10%,  -10%,  15%,  -7%,  you  would 
a  measly  1.3%.  A  good  bet?  We  plotted  the  difference  in  returns  for  such  a  note 
d  to  maturity  versus  a  coupon-bearing  five-year  Treasury.if  both  were  issued  every 
arter  since  1958;  points  above  zero  show  the  notes  did  better  over  the  trailing  five 
ITS.  More  often  than  not,  the  Treasury  was  the  better  bet. 


120% 


■58  -60  '65  '70  "75  '80  '85  '90  '95  '00      '03 

roes:  Bsnk  of  America:  Ibbotson  Associates:  FT  Interactive  Data  via  FactSet  Research  Systems:  EconStats:  Forbes. 


'Excluding  dividends. 


Next  question:  If  you  really  want  a  custom-made  return  pro- 
file in  which  you  forfeit  some  of  the  upside  to  buy  safety,  is  a  note 
like  this  the  best  way  to  accomplish  your  objective?  With  a  little 
effort,  you  can  create  similar  returns  on  your  kitchen  table.  The 
recipe  calls  for  stock  index  Spiders  and  publicly  traded  options. 
This  homemade  potion  may  save  you  a  few 

bucks  on  costs. 

In  the  chart  {see  above)  we  display  the 
return  profile  for  a  product  like  the  Merrill 
note:  a  three-times  return  in  the  0%-to- 
6%  range,  a  flat  18%  return  if  the  market 
does  better  than  6%  and  a  full  participa- 
tion in  losses  if  the  market  goes  down.  For 
simplicity,  we  ignore  dividends. 

You  can  construct  a  similar  return 
profile  with  three  trades — a  "bull-call 
spread,"  in  the  argot  of  the  Chicago 
options  pits.  Assuming  the  S&P  500  is  trad- 
ing at  1000  when  you  start,  you  would  buy 
$100,000  of  S&P  500  index  Spiders,  go  long 
two  at-the-money  call  options  (struck  at 
1000),  and  go  short  three  out-of-the- 
money  call  options  (struck  at  1060).  Just 
the  sort  of  thing  a  brokerage  firm  could  do 
to  create  a  structured  note  like  MerrUl's. 

Think  about  this  cocktail  of  market 
bets.  If  the  index  goes  up  0%  to  6%,  you 
would  earn  that  gain  on  the  Spiders  plus 
two  times  that  amount  on  the  at-the- 
money  calls  you  bought.  Total  gain:  three 
times  the  market's.  The  three  options  you 
sold  short  would  expire  worthless. 

If  the  market  crashes,  all  five  options 
are  irrelevant  and  your  loss  equals  the 
market's.  If  the  market  does  better  than  a 
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Eight  acres  with  private  sandy  beach,  17,000  sq.  ft.  house  with  separate  service 
quarters,  heated  pool,  two  bedroom  cabana,  paddle  tennis  court,  greenhouse 
and  boathouse  with  two  apartments.  A  separate  mainland  property  provides 
private  dock  for  access,  two  bedroom  cottage  and  a  two  car  garage.  Price  and 
brochure  upon  application. 


coldwell 
Banker 


Coldwell  Banker 
JW  Bermuda  Realty 

Atlantic  House  •   11  Par-la-Ville  Road 
Hamilton,  Bermuda  •  441-292-1793 
www.bermudarealty.com 

Each  office  is  independently  owned  and  operated.  Coldwell  Banker  JW  Bermuda  Realty  is  a  trade  name  of  Jones  Waddington  Ltd. 


1  N  T  E  R  N  A  ' 


AT  THE  GREENBRIER 

SOME  OF  OUR  DAILY  FLIGHTS 

ARE  MORE  OF  A 

DEPARTURE  THAN  OTHERS. 

The  Greenbrier  IS  AS  CLOSE  AS  THE 

■^.    NEAREST  AIRPORT.  And  AS  FAR  FROM  AN 
i     '       OROINARY  MEETING  SITE  AS  THE  ANCIENT 
AND  FASCINATING  SPORT  OF  FALCONRY. 
Our    6,500-ACRE    MOUNTAIN    ESTATE 
OFFERS  IMPECVABLE  MEETING  FALTLITIES, 
,  ATTENTIVE.  SERVlbE  AND  MORE  THAN 

50  ACTIVITteS  THAT  WILL  MAKE  YOUR 
I  TEAM*^PIRlTS;Sj^AR.  To  PLAN  YOUR 
^  MEETli^  CALL  8OO.yo8.07O!    OR  VISIT 
■■"'■:     \V\V\V.(;rt^FNHRH-IM-o\i 


^?^m^i^ 


Atvn'ir,!  's  Resort 


VV  W  W.  (JREENBRIER.COM 


Money  &  lnvfi<^ting 

6%  price  gain,  you'd  make  1.8%  (frc 
the  Spiders  plus  the  two  long  calls),  b 
give  up  all  gains  beyond  that  because 
the  three  call  options  you  have  shortec 
As  for  pricing,  it  just  so  happens  \\ 
the  premium  you  collect  for  the  thi' 
out-of-the-money  calls  you  are  selli 
would  be  just  a  little  more  than  the  c( , 
of  buying  two  at-the-money  calls.  "^ 
can  get  these  prices  by  going  to  the  W 
site  of  the  Options  Industry  Council 
June  19,  when  the  index  was  at  1000 
council's  handy  pricing  calculator  sa 
that  a  hypothetical  at-the-money  c\ 
maturing  in  14  months  would  be  wor 
$7,625  per  $100,000  principal  amoui 
while  a  1060  call  would  be  worth  $5,21 
Add  it  up:  You  are  buying  two  c^ 
for  a  total  $15,250  and  selling  three  for 
total  $15,810.  You  ought  to  clear  $5 
before  trading  costs. 

To  be  sure,  if  you  confine  yourself 
listed  options,  you  may  not  find  exactly  tl 
maturities  and  strike  prices  you  want,  d 
you  can  get  close  enough.  If  your  hund 
that  the  market  will  go  up  a  little,  but  i 
a  lot,  there  are  ways  to  make  the  bet. 

Why  do  options  rather  than  a  stri 
tured  note  from  a  broker?  Because  thaf 
may  be  a  little  less  vigorish  built  in 
get  nicked  a  bit  by  the  options  fltx 
traders,  but  probably  less  than  the  coS' 
incorporated  in  the  broker-sold  not 
Merrill  has  two  ways  of  earning  its  2' 
brokerage  commission — or  $2,000  li 
someone  putting  in  $100,000 — and  the 
some:  the  theoretical  $560  you  lose  0 
the  pricing  of  the  calls  built  into  the  not( 
plus  $1,660  in  stock  dividends  forgoni 
But  on  a  small  trade  (say,  $10,000)  th 
options  spreads  eat  you  alive  and  you  ai 
better  off  using  a  bond  like  Merrill's. 

Taxes  favor  the  brokerage  produc 
just  a  bit.  In  the  do-it-yourself  optioi 
trade,  the  $1,660  of  dividends,  the  pric 
appreciation  on  the  Spiders  and  60%  0 
the  options  profits  are  taxed  at  the  favor 
able  15%  rate,  while  40%  of  the  option 
profits  are  considered  short-term  capita 
gains  taxed  at  up  to  35%.  The  Merril 
product,  in  contrast,  yields  a  pure  long 
term  gain  or  loss  taxed  at  15%. 

The  broker,  of  course,  makes  mor  I 
selling  you  an  equity  note  than  a  bund 
of  Spiders  and  options.  I 


You' 


FREE  invitation  to  America's  most  comprehensive 
tional  resource  for  everything  relating  to  investing, 
onomy,  and  your  money. 

for  experienced  investment  professiorials  and  beginners  alii<e.  The 
nniversary  San  Francisco  Money  Show  focuses  on  technology  and 
investing,  and  offers  more  than  150  worl<shop  topics  on  investing  with 
nd  keynote  presentations. 


The  25th  Anniversary 

SI  Francisco  Money  Show 

"^     Focus:  Technology  &  Growth  Investing 
October  16-18,  2003  •  San  Francisco  Marriott 


t  Miss  In-Depth  Presentations,  including: 


Premier 
.  Event 


Louis  Rulieyser's  Superstar  Event* 

Thursday,  October  16  •  11:00  am  -  1:00  pm 


Louis  Rulteyser  is  America's  favorite  economic  and  financial  commentator 
and  much  more:  its  best  loved  and  most  respected  advisor  on  the  entire 
political-economic-financial  scene.  Be  there  as  Lou  appears  LIVE,  first 
delighting  you  with  his  own  uniquely  wise  and  witty  opening  remarks— 

1  turning  his  legendary  interviewing  talents  to  an  all-star  panel,  grilling  them  on 

»casts  for  the  next  1 2  months. 

j's  unmatched  insights,  plus  the  word  on  precisely  where  his  Wall  Street  superstar 

see  the  best  profits  in  the  months  ahead! 

:$  include:   Joe  Battipaglla,  Chief  Investment  Officer  Ryan,  Beck  &  Co.,  LLC; 
appiello,  President,  McCullough,  Andrews  &  Cappiello,  Inc.;  Barbara  IVIarcin, 
Manager,  Cabelli  Asset  Management;  Ronald  iVIuhlenltamp,  Founder  and  President, 
amp  &  Company 
j(  purchase  tickets  to  this  event,  $49  early-bird  price,  includes  a  light  lunch. 


r  Exciting  Topics  Include: 


Next  Market's  Leaders 

:om  Survivors  After  WorldCom  and  AT&T 

Keys  to  Maximizing  Profits  in  Any  Market 

jch:  When  to  Take  the  Plunge 

nentum  Investing  in  Bull  and  Bear 

<et$ 


..as  a  bonus  for  attending  you  will  get  a  FREE 
ption  to  the  new  and  exciting  Money  Show  Digest, 
'  online  newsletter  featuring  the  top  stock  picks  and 
jrket  commentary  from  leading  market  forecasters. 


*  Mutual  Funds  for  the  Next  Growth  Cycle 
►  And  MUCH,  MUCH  MORE 


www.  MoneyShowDigest.  com 


For  a  FREE  brochure  or  to  register, 
call  800/970-4355  or  visit  www.MoneyShow.com. 

n  priority  code  002138  for  FREE  admission.  To  exhibit  please  call  800/822-1134. 


San  Francisco  Marriott 
October  16-18,  2003 

www.MoneyShow.com 


PROFIT 

iFrom  the  investment 
advice  of  America's  most 
respected  advisors: 


|oe  Battipaglia 

Chief  Investment  Officer 
Ryan,  Beck  &  Co.,  LLC 
The  Outlook  for  the 
Next  12  Months 

Frank  Cappiello 

President,  McCullough, 
Andrews  8t  Cappiello,  Inc. 
Stock  Picking  in  an 
Unforgiving  Market 

Kenneth  Fisher 

Chairman  and  CEO 
Fisher  Investments,  Inc. 
Four  Surprises  Ahead 


C.  Bruce  Johnstone 

Managing  Director 
Fidelity  Investments 
How  to  Make  a  Volatile 
Market  Work  for  You 


John  Dessauer 

Editor 

John  Dessauer's 

Investor's  World 

Stocks  That  Will  Double, 

Triple,  and  Why 

Bernie  Schaeffer 

Chairman  and  CEO 

Schaeffer's  Investment 

Research 

The  New  Cold  Bull 

Market  &  Its  implications 

for  the  Stock  Market 

and  many  more... 


Sponsors 


i^TRADERS,^^ 


Investors  Business  Daily 

SniaitMonej 

.comj 


Media  Partners 

communications 


STANDARD 
&POOR'S 


BARRON'S 


Finance 


Forbes 

msn^  Money 


JTheStreet.com 


A  production  of  InterShow  »  1258  N.  Palm  Avenue  «  Sarasota,  FL  34236  «  www.lnterShowcom 


Money  &.  Investing 


NUMBERS  GAiME 


Trust  Me 


MBIA  is  making  a  mint  insuring  lots  of  other  companies'  debts.  Or  is  it? 

BY  ELIZABETH  MACDONALD 


JOSEPH  (JAY)  BROWN,  54, CHIEF  EXEC- 
utive  of  MBIA,  wants  the  world  to 
know  that  t'c;  ything  is  great  at  the 
Armoiik,  N.Y.  financial  insurer.  Net  over 
the  past  12  months  lotals  $650  niiUion  on 
$1.2  billion  in  revenue,  a  55%  profit  mar- 
gin that  makes  Microsc^ft  iof>k  like  a  set 
ond-rate  steel  corn,  balance 

sheet  is  solid,  and  ;ii,  .  ^.t  i>et  an 

MBIA  guarantee  arc  ;  -yin",  of 

their  AAA  rating.  Prosper  • 
MBIA's  line  extension  from  m      ,.,.  n,,, 
nicipal  bonds  (the  acronyui  con. .    \xo\:: 
Municipal  Bond  Insurance  Assoc iarinr' 
to  covering  paper  backed  hy  pools  o' 


sumer  and  corporate  debt. 

You'll  have  to  take  most  of  this  on 
faith.  It  is  very  hard  to  extract  from 
MBIA's  financial  statements  enough 
information  to  be  sure,  very  sure,  that 
this  insurer  is  rock  solid  and  its  capital 
base  adequate  to  weather  any  storm.  Cap- 
ital adequacy  is  a  sensitive  subject  at 
MBIA,  as  its  whole  business  hangs  on  per- 
suading bond  buyers  that  its  guarantee 
nakes  a  bond  gilt-edged.  It  collects  a  pre- 
mium, typically  between  a  cheap  0.05% 
'Uid  1.5%  a  year,  for  insuring  paper 
igainst  default.  If  its  claims-paying  ability 
iropped  even  a  notch  below  AAA,  its 


insurance  would  be  worth  a  lot  li 
and  MBIA  would  have  a  hard  tii 
making  a  profit.  As  MBIA  Preside 
Gary  Dunton  says  about  the  \i 
rating  that  MBIA  gives  to  bonds 
guarantees:  "Without  it  we  vi 
our  franchise  as  being  sever 
weakened  or  eliminated." 

Last  winter,  when  a  New  Yrf 
City  hedge  fund  called  Gotha 
Partners  issued  a  66-page  whi 
paper  outlining  the  risks  in  MBD 
operations,  MBIA  sprang  in 
action.  Within  an  hour  of  tl 
Gotham  report's  release,  MBl 
issued  its  own  press  release,  sayit 
the  hedge  fund  was  trying  to  ri 
the  stock  down  in  order  to  proi 
from  a  short  position.  MBIA  co 
plained  so  loudly  that  both  t 
New  York  State  attorney  generj 
and  the  Securities  &  Exchang 
Commission  are  now  investigatii 
Gotham. 

Here  are  the  figures  on  capit 
adequacy.  MBIA  has  shareholder 
equity  of  $5.7  billion.  It  hi 
another  $288  million  set  aside  a 
reserves  to  cover  bum  bonds  (no 
counting  reserves  for  already 
defaulted  bonds).  In  addition,  banks  hav 
issued  credit  lines  effectively  promisinj 
to  chip  in  up  to  $1.3  billion  if  MBIA  neecj 
the  money  to  pay  claims.  Then  there  i 
$2.8  billion  sitting  around  in  the  form  o 
unearned  premiums — payments  MBi; 
has  collected  up  front  for  covering  bond 
in  future  years.  All  told,  it  has  a  $10.1 
billion  cushion  to  cover  potential  pay 
outs.  MBIA  would  also  like  to  include 
this  tally  another  $1.5  billion  in  pre 
urns  it  hasn't  yet  received,  although 
debatable  how  much  of  this  future  c 
would  be  available  to  help  pay  clai 
tomorrow. 
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Sitting  atop  this  cushion:  $506  billion 
(principal  amount)  in  debt  that  MBIA 
guarantees.  Is  the  cushion  thick  enough? 
The  company  is  quick  to  note  that  in  its 
entire  29-year  history  it  has  incurred  only 
$414  million  in  claims — this  on  $1.5  tril- 
lion of  debt  service.  But  the  business  has 
changed  over  the  years,  and  of  late  MBIA 
has  made  a  significant  foray  into  guaran- 
tees on  nonmunicipal  paper.  This  is 
where  Gotham  sees  trouble  brewing. 

The  nonmuni  stuff  is  all  over  the  lot. 
Some  is  backed  by  receivables  from  out- 
fits like  credit  card  issuers  Metris  and 
Providian,  not  known  for  their  sterling 
finances.  A  lot  of  it  is  from  stable  credits 
like  Citigroup  and  Wells  Fargo. 

One  kind  of  MBIA  financial  insurance 
starts  with  a  pool  of  debt  assets,  like  cor- 
porate bonds  or  loans.  An  investment 
bank,  for  example,  funds  the  pool  by  issu- 
ing different  tiers  of  securities  ranging  in 
safety  from  a  very  junior,  equity-like 
tranche  (first  to  take  a  hit  if  the  compa- 


MBIA  has  insured  $46  billion  of  these 
credit  swap  pools. 

The  corporate  borrowers  in  some  of 
these  transactions  are  of  spotty  credit 
quahty.  Their  problems  do  not,  of  course, 
translate  directly  into  credit  losses  for 
MBIA,  since  its  guarantees  come  into  play 
only  when  a  whole  pool  of  loans  goes  bad. 
Still,  the  weak  economy  of  the  past  several 
years  must  have  caused  some  damage. 
How  much?  From  the  scanty  data  dis- 
closed by  MBIA  on  its  activities,  it's  very 
hard  to  make  an  independent  assessment. 

That  didn't  stop  Gotham  from  making 
a  wild  guess.  William  Ackman,  37,  a  prin- 
cipal at  Godiam,  started  widi  an  MBIA  dis- 
closure summarizing  the  credit  derivative 
exposure  by  year  of  origination  and  aver- 
age credit  quality.  He  talked  to  two  people 
who  trade  credit  derivatives  for  a  living. 
Then  he  let  go  of  this  bombshell:  MBIA 
faces  an  unreported  $5.3  billion  to  $7.7 
billion  of  pretax,  "mark-to-market"  losses 
on  its  guarantees  of  credit  derivatives. 


Investors  have  to  swallow  some 
uncertainty  about  what  JVIBIA  insures. 


nies  don't  pay  back  their  debt)  up  to  a 
safe,  senior  tranche  (last  to  take  a  hit). 
MBIA  generally  insures  senior  tranches 
against  default.  It  has  guarantees  out- 
standing on  $21  billion  of  debt  obliga- 
tions of  this  sort.  Since  1999  it  has  insured 
only  tranches  rated  AA  or  better.  Before 
then  it  dipped  into  shakier  BBB  credits. 

Another  kind  of  guarantee  is  at  one 
further  remove  from  the  business  of 
lending  money  In  this  convoluted  deriv- 
ative, a  basket  of  so-called  credit  default 
swaps  is  put  together.  An  individual 
credit  default  swap  functions  much  like 
MBIA  insurance:  The  surety  collects  an 
interest  premium  and  promises  to  repay 
lenders  if  a  corporate  borrower  (like  Ford 
Motor  Credit  or  AOL  Time  Warner)  goes 
bust.  But  in  these  deals  MBIA  does  not 
guarantee  repayments  by  individual  cor- 
porate borrowers;  it  merely  guarantees 
that  the  whole  pool  of  swaps  will  not  run 
dry.  Moreover,  it  docs  not  stand  as  the 
first  line  of  defense;  other  investors 
would  have  to  suffer  big  lo.s;;cs  before 
MBIA  is  called  on  to  chip  in  aiv  money. 
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Balderdash,  says  MBIA:  Mark  the 
appropriate  assets  to  market,  and  you  get 
a  $60  million  gain  as  of  Mar.  31.  Gotham 
was  aiming  for  an  "artificially  inflated 
number"  as  it  "could  not  possibly  have 
had  sufficient  information  to  even 
attempt  a  legitimate  valuation  on  MBIA's 
[derivatives]  portfolio."  The  company 
also  points  out,  accurately,  that  the 
Gotham  estimate  is  very  dated  given  this 
year's  resurgence  in  junk  bond  prices- 
yield  spreads  over  Treasurys,  reflecting 
the  market's  perception  of  default  risk, 
have  narrowed. 

MBIA  confesses  in  its  public  filings 
that  it  has  exposure  to  $14  bOlion  of  junk 
debt  (that  is,  debt  rated  BB  or  lower)  that 
it  has  guaranteed.  But  it  insists  that 
default  and  loss  rates  on  its  junk  will  be 
much  lower  than  on  any  conventional 
collection  of  junk  bonds.  Much  of  its 
junk  problem  relates  to  guarantees  back- 
ng  up  pools  of  assets  like  credit  card 
1  -  -oivables.  But  the  guarantees  kick  in 
only  after  other  investors  have  absorbed 
significant  losses.  It  is  notewordiy  that  the 


MBIA  guarantee  has  helped  malce  posi 
the  funding  of  loans  to  all  manne 
seedy  characters,  fi-om  phone  compai 
to  mobile-home  dwellers,  with  scant 
so  far  to  MBIA. 

Gotham  has  closed  out  its  short  pi 
tion  in  MBIA  stock.  But  it  is  still  root 
for  disaster  there.  Gotham  is  on  t 
receiving  end  of  credit  default  swaps  ct 
ering  MBIA's  own  long-term  debt,  as  w 
as  debt  MBIA  has  guaranteed — positio 
that  would  rise  in  value  if  Wall  Street  pa 
icked  over  MBIA's  credit  quality.  j 

If  Ackman's  aim  was  to  cause  a  rl 
on  flie  bank,  he  failed.  Seven  monflis  afj 
Gotham  published  its  report,  bo 
Moody's  and  S&P  have  reaffirmed  thf 
top  ratings  on  MBIA-insured  bond 
While  Egan- Jones,  an  upstart  bond  ratir 
agency  in  Wynnewood,  Pa.,  has  dowi 
graded  MBIA's  own  debt  (as  opposed  1 
the  insurance  guarantee  MBIA  makes  d 
other  borrowers'  debt)  from  AA  to  a1 
investors  are  not  terribly  worried:  Crel 
swaps  on  MBIA's  debt  have  rallied  \A 
the  market. 

But  Gotham  may  have  hit  home  wi 
its  complaints  about  the  inadequacy 
MBIA's  disclosures  to  investors.  If  y( 
want  to  own  the  stock,  you  have  to  swa 
low  some  uncertainty  about  what  lui^i 
behind  those  billions  of  dollars  in  co" 
plex  derivatives,  and  about  just  where  th ; 
MBIA  exposure  to  pools  of  dubious  asse|| 
cuts  in.  MBIA  declines  to  publish  detaij| 
that  would  have  helped  Gotham,  or  adf 
oflier  investor  for  that  matter,  do  a  propf  I 
mark-to-market  analysis,  despite  Brown 
claims  that  MBIA  is  all  for  more  "educated  I 
shareholders."  It  shares  its  list  of  junlf 
credits  with  rating  agencies  S&P  ar 
Moody's  but  not  the  public.  It  also  wo 
publish  details  about  defaults  in  t 
derivatives  it  has  insured. 

Value  Line  expects  MBIA  to  net 
a  share  this  year,  up  sixfold  over  the  p 
15  years.  For  a  growth  stock  it  does! 
have  a  lot  of  fans.  At  $49,  the  shai 
carry  a  price/earnings  multiple  n 
much  more  than  half  the  market 
'These  shares  are  unexciting,"  says  Val^ 
Line.  "The  number  of  moving  pal 
within — and  the  complexity  of — MBL" 
financial  statements  might  put  off  son  '^ 
investors."  (ji 
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lout  dismantling  any  system  or  disrupting  any  department,  we  delivered  security,  access  management  and  ROI  to  one 
3  government.  Skeptical?  So  was  the  state  government  until  they  launched  our  Identity  Management  solution.  Want 
iiscover  the  kind  of  ROI  your  organization  can  receive?  Schedule  a  free  assessment  with  our  proprietary  Identity 
lagement  Value  Calculator  Tool'^  and  learn  how  you  can  save  time,  money  and  resources.  Call  (800)  639-7576  or  visit 
w.pwc.com/roi.  Write  it  down. 


Porffoiio  Strategy  By  KBniifith  L.  Fishor 

Dumb  Bears  11 


SUPPORTING  MOST  BEARS  RIGHT  NOW  IS  A  BUNCH  OF 
bull:  namely,  the  notion  that  too  much  debt  will  bite  us 
in  the  butt.  Ever  since  last  fall  the  guts  underlying  gloom- 
and-doom  market  forecasts  have  been  disproven,  one  by 
one.  Excessive  debt  is  the  main  argument  that  the  bears 
still  hug  Which  is  one  reason  the  bull  market  has  a  long  way  to 
run;  the  bears  are  basing  their  case  on  a  wrong  argument.  Debt 
doomers  come  in  varying  styles.  There  is  the  banking-crisis  style 
and  the  real-estate-implosion  style— often  linked,  as  in  Jailing 
real  estate  prices  will  bankrupt  the  banks,  which  will  cause  chaos. " 
Then,  too,  are  those  noting  the  "tapped-out  consumer, "  who  can't 
or  won't  borrow  more — 
thereby  causing  an  anemic 
recovery,  or  no  recovery;  or, 
finally,  the  pseudo-sophisti- 
cate's  favorite — the  double 
"dip"  recession. 

Don't  get  me  wrong.  I  don't 
recommend  going  into  debt. 
Personally,  I  owe  virtually  no 
money.  Certainly  there  are 
individuals,  firms,  industries 
and  municipalities  that  are  too 
heavily  and  stupidly  leveraged 
and  will  pay  for  it  dearly  (as  is 
always  true). 

However,  in  aggregate, 
debt  levels  won't  hurt  the 
economy  or  the  stock  market 
in  the  1990s. 


in  I99i  the 

gurus  saw  a 

below-average 

decade  ahead 

because  the  prior 

decade  had  been 

too  good.  They  were 

wrong.  They're 

wrong  about  the 

next  decade,  too. 

No,  that  "1990s"  isn't  a 
typo.  The  four  paragraphs  above  were  the  beginning  of  my 
Aug.  5,  1991  cohimn,  entitled  "Dumb  Bears."  With  this  issue, 
as  I  start  my  20th  year  as  a  FORBES  columnist,  I  reach  back  12 
years  to  steal  my  own  material,  word  for  word— because  so 
much  of  what  I  said  about  1991  and  1992  plays  well  in  2003 
and  will  in  2004.  From  a  handful  of  those  1991-1992  columns 
I  could  lift  paragraph  after  paragraph,  and,  with  no  more  than 
the  msertion  of  contemporary  dates,  they  could  serve  for 
analysis  of  the  here  and  now. 

For  your  aniu.<>ement,  let  me  continue  from  the  August  1991 
column: 

Andthetappca-o.M   ..  Historically  silly.  Consumers 

have  always  reaaeci causer:  .    .^h  Hmes-recovenes  have 

never  been  fueled  by  cons^.r.r  '.r^w^ng.  Despite  all  you  read, 
consumer  debt  as  a  percent ,{ personal  in:n.nc  i,as  always  been  flat 
to  down  in  the  18  months  after  a  recovery  s  bmh.  That  so  many   I 
otherwise  seemingly  intelligent  and  educated  tecrs  seem  to 
have  so  overlooked  this  fact  ii  astounding.  Consumer  debt 


won't  impede  this  recovery, 
as  it  didn't  fuel  past  ones. 

Knowing  that  1991  i 
1992  were  great  times  to  \ 
and  own  stocks,  you  can 
confident  that  now  is  a  go 
time,  too.  Is  it  different  now? 
course.  But  it's  also  much  i 
^^j^^^—nf—.  same.  The  four  most  dangerc 

r;^**P|^^^'W>>^    words  in  English:  "It's  differ. 
^^      /  this  time." 

'"  Bush  I.  Bush  II.  Take  yc 

pick  of  administrations.  Bush  I  then  had  the  highest  popularf 
rating  in  the  history  of  polling.  Bush  II  now  has  the  highrt 
longest  average  popularity  of  any  President  ever.  It  was  ano 
the  third  year  of  a  presidential  term,  when  the  market  usu.i 
does  v/ell.  So  we  are  in  a  similar  political  cycle  (although  the  fi 
Bush  didn't  enjoy  the  advantage  of  a  Republican  Congres 
More  similar  than  different.  f 

We  fretted  mightily  over  the  market's  high  valuations  th^ ' 
and  I  wrote  much  about  how  that  wouldn't  stop  the  market, 
won't  now.  We  fretted  over  a  weak  economic  recovery  the 
and  now.  Recall  candidate  Bill  Clinton  campaigning  in  199' 
with  the  slogan:  "It's  the  economy,  stupid"?  The  gurus  then  si  ' 
a  below-average  decade  ahead,  and  they  see  the  same  n3 
Why?  Because  the  prior  decade  had  been  too  good  for  the  nd 
one  to  be  anything  but  bad.  The  times  ahead  are  going  to  I 
good.  Enjoy  them. 

I  enjoy  my  BlackBerry  PDA/cell  phone.  Magical!  Two  ar 
two  can  equal  seven.  Synergy— does  mind-boggling  thing. 
Simplifies  my  life.  Couldn't  live  without  it.  Hottest  thing  sini 
matches.  Every  employee  I  have  wants  one.  Made  by  Canad, 
Research  in  Motion  (22,  rimm).  Get  a  BlackBerry.  Get  RIMM. 

Steel  will  bounce  back  big  in  two  years.  Semiconductors  aj 
rebounding.  To  capture  both  moves  while  getting  ahead  of  th 
market,  buy  Germany's  SGL  Carbon  (5.  SGC),  whose  carbo 
graphite  products  are  basic  to  both  industries.  SGL  has  been  ic- 
ing money,  but  its  bottom  line  wUl  turn  hard,  and  at  30%  c . 
revenue  it  is  cheap.  ' 

Want  stocks  you  can  sleep  with?  Travel  has  been  terrible  bi 
will  return.  Buy  two  stocks,  one  from  each  of  two  assortmen 
of  American  hotel  and  entertainment  companies.  Part  A:  Choic- 
Hotels  International  (I7,  CCH),  Interstate  Hotels  (s,  ihr),  Intrawest  (c 
IDR)  or  Gaylord  Entertainment  (20,  get),  which  owns  the  Gran.  ( 
Ole  Opry  and  various  Christian  music  businesses.  Part  B:  Mar  I 
riott  international  (38.  mar).  Park  Place  Entertainment  (9,  ppD  L 
Prime  Hospitality  (6.  pdq)  or  ResortOuest  International  (4,  R2T).    I 


i  jpOr|)^g    I  Xenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager. 
■'  "='""    I  Visit  his  home  page  at  www.forbes.com/fisher. 
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s  it  crazy  to  invest  in 
growth  stocks  now? 

Or  could  you  be  lool(ing  at  tlie 
opportunity  of  a  lifetime! 


I      Commentary         »"io..,i'">' '>«•««,„  ,*'•«'< 

'i'r*'- «'  ,,i"''*''«.™ij;"°""""'»'"'"o: 


SAVE 


»/fes  courage  to  ignore  the  noise  of  a  stocl(  market  ttiat  moves  wildly  up  or  down  as  it  reacts  to  each  day's  news.  But,  look  over  the 
izon  and  what  you  could  be  seeing  is  the  investment  opportunity  of  a  lifetime!  We  urge  you  to  ignore  the  headlines  and  look  at  the  facts: 
one  knows  how  long  it  will  take  for  the  geopolitical  uncertainties  facing  us  to  be  lifted.  But  experienced  investors  take  It  all  in  stride. 
}  fact  is  that  the  U.  S.  economy  is  much  stronger  than  the  purveyors  of  gloom  and  doom  would  have  you  believe.  The  quality  of  earnings 
V  being  reported  has  improved  dramatically  and  real  profit  margins  are  rising.  The  early  GDP  estimate  for  Q4  2002  was  an  anemic  0.7%. 
\t  has  been  revised  to  1.4%  and  personal  consumption  expenditures,  almost  70%  of  GDP,  were  greater  than  the  advance  figures  indicated. 

file  this  is  certainly  not  a  worry-free  investment  environment  corporate  spending  is  showing  signs  of  picking  up  and  it  is  only  a  matter 
Ime  before  this  market  will  once  again  reflect  the  underlying  power  of  the  American  economy 


at  should  you  be  doing  now?  Forget  hot  tips  and  hunches! 
e  out  this  storm  and  position  yourself  for  greater  profits  by 
istituting  the  cold-blooded,  disciplined,  cutting-edge  quantitative 
ck  picking  system  you  get  in  the  FORBES  GROWTH  INVESTOR. 

take  the  emotion  out  of  investment  decisions  by  quantifying  \hm 
h  the  Quant  Model ...  a  market-tested  system  to  determine  a  stock's 
)r1-term  performance  potential.  Launched  on  October  6, 2000, 
5  letter  has  outperformed  the  S&P  500  by  3.982  basis  points 
Dugh  May  2003. 

lat  is  the  Quant  Model?  Formerly  available  only  to  large  funds 
1  money  management  firms  who  could  afford  to  pay  the  hefty 
s  charged  by  independent  research  organizations,  the  Quant 
idel  filters  more  than  3,000  stocks  through  its  computer 
igram  each  month ...  measures  and  weights  up  to  75  variables 
;t  impact  future  share  prices. 

developed  by  the  Forbes  Investors  Advisory  Institute,  the 

ant  Model  combines  the  best  of  both  fundamental  and  technical 
alysis ...  identifies  the  stocks  most  likely  to  rise  in  the  next  6  to  18 
)nths ...  and  eliminates  the  costly  errors  made  by  most  investors. 

w  eflective  is  this  analysis?  For  the  10  years  ending  in  2000, 
fou  had  $10,000  in  an  S&P  index  fund  it  would  have  grown  to 
1 ,71 6.  That  same  $1 0,000  in  stocks  selected  by  the  Quant 
stem  would  have  been  worth  $239,391! 

iw,  this  professional  stock  picking  system  is  available  to  the 
jividual  investor!  And  because  you  are  a  reader  of  FORBES 
^GAZI^IE  you  are  invited  to  join  us  as  a  CHARTER  SUBSCRIBER  at 
Tiost  favorable  low  rate.  Here's  what  you  will  find  in  every  issue: 

Our  Top  50  Portfolio ...  the  best  growth  stocks  to  own  now. 

Our  Core  and  Expanded  Portfolios  to  help  smaller  investors 
locus  on  10  and  20  stock  portfolios  drawn  from  the  lop  50. 

Analysis  of  Individual  Stocks  Being  Added  to  Our  Portfolio. 

Changes  and  Updates  including  Dropped  Stocks  and 
Sell  Recommendations. 


Your  Exclusive  Risk-Free  Charter  Subscription  Offer ...  for  FORBES 
MAGAZINE  READERS  ONLY!  Call  us  toll-free  at  1-800-249-7449  or  use 

the  coupon  below  and  judge  for  yourself  how  the  FORBES  GROWTH 
INVESTOR  can  help  you  make  profitable  decisions ...  guide  you  to 
developing  a  portfolio  of  stocks  poised  to  outperform  the  market 
during  the  coming  months . 

Just  $99  for  a  6-month  risk-free  trial  subscription!  Take  a  trial  subscrip- 
tion for  6  months  at  just  $99  ...  a  discount  of  67%  from  the  basic  single 
issue  price!  If  you  decide,  after  reading  your  first  issue,  that  the  FORBES 
GRO\An"H  INVESTOR  isn't  everything  we've  claimed,  tell  us  so  within  30 
days  and  we  will  refund  100%  of  your  money.  Send  payment  now  and 
we  will  add  one  additional  FREE  issue . . .  giving  you  7  in  all! 

Better  yet,  order  a  full  year  at  only  $149!  You  save  even  more  -  75%  - 
and  get  12  important  issues.  Same  30-day  100%  money  back  guarantee 
plus  a  pro-rated  refund  if  you  cancel  later.  Pay  now  and  we'll  add  2  FREE 
issues  to  your  Charter  Subscription  term . . .  giving  you  14  issues  in  all. 


Yes,  sign  me  up  as  a  Charter  Subscriber!  Risk  Free! 

□  I  want  your  best  deal!  Sign  me  up  as  a  Charter  Subscriber  to  the 
FORBES  GROWTH  INVESTOR  for  a  full  year  at  just  $149!  I  understand 
I  may  cancel  within  30  days  of  receiving  my  first  issue  for  a  refund  of 
1 00%  of  my  money ...  and  will  be  entitled  to  a  refund  for  all  unmailed 
issues  after  that  introductory  period. 

Q  My  payment  of  $149  is  enclosed.  I  will  receive  2  FREE  ISSUES 
...14  in  all. 

□  I  prefer  to  enter  a  6-month  trial  subscription  now  at  only  $99. 

□  My  payment  of  $99  is  enclosed  I  will  receive  1  FREE  ISSUE 
...  7  in  all ...  my  satisfaction  is  fully  guaranteed. 
Charge  My:  □  VISA      Q  MasterCard      □  AMEX 


Card; 


_  Exp.  Date 


signature  for  Credit  Card  Orders^ 

a  Bill  Me  Later 

Name 


Address 


Apt.i 


Citi/'State/Zip         

Mail  to:  Forbes  Growth  Investor,  60  5th  Avenue,  New  York,  NY  10011  JNKFRB721 


m  FASTER  SERVICE  CALL:  1-800-249-7449 

llDER  ONLINE  /VT:  forbesgrowthinvestor.com/a(i03f 


Capital  Markets  By  Marilyn  Hnhnn 

Junk?  BunkI 


SHOULD  THE  SOARING  HIGH-YIELD  TOTAL  RETURN 
chart  below  scare  the  bejesus  out  of  you?  And  how. 
The  high-yield  market  has  been  on  a  red-hot  tear 
since  its  October  2002  low.  Junk  bond  funds  took  in 
more  money  during  2003's  first  quarter  than  in  all  of 
2002.  Take  notice:  Many  personal  finance  magazines  have 
begun  touting  high-yield  bond  funds,  meaning  the  funds  are 
peaking.  Do  not  listen  to  this  optimistic  garbage. 

Christopher  Carman,  Merrill  Lynch's  high-yield  guru,  com- 
pares today's  narrowing  spreads  to  his  high-yield  proprietary 
model.  His  finding:  "This  is  the  second-largest  recorded  over- 
valuation signal  on  record.  Largely  a  product  of  low  and  declin- 
ing capacity  utilization."  The  first  overvaluation  was  in  April 
2002.  Over  the  next  sue  months  the  sector  had  a  total  return  of 
-12%  because  of  rising  defaults. 

Like  dot-com  stocks  in  1999,  high-yield  bonds  are  priced  for 
perfection.  There  is  no  room  for  disappointment.  But  anyone 
who  has  looked  at  bankruptcy  filings  knows  there  is  no  such 
thing  as  perfection  among  heavily  leveraged  borrowers. 

Many  newly  issued  junk  bonds  carry  yields  only  a  sliver 
higher  than  bonds  of  investment  grade  (bbb  and  better).  Take, 
for  example,  Norampac,  a  cyclical  containerboard  producer  that 
is  rated  Ba2  by  Moody's  and  BB-H  by  Standard  &  Poor's.  Its  new 
ten-year  bond  recently  came  to  market  at  a  6.75%  yield.  That  was 
a  measly  3.3-percentage-point  spread  over  the  ten-year  Treasury. 
Normally  such  spreads  are  4.5  to  5.0  points. 

Primed  by  money  lured  out  of  money  market  ftinds,  which 
are  paying  less  than  1%,  and  a  public  willing  again  to  take  a  lit- 
tle risk,  lots  of  junk  bond  prices  have  advanced  on  nothing  but 
ether.  Some  companies  have  seen  enough  improvement  in  their 
fiindamentals  to  justify  the  price  rebound.  Most  have  not. 

Overvalued  issues  with  bloated  balance  sheets  abound,  such 
as  Charter  Communications,  the  cable  operator;  MeriStar  Hos- 
pitality, a  hotel  real  estate  investment  trust;  and  automotive- 
interior  outfit  Collins  &  Aikman. 

One  of  Charter  Communications'  largest  and  most  liquid 
issues,  the  8.625%  due  Apr.  1,  2009,  has  gone  from  43  cents  on 
the  dollar  at  the  end  of  last  year  to  73  now— with  a  $300  million 
injection  of  new  capital  but  only  a  modicum  of  fimdamental 
business  improvement.  We  are  talking  about  a  company  with  $17 
billion  in  debt  and  negative  cash  flow  from  operations  last  year. 
Mutual  funds  are  supposed  to  give  you  diversification,  but 
junk  funds  don't  always  deliver  this.  They  too  often  diversify 
by  issue  and  not  by  ind  istry.  Thus  investors  in  most  high- 
yield  fihids  during  the  stock  market  bubble  saw  their  money 
disintegrate  h  •  :,,se  the  TK.rfl^.lios  had  20%  to  30%  telecom 
allocations,  w  aav,-.-  ■•.  .)f  nich  ;ons  as  Global  Crossing  I 
and  Covad. 


junk  bond  funds,  take  s 
profits.  The  masses  soon 
be  fleeing. 

That's  not  to  say,  howi 
that  all  junk  is  bad.  You 
move  into  some  good  indi 
ual  issues  with  your  pro 
One  place  to  look:  am 
companies  that  have  aire 
been  through  the  fire.  T 
have  endured  financial  dist 
and  made  changes  to  t 
businesses  and/or  balance  sheets. 

One  is  Rite  Aid,  which  harbors  a  sordid  past.  But  that  hist 
changed  in  1999  with  new  management.  During  the  compai 
turnaround  Rite  Aid  paid  down  debt,  remodeled  stores,  fr( 
ened  inventories  and  increased  pharmacy  sales.  I  like  the  7. 
due  Jan.  15, 2007,  trading  at  99  for  a  7.45%  yield  to  maturit 
Imax  Theaters  is  considerably  dicier  than  Rite  Aid,  but 
get  a  yield  commensurate  with  the  risk.  The  7.875s  due  Be} 
2005  trade  at  98  for  an  8.8%  yield  to  maturity.  The  gigai 
screen  theater  company  is  now  showing  blockbuster  Mai 
Reloaded,  with  Matrix  Revolution  coming  in  the  fall.  This  is 
first  time  mainstream  live-action  films  can  be  viewed  in  In 
format,  thereby  reaching  a  mass-market  audience. 

Considerably  safer:  J.C.  Penney,  a  retaU  turnaround  stfl 
The  6s  due  May  1, 2006  trade  at  par  for  a  6%  yield  to  matur 
Latest  12-month  earnings  of  $1.68  billion  before  interest  a 
taxes  covered  interest  expense  4.3  times. 

My  junk  warning  siren  may  be  early  Markets  always  tenc 
overstretch  themselves.  But  this  run-up  is  overdone. 


HJgh-Ylfilri  HPvriay 


Junk  returns  have  run  up  this  year,  but  a  bit  too  much  for 
comfort.  This  is  a  market  priced  for  perfection.  And  perfectio 
doesn't  exist,  certainly  not  among  high-debt  companies 

-35% 

30 


The  Merrill  Lynch  High  Yield 
Master  Index's  total  return 


'First  three  months  annualized.  Includes  cash-pay 
bonds  only.  Source:  Merrill  Lynch. 


II. 


94      '95      '96      '97      '98      '99      '00      '01      '02 


If  you  have  a  big  chunk  oi    our  por'  loljo  in    >  ^FbrbCS 


Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angeles-bl] 
fixed-  income  money  manager.  Visit  her  home  page  at  www.forbes.com/cohen. 
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CI  Presents  The 


Business 
Process 


/^ir' 


CONFERENCE 


.earn  how  to:      ,,    > 

Implement  your  Business  Process  Models  for  Improved  Profits 

Use  Process  Management  to  Deliver  Adaptable  Businesses 

Measure  and  Manage  Complete  Process  Solutions 

Build  Whole  Process  Organizations  with  Process  Ownership   v  J^ 

Implement  Integrated  Process  Solutions  that  Orchestrate  both 
People  and  Technologies  ; 

Manage  Human  and  Technical  Change  through  Process     •,  ^^   A 
Synchronization  ^,    -J 

Connect  your  Strategic  Intent  with  your  Capabilities  through 
BusinessProcesses  ^^vX^iw^^i^r^^^^^^^ 


reregister  call:  978-470-3880                           '^  PRIORITY  CODE: 
for  exhibiting  information  call:  978-470-3870              BWHFY55 

PRODUCED  flHj 

■■KiER  SPONSOR:            ASSOCIATION  SPONSOR: 

■ M 

BFMi.org    H^l 
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Financial  Sfraffigy  By  A.  ftary  Shilliiig 

Strong  Dollar  Ahead 


1 


So  A  WEAK  DOLLAR  WILL  SAVE  US.  DESPITE  ITS  RITUAL 
protests  to  the  contrary,  the  Bush  Administration  is 
gleefully  anticipating  that  a  weak  dollar— down  25% 
against  the  euro  since  the  European  currency's  Janu- 
ary 2002  low— will  narrow  the  U.S.  trade  deficit  while 
spurring  job  growth  and  corporate  profits.  The  Federal  Reserve, 
whose  enemy  these  days  is  deflation,  has  more  openly  cheered 
on  the  greenback's  decline,  on  the  theory  that  it  will  boost 
import  prices  and  thus  ensure  inflation. 

Odds  are,  though,  that  the  dollar's  weakness  is  only  tempo- 
rary. The  U.S.  is  too  strong  economically  for  the  dollar  to  stay 
down  much  longer.  Besides, 
whatever  problems  we  face 
will  not  be  cured  by  foreign 
exchange  rates. 

The  capital  markets  seem 
to  agree.  Old  Economy 
industries  that  dominate  the 
Dow  Jones  industrials  should 
be  the  big  winners  with  a  soft 
dollar  because  foreign  rivals' 
goods  now  cost  more  here. 
But  thus  far  this  year  the 
Dow  is  up  only  9%  com- 
pared with  22%  for  the  tech- 
dominated  Nasdaq.  And 
rather  than  the  weak-dollar- 
generated  inflation  the  Fed 


U.S.  policymakers 

hope  a  weak  buck 

will  solve  economic 

ills.  Sorry.  Long 

term,  the  nation 

with  the  technology 

lead  will  have  the 

reigning  currency. 

That  would  be  us. 


yearns  for,  the  Treasury  mar- 
ket foresees  deflation.  The 

two-year  yield  is  down  ftom  1.8%  in  January  to  1.4%;  the  ten- 
year  from  3.9%  to  3.5%. 

Understand  that  governments  and  central  banks  have  little 
effect  on  currency  trends.  Just  ask  the  Japanese,  who  are  des- 
perate to  keep  their  export  machine  running  to  bolster  their 
sick  economy.  Seeking  to  buoy  the  doUar  against  the  yen  and 
thus  support  vital  exports  to  the  U.S.,  the  Bank  of  Japan  sold 
yen  to  buy  $34  billion  in  May  But  the  yen  remained  flat,  1 19  at 
the  beginning  of  May,  119  at  the  end  of  May  and  119  at  the 
end  of  June. 

The  dollar  s  temporary  weakness  may  be  partly  the  result 
of  U.S.  interest  rates  that  are  lower  than  elsewhere  and  of  a 
stnigghng  U.S.  t.oaomy.  Yet  the  European  Central  Bank  is 
finally  lowering  lis  raves  and  European  economies  are  worse 
o!r  than  ours.  This  will  close  the  gap  as  European  capital 
con>cs  back  tc  th.  U.^.  \oA  don'.,  forget  that  the  dollar 
re,T,ams  tne  world  s  ma  i,  .uncncy.  .'v.mc  important  tradmg 

partnens,  notably  China,  pej;  their  ciirrencies  to  it   IT: ' 

Consequently,  since  January  2002  th.  dollar  is  down    HForbeS 


just  9%  against  a  broad  trij 
weighted  basket  of  currenci 
Don't  believe  that  currc 
moves  have  a  big  impact 
international  trade.  Impor 
are  leery  of  losing  U.S.  ma 
share,  meaning  they  raise  pr 
far  less  than  the  dollar  dec 
dictates.  Similarly,  U.S.  expor 
increase  their  dollar  price: 
they  can,  to  improve  mart 
rather  than  let  the  fidl  exten 
the  buck's  drop  be  reflected  in  lower  prices  in  foreign  current 
And  after  all,  important  commodities  Like  petroleum  and  g 
are  priced  in  dollars  and  don't  fluctuate  as  much  as  the  gre 
back.  Since  1990  the  average  volatility  of  both  U.S.  import , 
export  prices  has  been  only  one-quarter  the  dollar's  volatilit) 
Another  reason  that  currency  movements  have  Httle  efi 
on  import  or  export  volumes:  A  weak  currency  invites  comp 
itive  devaluations  in  a  world  of  excess  supply.  Note  that  • 
Asian  Tigers  threaten  devaluation  if  China,  with  its  fat  tr; 
surplus  and  low-riding  dollar-linked  currency,  doesn't  float 
yuan  upward  to  let  these  smaller  nations  have  a  better  sho 
selling  more  goods  abroad. 

What  really  drives  imports  and  exports?  Economic  grow 
A  booming  economy  buys  more  of  everything,  especi? 
imports.  My  firm's  statistical  model  shows  that  since  1974 1 
real  imports  rose  2.9%  for  each  percentage  point  growth  in  r 
gross  domestic  product,  but  only  0.2%  for  each  percent, 
point  rise  in  the  dollar. 

The  dollar,  then,  is  much  less  important  in  spurring  def 
tion  than  I  diought  earlier.  Besides,  I'm  looking  for  global  def 
tion,  and  the  deflationary  effects  of  a  strong  dollar  in  the  U 
are  offset  abroad  by  others'  comparably  weak  currencies. 

Short  run,  the  doUar  should  strengthen  because  global  ec 
nomic  weakness  abounds,  and  the  U.S.  is  die  best  of  a  bad  1 
particularly  since  most  other  countries  rely  on  it  as  a  destir 
tion  for  their  excess  goods  and  services.  And  the  buck  shot 
benefit  from  the  U.S.'  superior  efficiency  over  Continem 
Europe,  where  socialist  regulations,  language  barriers  and  la 
immobility  prevail,  and  over  woebegone  Japan. 

In  the  long  run  America's  commanding  lead  in  new 
suggests  that  the  dollar  will  reign  for  at  least  a  decade  or 
Historically  the  country  with  the  fastest  productivity  growl 
the  center  of  the  action  and  a  magnet  for  foreign  investm 
That  was  true  of  Britain  with  its  Industrial  Revolution  in 
1800s.  It  is  true  of  us  now. 


I  A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultant 
I  and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilllng, 
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The  status  quo 


was  never  a 


status  symbol. 


Organization-wide  Transformation  Award: 
Imperial  Sugar  Company  •  TNQ  Direct  Worldwide  •  Fujitsu-Siemens  Computers  •  Standard  Chartered  Bank 

Technology  Change  Leader  Award: 

'Martin  Cooper  -  Invented  the  first  portable  cell-phone  •  John  Browett  -  Developed  the  world's  most  profitable  e-retail  business 

Chuan-zhi  Liu  -  Founder  of  Legend  Holdings  •  Mart  Laar  -  Spearheaded  Estonia's  e-governance  initiative 

Dan  Bricklin  -  Developed  VisiCalc,  the  world's  first  electronic  spreadsheet 

WHARTON 


INFOSYS 


BUSINESS 

TSLAN  ?F0R!MATli01N 

AWARD 


Throughout  history,  it's  always  been  those  wha've  adapted  best  to  change  who've 
survived.  But  then,  there  are  the  few  who've  forced  change  upon  the  world.  By 
changing  the  way  they  live  and  work,  they've  set  an  example  to  others.  And,  inevitably, 
the  others  have  struggled  to  catch  up,  but  not  quite  succeeded.  Congratulations  to 
the  winners  of  the  Wharton  Infosys  Business  Transformation  Awards,  2003. 


Visit  www.wibta.com 
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Enerping  ibal  Boiess:  f  lie  Cia  Faclor 

September  16-18,  2003 
Shanghai 

inThinTf^I  '''f  T  '°;^"  ^'°^^'  ^^°  conference  will  bring  together  the  world's  leading  executives  to  explore  oppo^ 
hanZi  t       .    ;  p'\  "^?T';  ''°  '"'  Editor-in-Chief  of  Forbes  Inc,  and  Caspar  Weinberger,  Chairrr^an  of  Forbes  . 

Shanghai  -  a  cty  wh.ch  Forbes  Global  recently  recognized  as  the  most  promising  place  in  the  world  for  entrepreneurs  as  we. 
the  gateway  to  the  world's  most  vibrant  large  economy. 

Other  speakers  willinclude.  His  Excellency  Han  Zheng,  Mayor  of  Shanghai,  People's  Republic  of  China  •  David  Abney  Presidt 
UPS  International  •  Laura  Cha,  V,ce  Chairman,  China  Securities  Regulatory  Commission  •  Robert  Crawford,  Chief  ExecuL  Sc" 

ChalmTn  ]  ""''r    ,  '%  '^""'"''  '"'''^'^  '°^  "'^^^^  ^"'  ^^"^^^^^^  <"-^)  '  ^^'^  Eldon,  Chairman,  HSBC  •  W rI 

Cha  rman   Li  &  Fung  Group  •  Stuart  Gulliver,  Co-Head  of  Corporate,  Investment  Banking  and  Markets   HSBC  •  Rich  Karlqa 

^S    out  Tier  ;  '^'  ^J.--;^''.f  °'  ^-^9e  Technology  Ventures  •  Yoon-Woo  Lee,  President  and  CEO     amsung  EleS 
Murthv  Chai  In  I  r'  ^^\'^^,^'^^"^'  ^/  5---^  Asia  Pacific  •  Vincent  Lo,  Chairman,  Shui  On  Holdings  Limited  •  Naray 
Dr  R.HH     T  r  ;     ^'^'c       "°'°^'"  ''^  '  ''"'"'"*  '^"^^'  ^^^'^"^^^  ^^ ^^e  Board  of  Management,  BMW  •  Anji  Reddy  Chail 
Dr  Reddy  s  Laboratories  -Stan  Shih,  Chairman  and  CEO,  The  Acer  Group  •  Joseph  Stiglitz,  Professor  of  Economi  s  Graduate  S 

sLrd  oTTr'ustt'r"  t  "T"c'  '  ''''"'  ""■  '"''  ^'^^  ''^'^"^"'  ^^^°"  ^^^^  '  '^^^  ^^ ^i,  Founder  and  member  ot 
LanChairne    on.       ^7.     ?"'''"  '"'  International  Studies  •  Wu  Ying,  CEO  and  President,  UTStarcom  (China)  Ltd  -  ^ 

corporation     Zh;-  '  """'"  ""'"''  ''"'"'"  '"'  ''°'  '^^^^'  ^^"^^  *  '""^'^  ^^°^'  ^-^^ing  Director, 

corporation  •  Zhang  Ruimin,  Chief  Executive  Officer,  Haier  Group 


Atienoc,,,..  ..  u,e  Forbes  Global  CEO  Conference  is  by  invitation  only  and  limited  to  CEOs,  Presidents  and 

senior  management-level  executives. 
Conference  Fee:  d     ■  .^    ...• 

^    ,    „     ,  Registration: 

Early  Bird  US$3.9S5  (o.n  or  i^sfore  July  16)  Tina  Wee 


US$5,000  (after  July  16) 

Venue: 

Grand  Hyatt  Shanghai 

Host  Sponsor 

-t      *      -s^      /.      ^      >jc      ,.^ 

Shanghai  Municipal  Peoplc'i  Governinenc 


Tel;  (65)  6836  3408 
Fax:  (65)  6836  3405 
Email:  ceo@forbesasia.com.sg 
For  more  information,  please  visit  www.forbes.com/conf 
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Help  Is  on  the  Way 

Hormone  replacement  therapy  has  received  some  serious  blows,  but 
er  women  still  have  plenty  of  promising  options  for  managing  menopause,  by  rob  wherry 


^  AROL  WALTON  COULD 

bI  not  sleep  through  the 

night  without  waking  up 

■  in  a  pool  of  sweat,  a  nag- 
W  ging  symptom  of  meno- 
.  She  would  get  up  every  two 

and  take  a  cool  shower  be- 
rying  to  fall  back  asleep.  For 
Walton,  59,  tried  various  hor- 

■  replacement  therapies,  but 
ng  gave  her  complete  reUef 
two  years  ago,  her  doctor  en- 
[  her  in  a  clinical  trial  for  an 
imental  estrogen  drug  called 
'ia.  Within  a  week  of  taking  it 
)n's  night  sweats  went  away. 
ocked  'em  [out]  completely," 
lys. 

nfortunately,  Walton's  night 
ts  returned  after  the  four- 
Ji  trial  ended.  Since  then  she 
he  millions  of  women  who 
more  than  80  million  hor- 
;  replacement  prescriptions  in  the  U.S.  alone  last  year  have 
in  need  of  some  good  news.  Last  summer  a  massive  16,000- 
nt  federal  study  called  the  Women's  Health  Initiative  linked 
;ading  hormone  replacement  therapy,  Wyeth's  Prempro, 
an  increased  risk  of  cancer,  stroke  and  blood-clotting, 
v'orried  women  flooded  doctors'  offices,  embraced  kooky 
d  alternatives,  or,  worse  still,  they  abruptly  stopped  taking  their 
cines,  regardless  of  the  brand,  even  though  Prempro  was  the 
drug  tested.  Some  hormone  replacement  drugs  saw  sales  drop 
or  worse  in  2002.  "It  was  a 


pausal  symptoms  than  Prempro,  they 
may  not  pose  as  much  risk.  They  also 
complement  a  lineup  of  overshad- 
owed menopausal  drugs  that  deserve 
a  second  look.  And  earlier  this  year 
the  FDA  approved  a  lower-dose  form 
of  Prempro  meant  to  be  taken  for  no 
longer  than  four  years. 

Unforeseen  side  effects  may  yet 
emerge,  if  millions  of  women  begin 
taking  these  alternatives  to  Prempro. 
Questions  about  health  risks  have  al- 
ways dogged  hormone  replacement 
therapy,  which  combines  animal  or 
synthetic  estrogen  with  some  form 
of  progestin.  The  artificial  hormones 
fill  the  role  played  in  younger 
women  by  natural  hormones,  which 
strengthen  bones,  improve  skin  tone 
and  aid  in  pregnancy.  Until  their 
bodies  adjust  to  the  decline  in  nat- 
ural hormones  at  menopause, 
women  can  suffer  hot  flashes,  night 
sweats  and  vaginal  dryness,  and  face  higher  risk  of  developing 
stroke,  heart  disease  and  bone  deterioration. 

Enjuvia  is  the  first  successful  drug  to  mimic  all  ten  active 
ingredients  of  Premarin,  Wyeth's  animal-based  estrogen-only 
tablet  that  has  ruled  the  market  for  decades,  with  $1.1  billion  in 
sales  last  year.  (Prempro  is  a  combined  form  of  estrogen  and 
progestin.)  When  Enjuvia  makes  it  to  market,  it  will  duke  it  out 
with  other  plant-based  estrogens  such  as  Barr  Laboratories'  Cen- 
estin,  or  plant-based  estradiols  such  as  King  Pharmaceutical's 


bshell,"  says  Wulf  Utian,  exec- 
director  of  the  North  Ameri- 
S/Ienopause  Society.  In  June 
:  data  emerged,  this  time  sug- 
ig  Prempro  increases  the  risk 
mentia  and  makes  breast  can- 
arder  to  detect. 
5ut  now  several  new  and 
lising  alternatives  to  Prempro 
naking  their  way  to  market, 
iding  Enjuvia,  which  is  await- 
=ood  &  Drug  Administration 
oval.  While  these  new  drugs 
:  a-narrower  range  of  meno- 


DOUBLE  TAKE 

A  look  at  popular  hormone  therapies— and  some  that  deserve  a  second  look. 

Drug  name     Company  What  it  treats  Comments 

Prempro     Wyeth 


Enjuvia 


Endeavor 
Pharmaceuticals 


Hot  flaslies 


Evista 


Eli  Lilly 


Osteoporosis 


Femring      Galen  Holdings      Hot  flashes,  vaginal  dryness 


A  vaginal  ring  containing  a  three-month  supply 
of  estradiol,  a  member  of  the  estrogen  family. 


Black 
Cohosh 


various  mal<ers       Hot  flashes 


Hot  flashes,  night  sweats.        Leading  study  says  it  may  also  increase  risk  of  cancer; 
vaginal  dryness,  osteoporosis    however,  FDA  approved  lower-dose  form  this  year 


Derived  from  soy;  reduced  hot  flashes  by  87%  in  late 
clinical  trials;  currently  awaiting  FDA  approval. 

Part  of  a  new  class  of  drugs  called  selective  estrogen 
receptor  modulators;  also  reduces  cholesterol. 


An  herbal  remedy  under  study  at  New  York's  Columbia 
Presbyterian  Medical  Center  Lacks  studies  proving 
its  efficacy. 
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\vu  kiiuw  huw  good  it  feels  to  be  in  die  limelight.  Now  bask  Li 
the  bright,  true  natural  light  of  a  Solatube.  It  performs  brilliaiidy 
in  5'our  hoine  office,  making  the  space  more  in\'iting,  wltile  saving 
energy  and  money.  A  marvel  of  design,  Solatube  is  a  success  story 
in  itself  And  diat's  a  good  reflection  on  you. 

•  Affordable  10 ",14"  and  21"  sizes 

•  Patented  reflector  and  Raybender. 
Technology  for  maximum  light  capture 

•  New  Spectralight,  hifinity  reflective  tubing 

•  2  hour  installation 


Call  for  free  information 

1-800-966-7652    code  889 

or  visit  us  at  www.solatube.com 


:•:  SOLATUBE 

""    The  Miracle  Skylight 


Forbes 

ADVISORY  PANEL 


Your  opinions  are  important  to  us. 

Join  fellow  members  of  the  Forbes  community  on  the  new  Forbes 
Advisory  Panel.  We'll  ask  for  your  input  on  timely  business  and 
lifestyle  topics  via  online  surveys  throughout  the  year. 

We  value  your  time  as  well  as  your  privacy  -  your  individual  answers 
and  personal  !..form?ition  will  remain  completely  confidential. 


To  become  an 
www.  Forbes  A 

We're  eager  to  het<< 


L'if;  Forbes  Advisory  Panel,  simply  visit 
'    ^com 

you! 


Never  settle: 


ilfiallil 
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Prefest  and  Pharmacia's  Activella. 
via,  derived  from  soy,  is  metabolized 
as  quickly  as  Premarin,  with  fewer  ,< 
effects.  In  late-stage  trials  Enju 
decreased  the  frequency  of  hot  flashe 
much  as  87%  over  a  12-week  period. 
Cenestin,  very  similar  to  Enjuvia'. 
missing  one  component  in  its  cocktai 
hormone  molecules,  passed  FDA  clin) 
trials  in  1997  and  is  approved  to  treat  | 
flashes.  Barr  claims  its  drug  offers  resj 
comparable  with  Enjuvia's.  Cenes 
sales  were  $42  million  last  year.  ' 
In  November  Eli  Lilly  won  apprd 
for  Forteo,  a  synthetic  version  of  a  c 
cium-regulating  hormone  produced 
the  parathyroid  that  helps  grow  heall 
bone.  It  has  been  a  godsend  for  Pam 
Anderson,  48,  an  IndianapoUs  engint 
who  has  been  battling  the  symptoms 
menopausal  osteoporosis  since  undi 
going  a  hysterectomy  20  years  ago.  S 
says  it  had  left  her  with  the  bones  o 
90-year-old. 

Traditional  osteoporosis  drugs  sii 
as  Merck's  Fosamax  attack  bone-d 
stroying  cells  called  osteoclasts.  Fort( 
which  Anderson  injects  into  her  a 
domen  once  daily,  attaches  to  precursi 
of  bone-growth  ceUs,  called  osteoblai 
and  provokes  them  to  produce  bone 
trials  Forteo  reduced  fractures  by  3ii 
in  2,800  patients.  The  drug  did  can 
cancer  in  some  rats,  so  patients  - 
warned  to  take  it  for  no  more  than  18 
24  months.  After  4  months  Andersi 
was  back  to  gardening  and  riding  h 
bike.  "The  only  thing  that  was  in  my  fi 
ture  was  a  nursing  home,"  she  say 
"Now  I  have  hope." 

For  women  who  don't  see  any  in 
provement  with  traditional  hormoc! 
therapies,  Eli  Lilly  also  markets  Evist 
the  first  hormone  replacement  dm 
that  does  not  resemble  the  chemit 
makeup  of  either  estrogen  or  progesli 
Its  active  ingredient  is  raloxifene, 
member  of  the  same  class  as  the  brc. 
cancer  drug  tamoxifen.  Evista  chani; 
the  shape  of  estrogen  receptors  in  tl 
cell,  setting  off  a  chain  reaction  tli.' 
leads  to  healthy  bone  growth  and  \o\\\ 
cholesterol,  while  dampening  som 
hormone  replacement  therapy's  nasi 
risks,  such  as  breast  cancer. 
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LECTA'TTTTII^W 

m  YOUR  COMPANY  FOR  FREE!  www.forbes.com/iedc 


ning  your  company  is  hard  enough. 

)rbes/IEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator 
BS  a  faster,  snnarter  way  to  nnake  expansion  and  relocation  decisions.  In  addition  to 
ilculator,  this  one-of-a-l<ind  resource  offers  instant  access  to  relocation  hot  spots, 
5  research,  conference  resources,  a  site  selection  guide  and  links  to  Business 
ition  Guide  resources. 

t  only  easy  —  it's  all  free  ...  from  Forbes  and  the  International  Economic  Development 
il  —  the  one  source  for  economic  development  information.  Go  to  www.forbes.com/iedc 
ve  the  Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

ct  Peter  Malioy  at  212-620-2224  for  more  information. 
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Mashups 

Why  listen  passively  to  music  when  you  can  manipulate  it- 
change  tempo,  mix  tracks,  conflate  artists  and  insinuate  yourself? 

BY  ALI.YA  STERNSTEIN 


■y  OW  THAT  SO  MUCH  MUSIC  IS  AVAILABLE  CHEAPLY, 
L  I  instantly  and  maybe  even  legally  off  the  Web,  what 
^^1  can  you  do  with  it — besides  listen?  Lots,  thanks  to 
^  products  that  let  you  twist  and  shape  audio  in  ways 
lerly  the  prerogative  of  sound  engineers  and  DJs.  Apple's 
es  Music  Store  and  such  subscription  services  as  the  recon- 
ed  Napster  give  you  the  musical  raw  materials.  Then  new 
<iZTe  lets  you  put  your  own  spin  on  it,  thereby  creating  new 
positions. 

•xample:  "mashups."  Here,  two  or  more  different  songs  are 
•mixed  and  played  one  atop  the  other.  It  works  best  when 
take  an  old  rock  track  and  mash  it  with  something  more 
It  and  rhythmic,  like  pop,  dance  or  hip-hop.  A  Web  favorite, 
circulating  around  tile-sharing  networks,  is  Madonna's  "Ray 
ight"  mashed  into  the  Sex  Pistols'  "God  Save  the  Queen." 
can  make  your  ovm  conflations  with  Traktor  DJ  Studio  soft- 
;  (available  for  $170  at  www.audiomidi.com)  or  with  Sonic 
ndry's  Acid  Pro  ($350  at  www.sonicfoundry.com).  Both 
lire  a  rudimentary  understanding  of  music  composition  and 
at  30  minutes  to  an  hour  of  experimentation.  The  mashup 
ek  at  its  height  now  in  Belgium  and  Mexico  City,  but  it's 


catching  on  in  the  U.S.  Listeners  to  rock  radio  in  Manhattan,  for 
example,  currently  can  hear  Christina  Aguilera  being  mashed 
with  The  Strokes. 

The  legality  of  mashing  is  misty,  in  part  because  the  activity  is 
so  new.  Says  Christian  Castle,  a  music  industry  attorney  at  Akin 
Gump,  "To  be  honest,  this  is  not  something  that  has  come  across 
the  record  company  radar."  If  the  songs  mashed  were  legally 
obtained,  and  if  the  new  composition  is  used  purely  for  private 
enjoyment,  there's  no  problem.  Says  Castle,  "If  [the  listeners] 
were  in  a  room,  just  listening,  that's  not  a  liability.  Creating  and 
playing  and  public  performance  is  die  problem."  Making  a  copy 
of  your  mashup  for  mass  distribution,  say,  on  Napster  rival  Kazaa 
could  be  considered  infringement,  depending  on  what  licensing 
restrictions  apply  to  the  original  music  (the  record  industry  has 
begun  targeting  illegal  downloaders).  Theoretically  you  could  be 
sued  for  $750  to  $150,000  per  copy.  It's  more  likely  that  record 
labels  will  choose  to  look  the  other  way  if  you're  mbdng  at  home. 
As  for  people  using  tunes  obtained  illegally,  beware:  Doubling  the 
number  of  songs  you  download  potentially  doubles  your  liability. 
(For  more  ways  to  have  fun  manipulating  music,  visit 
www.forbes.com/mashups.)  F 
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From  Gilded 
To  Gelded 

How  a  business  scandal  of  a  century  ago  cost  a  young 
tycoon  his  job  and  gave  birth  to  an  investment  reform. 

BY  SUSAN  ADAMS 


IN  1899,  WHEN  JAMES  HAZEN  HYDE  WAS 
only  23  years  old,  he  inherited  a  major- 
ity interest  in  the  Equitable  Life  Assur- 
ance Society — a  financial  behemoth  with 
$400  million  in  assets,  equivalent  to  $7.7 
billion  today.  This  was  the  heyday  of 
insurance.  Americans  were  selling  farms 
and  moving  to  the  city.  Where  could  they 
safely  park  their  cash?  Stocks  were  play- 
things of  the  rich.  Banks  could  go  bust. 
Insurance,  though,  paid  dividends  and 
looked  rock  solid.  Half  of  Americans'  sav- 
ings were  locked  up  in  life  insurance  or 
annuities.  Equitable's  assets  were  see  times 
the  gold  reserves  held  by  the  U.S.  Treasury. 
Hyde,  one  year  out  of  Harvard,  was 
more  interested  in  horse  racing  than  in 
shouldering  a  public  trust.  In  a  lively  new 
book.  After  the  Ball:  Gilded  Age  Secrets, 
Boardroom  Betrayals,  and  the  Party  That 
Ignited  the  Great  Wall  Street  Scandal  of 
1905  (HarperCoUins,  $26),  author  Patri- 
cia Beard  tells  how  this  spoOed  and  callow 
youth  became  the  fall  guy  for  older,  wilier 
men  bent  on  wresting  away  control  of 
Equitable's  huge  moneybag. 

A  dashing  6  foot  4,  Hyde  was  a  Franco 


James  Hazen  Hyde:  He  threw  one  ball  too  many, 

business  practices  that  would  curl  Eliot 
Spitzer's  toes.  In  1902,  for  example,  he 
formed  an  investment  syndicate  called 
James  Hazen  Hyde  &  Associates,  which 
acted  as  a  middleman  between  Wall  Street 
and  Equitable.  In  one  typical  transaction 
JHH  bought  $1.25  million  worth  of  bonds 
in  Oregon  Short  Line  Raikoad,  a  company 


phile  and  raced  lacquered  burgundy  of  which  James  was  a  director.  Five  days 

coaches.  He  owned  a  private  railroad  car  later,  on  James'  recommendation.  Equitable 

and  Pans  and  New  York  houses.  The  dining  purchased  the  bonds  from  JHH,  netting  the 

room  of  the  Oaks,  his  400-acre  estate  in  syndicate  a  frictionless  $25,000  profit.  Such 


Isiip,  N.Y..  sat  one  hundred. 

His  father,  Henry, 
founded  Equitable  Life  in 
1«59.  After  Henry  died  of 
heart  failure,  James  joined  Eq- 
uitable's board,  where,  ac- 
cording to  his  father's  wishes, 
he  was  to  serve  an  appreiitice- 
ship  as  vice  presidcpt  until  lie 
turned  30.  Then  he  \v.ss  !■  as- 
sume the  helm. 

Young  Hyde  engaged  in 
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shenanigans,  however,  were 
not  enough  to  cause  his 
downfall.  Social  excess  did 
him  in:  James  Hazen  Hyde 
threw  one  ball  too  many. 

Opulent  balls  were  a  mark 
of  one's  stature.  Mrs. 
Stuyvesant  Fish,  for  example, 
threw  a  well-received  soiree 
Ignoring  a  "prince,"  who 
turned  out  to  be  a  formally  at- 
tired monkey  James,  for  the 


bash  he  threw  in  late  January  1905,  i 
an  18th-century  French  motif  Hii 
guests,  dressed  in  period  costume, ; 
two  ballrooms  at  Sherry's  Hotel,  v 
they  watched  a  play  Hyde  had  con; 
sioned  for  the  occasion.  The  wretche 
cess  was,  you  could  say,  a  forerunner  ( 
infamous  June  2001  party  thrown 
friends  of  Tyco;  the  chef  d'oeuvre  wi-' 
ice  sculpture  of  David  that  dispe 
vodka  in  a  manner  anatomically  corrj 
Two  men  who  didn't  attend  Hji 
wingding  were  Equitable  presi 
James  Waddell  Alexander  and  t 
Tarbell,  an  ambitious  vice  pj 
dent.  Extensive  society  j 
coverage  of  the  ball 
them  an  excuse  to  d 
James  was  too  frivolou 
run  a  life  insurance  ct 
pany.  A  rumor  spread  I 
the  ball  had  cost  $200,< 
Another  claimed  James  < 
billed  it  all  to  Equitable.  Neither  i 
true.  But  mud,  once  thrown,  is  j 
to  wash  off  Tarbell  and  Alexat 
crusaded  to  give  big  policyhol 
the  right  to  vote  directors  on  or 
the  board,  which  brisded  with  s 
barons  as  E.H.  Harriman,  He 
Clay  Frick  and  Alfred  Vanderbilt. 
prospect  of  a  slugfest  among  these  v 
thies  at  first  delighted  newspaper  reac 
who  followed  every  nuance  of  the  ba 
Harriman,  for  instance,  changed  s\ 
midway  through. 

As  Equitable  Life  subsided  into  ch; 
the  policyholders  grew  fearful  for  d 
money.  Government  intervened,  am 
the  fall  of  1905  the  New  York  State  Le 
lature  held  hearings  that  resulted  in  i 
laws  that  regulated  relations  between 
surers  and  Wall  Street.  When  the  dust  i 
tied,  Hyde  was  forced  to  relinquish 
chairmanship  and  cash  out  his  share: 
the  company  switched  from  stockhol 
to  mutual  ownership.  The  young  n 
took  his  fortune  to  Paris  and  marrie 
succession  of  heiresses. 

Almost  a  century  later  Equita 
switched  back  to  stock  ownership  and  \ 
bought  by  AXA.  Coincidentally,  this  i 
curred  just  as  a  new  round  of  scandals  i 
about  to  engulf  Wall  Street,  giving  rise  t 
new  generation  of  crusading  reformers  ^ 
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THE  GALLERY,  ON  THE  OTHER  HAND.. 


The  AT&T  Cox  Classic  may  not  feature  the  world's  greatest  golfers,  but  it  does  support  some 
of  the  world's  most  deserving  children. 

On  September  22,  Don  Imus  will  bring  his  indomitable  personality  and  incomparable  brand  of  golf  to  the 
14th  Annual  AT&T  Steven  A.  Cox  Charity  Classic.  Imus  and  650  other  golfers  will  be  teeing  it  up  to  help 
fight  childhood  cancer  and  Sudden  Infant  Death  Syndrome  (SIDS).  The  Cox  Classic  has  raised  nearly  $4 
million  for  the  Tomorrows  Children's  Fund,  the  CJ  Foundation  for  SIDS,  and  the  Imus  Ranch.  This  year's 
event  will  be  played  on  six  prestigious  New  Jersey  courses,  with  more  than  100  companies  supporting  these 
important  causes.  To  become  a  corporate  sponsor,  visit  www.coxcharityclassic.com  or  call  973  326-4130. 
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00.423.2993 
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and  Investments 

l)-995-0796,  ext.  8889 


Bt  to  Stock  Profits! 


Unique  Trading  System 
RANTEED  to  Make  You 
Vloney!  FREE  REPORT! 
I  NOW:  (866)  540-4944 

ee  Recofded  Message,  24 -hours 


$250,000  Profit 

First  year  in  busines.s 
ire  a  serious  person  who  wants 
to  make  serious  money. 
;  have  the  program  for  you. 
investment  only  SU.^OO 

Call  1-800-675-6144 
kou  Will  Make  [VIoney 


Locate  Foreclosures! 

Earn  Big  Profits' 

Complete  Training! 

Call  for  Free  Information: 

800-995-0049  ext.  7675 


Business  Financing 


BANK  SAYS  "NO"? 

We'll  pay  you  cash  for  your 
company's  receivables  within  24 
hours.  Approvals  by  phone. 
Personalized  service.  No  upfront 
fees.  No  collateral  required. 
Call  today  to  CASH  $50,000 
minimum  to  $2,500,000. 
It's  more  affordable  than 
you  think. 

Mr.  Weil  800 -499-6179 
or  888-505-7332  for 
recorded  information. 
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FREE  EVALUATION. 

Accredited  universities  otter  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  PhD.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans, 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 
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Don't  be  held  back 
by  Vocabulary! 

Get  OWord  Fruf-mciils  on  CD 

Based  on  Greek  &  Latin  roots 

Highly  structured,  educationally  sound. 

Interactive,  8th  grade  through  adult 

1-866-344-0162  or 

www,vocabularyplus,com 
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Real  Estate  Secured  Investments 
Potential  Returns  Up  to  15.9% 

InvestForClosures  Financial  has  created 
the  Investor  Disclosure  Process. 

(Pat  Pen)  Investors  monitor  the  use  of 

their  funds  live  over  the  internet. 

It's  InvestorTaintnent®  Vl/e  use  investor 

funds  to  purchase  distressed  property 

nationwide.  The  properties  are 

rehabilitated  and  sold  for  a  profit-Simple! 

Rated  lowest  Risk  by  Dun  &  Bradstreet 

Toll  Free  (877)610-5982 

Office  847-289-0269 

CEO  847-341-4325 

Website  www.investforclosures.com 

Email  info@investforclosures.com 
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DO  YOU  LOVE  FREEDOM? 

Want  libeily  in  your  lifetime'? 

Prefer  individual  initiative 

over  bureaucracy'? 

Freedom  over  control'? 

Then  join  the  Free  State  Project! 

Check  it  out:  www.freestateproject.org 

or  call:  888-532-4604 
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ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
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ARBOC  INC. 561 -627-71 10 
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Yellowstone  River 

3,030  Acres  -  only  $985  an  acre 

Private.  Protected.  Pristine.  Near  Big  Timber,  IVIT  (i-9fl) 
Stretches  4  miles  from  county  road  to  river 
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lie.  Cape  Cod                                                       $6,990,000 

us.  deep  water  Jock  on  river  to  Cape  Cod  Bay.  view  of  river  and 
jng  Cape  Cod  style  house,  with  cathedral  ceilings,  3  bedrooms 
or,"4th  bedroom  over  3  car  garage,  off  family  room,  could  be 
■nt.  or  dormitory.  Loaded  with  luxury  items,  custom  windows, 
aces,  6  baths,  sauna,  lots  of  closets,  walk  out  sliders  in  basement, 
tertainment  deck,  wonderful  kitchen,  more. 
1-1600  Fafard  R.F..  Cell  Phone:  508-294-4206 
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Business  Opportunities 


(L, 
HARBOUR  TOWN 

HILTON     HEAD     ISLAND 

Call  or  visit  our  web  srre  to  learn 

HOW  TO  ACQUIRE  ALL  OR  PARTS  OF 
THIS  WORID-F.AMOUS  DESTINATION. 

1-866-607-8979 

vvww.OWNHARBOURTOWN.coM 

Club  Group  Realty, 

71  Lighthouse  Rd.,  Suite  300 

Hilton  Head  Island,  South  Carolina  29928 


WN  HARBOUR  TOWN 

ILTON         HEAD         ISLAND 


jjr.    ,  For  information  and 
^^  i^ates  on  advertising 

\n  the  next  Forbes    '%.:.-i^ 
Display  dassiffied  Se€ti«|0 
Call  Media  Options 
1-800-442-6441 


ABIJMIED  IN  1969 


Also  available  for  Athens  Olympics  2004 
See  Website:  01yinpicsAthens2()b4Yachting.com 

r;iiarter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 

from  ■){)■  to  200'  and  $700  to  $20,000  per  clay  for  entire  yacht  with 

its  ftill  crew)  from  VALKF  YAf;iTl"S,  agents  for  the  largest  Ik-t-t 

of  crcwcd  yachts  lor  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

Bur 

You  can  plan  your  own  itinerary  wiih  )(>ur  own  captain 
•  Your  food  with  jour  own  chef 
•  Your  drinks  with  \our  own  steward,  or  leave  it  up  to  them 
to... pamper  vou. 

VALEF  YACHTS  LTD 

International  Headc|uarters;  725'i  Fir  Rd.,  P.O.B.  3S5,  Amhier,  PA  19(102  U.S.A. 
Tcl:(215)6-ll-1624»(2l5)('>il-(M2.i»(H()())22.-l-3S45  •  Rix:  (215)641-17-16 
F.-mail;  infoCS'valefvachts.com  •  Website:  VALEFYACHTS am 
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Timeshare 


CASHFORUSED    I  TIMESHARES 

CELL  PHONES! 


We  buy  5  or  more  phones. 

Pace  Butler  Corporation 

800-248-5360 

Email:  phone@pacebutler.eom 

www.pacebutler.com 


save  up  to... 
off  retail! 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 

CALL  (800)  704-0307 


HOLIDAYGROUP.com 
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Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  -  Select  by  geography,  sales  relume, 
business  type,  contact  name,  credit  rating,  and  more. 

250  Million  Consumers  -  Select  by  age,  income,  home  value, 
buying  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospect  BuiMer  ■  Analyze  your  current 
customers  8  f  nd  prospects  llial  match,  £ree  analysis  &  25  Free 
prospects  at  infotJSA  com. 


in/ous^  1  -800-555-5335 
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To  order,  change  address 

or  other  customer  service, 

call  1-800-888-9896 


Charge  your  ad 
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On  the  Business  of  Life 
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m  arol  Burnett  is  the  funniest.  For  more  years  than  she  probably  likes  to  remember, 

^^  .  Carol  Burnett  has  been  knocking  us  out  with  her  comedy  routines.  In  a  recent  TV  skit 

^^^^^  Carol  was  convulsed  by  a  cold,  clouding  the  car  with  coughing,  sneezing,  wheezing  while 

her  germ-fearing  hypochondriac  husband  scurried  every  which  way  to  avoid  her  nasal  spray.  "I  must 

have  caught  this  from  Mabel,"  moans  clogged  Carol.  Flailing  away  at  the  infection-filled  air,  her  usually 

Milquetoast  man  asks,  "What  germs  would  leave  her  body  for  yours?"— MALCOLM  S.  FORBES  (1982) 


/  don't  know  jokes;  I  just  watch 
the  government  and  report  the  facts. 

—WILL  ROGERS 


The  funniest  line  in  English  is  "Get  it?" 
When  you  say  that,  everyone  chortles. 

—GARRISON  KEILLOR 


Jokes  are  grievances. 

—MARSHALL  MCLUHAN 


Comedy,  like  sodomy,  is  an  unnatural  act. 
—MARTY  FELDMAN 


Wit  has  truth  in  it;  wisecracking 
is  simply  calisthenics  with  words. 

—DOROTHY  PAR 


Witticism.  A  sharp  and  clever  remark, 
usually  quoted  and  seldom  noted;  what 
the  Philistine  is  pleased  to  call  a  "joke." 
—AMBROSE  BIEI 


A  civil  servant  doesn't  make  jokes. 

—EUGENE  lONESCO 


Wit  has  a  deadly  aim  and  it  is  possible  to 
prick  a  large  pretense  with  a  small  pin. 

— MARYA  MANNES 


Being  a  funny  person  does  an  awful  lot 
of  things  to  you.  You  feel  that  you  must 
get  serious  with  people.  They  don 't  expi 
it  from  you  and  they  don't  want  to  seel 
You're  not  entitled  to  be  serious. 

—FANNY  BRj 


Forgive,  O  Lord,  my  little  jokes  on  Thee 
And  Vll  forgive  Thy  great  big  one  on  me. 

—ROBERT  FROST 


Wtt  is  the  salt  of  conversation, 
not  the  food. 

—WILLIAM  HAZLITT 


The  only  thing  that  really  saddens 
me  over  my  demise  is  that  I  shall  not 
be  here  to  read  the  nonsense  that  will  be 
written  about  me.  There  will  be  lists  of 
apocryphal  jokes  I  never  miide  and  gleeful 
misquotations  o;  words  I  never  said. 

—  NOEL  COWARD 


/  remain  just  one  thing,  and  one  thing 
only — and  that  is  a  clown.  It  places  me 
on  afar  higher  plane  than  any  politician. 
—CHARLIE  CHAPLIN 


A  dirty  joke  is  a  sort  of  mental  rebellion. 

—GEORGE  ORWELL 


A  Text... 

In  the  world  ye  shall  have  | 

tribulation:  But  be  of  good  che&i 
I  have  overcome  the  world. 

—JOHN  16 

Sent  in  by  Kay  Everhart,  Redondo  Beach,  C 
What's  your  favorite  text?  The  Forba  Boc 
Quotations:  Thoughts  on  the  Business  of  b, 
given  to  senders  of  Bible  texts  that  are  used  I 


More  than  14,000  "Thoughts,"  arranged  alphabet! 
subject,  are  available  in  a  900-page,  one-lj 
deluxe  edition,  Forbes  Book  of  Quotations:  Thou^ 
Bi4Smess  of  Life.  The  price  is  $40,  plus  $3.50  shippi 
$1  per  item  for  handling  (add  applicable  sailj 
To  order,  please  call  toll-free,  1-800-876-6556. 


July  21. 2003  •  Voluim  172  •  Niiiib 
I'enodn.ils  posi.ige  p.iid  at  Ne>\   .  • 
available  online.  To  subscribe,  chang 
5159.V0971.  MAILlNi;  U.ST:  We  maki 
All  rights  reserved.  Title  is  protected  Ih 


I  i  .t!n     Lin    oft '         ''•  r    .  '' ""  ^"^""'  ^'*  ""  '='"" '''"' '"  ''P'^"*'--''  ^y  Forbes  Inc.,  60  Fifth  Ave,,  New  York,  N.Y 

T,     ,LT,      f  •      '"  Agreement  No.  400.36469.  G.ST  #  12576  9513.  RT  POSTMASTER:  Forbes  Subscriber  sd 

-   ■   •  nm,l,„Bliravtn^hl    ,"■'''■  "'*■' ;"7'«'''f -^""^/'""""^--T^rvice.  Or  write  to  Forbes  Subscriber  Service,  RO.  Box  5471,  Hal 

. .de.n.,;::i':,'c r^  riS;;e  u:;x'm  officT- '"  '"■'"  "•^'  ^'  "•" '"''"'' '""'  "^"^^-^  -^'^^^^  ^"'  "-■  ^°''^"«^'  ®  ^°°^  "-^ 


152       F    O    R    U    I-    S    .    Julv  21, 200.1 


BURLINGAME  PUBLIC  LIBRAR 


9042  05799830  1 


.l^orbes.com 


fi 


««t   \' 


m 


Chief  Executive 
Carleton  Fiorina 


ttBi<BCBG3  *#*#**»****CftR-RT  L0T*»C-030 

BURLIHSAHE  PUB  LIB      /  y^  _  .  «... 
480  PRIMROSE  RD  '^^^       '    tUUJ 

BURLIHGAME  CA    34010-       ,    •  ~  ^p  / 


AUGUST    II,    2003 


604 


ANATOMY   of  A   GENIUS 


CENTRAL  NERVOUS  SYSTE 


INFOTAINMENT 

Unlocks  full  potential  of  Hose"^  Sound  System  with 

AudioPilor  noise-compensation  and  surrimnd  sound  technology: 


CENTRAL  CONfTROL 
Aluminum  Jiai  control  with  push-doum  activation. 


NAVIGATION 
DVD-based,  easy  to  program,  includes  detailed 
maps  and  prerjse  audio  and  visual  directions. 


COMMUNICATION 

Provides  guides  for. Ai,di  Tilrmatics  by  OnSlar 

and  hands-free  digital  phone. 


VEHICLE  PREFERENCES 

A^usls  and  stores  preferences  for  audio,  seating,  interior 

and  exterior  lighting,  even  suspension  settings. 


{ 


,  h-  .m    •  ''^v  ®" "  '^'•"f  «^''  ^''^'^  Interface.  The  Central  Nervous  System  of  the  A8  L 
.  highly  mtuitive.  amazingly  simple  command  system  controlling  virtually  every  func^on  of 


the  car. 


MMI.  Multi  Media  Interface.  The  most  innovative  command  system  on  the  market,  it  is  also  the  most  intuiti 
Amazingly  uncomplicated,  you  can  master  the  commands  wiUun  seconds.  Sfaightfonvard,  efforUess  and  wonder 
logical,  Britain's  Car  Magazine  caUed  MMI  "the  new  benchmark. "  It  is  one  of  the  countless  innovations  found , 
U  i.,  prenuum  luxun,  sedan.  The  all-new  Audi  A8  L.  The  world's  most  intelligently  designed  car. 


•«uf -AirwB,  la,  hngi  »,(,„„  ,,^N„„a,„,^ 


miMrcii 
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The  all-new  A8  L. 


INTRODUCING  FRACTIONAL  JET  OWNERSHIP 

LIKE  YOU'VE  NEVER  SEEN  BEFORE. 


'V.'f  *■' 


Start  looking  %  something  new  in  fractional  jet  ownership  from  Flight  Options.  Already  known  for  the  industry  s 
highest-rated  s^vice.  crews  and  reliability.*  Flight  Options  has  added  new  investmeirts  and  backing  just  for  )ou  We\e 
gatoered  long-te.n.  support  from  some  of  aviation's  most  respected  names-Raytheon.  Pratt  &  Whitney  Canada 
GE  Aircraft  Engines  and  Honeyweir.  So.  not  only  can  you  depend  on  Flight  Options  for  financial  stability  and  the 


-light  Optio'i 


Company. 


>.'•-  ■     '-^3 


broadest  maintenance  network  in  the  industry,  but  look  for  30  new  aircraft  to  be  added  to  what  is  already  the  largest 
Beechjet  and  Hawker.  800  fleet  in  the  world.  It's  all  simply  another  way  Flight  Options  is  committed  to  taking 
fractional  jet  ownership  to  a  new  level  of  excellence.  For  our  owners  and  our  fleet.  ^^^^ 

Seefor  yourself  by  calling  877-703-2348  or  visiting  our  Web  site.  ^--"""'^ 


www, fli  ghtoptions.com 
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"\f  my  supply  chain  can't  change  and  grow  along 

with  the  company,  vvhat  could  changG 

is  the  guy  who  sits  at  my  desk." 
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Unanticipated  demand  for  your  products  and 
rapid  expansion  to  new  markets  can  stretch 
your  supply  chain  beyond  its  capability.  And 
threaten  your  success.  Brown"  can  help  you 
safely  navigate  change.  With  our  expertise  in 
transportation  and  worldwide  distribution,  as 
well  as  customs  and  cross-border  services,  we 
can  help  make  your  business  more  flexible 
and  more  scalable.  So  you  can  prosper  while 
your  company  grows.  To  learn  more  about 
UPS  Supply  Chain  Solutions;  visit  UPS-SCS.com. 
YOUR  SUPPLY  CHAIN.  SYNCHRONIZED. 
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series  by  Jean  Claude  Maillard. 

The  PuristiM  lavatory  as 
featured  in  the  Purist™  Suite.      , 
"Apple?  What  apple?" 
she  said. 

1-800-4-KOHLER,  ext.  MX8 
kohler.com/purisHav 
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Fidelity 
International 

Funds 


ARE  YOU  MISSING 
76%  OF  THE 
WORLD'S  INVESTMENI 
OPPORTUNITIES? 


Fidelity 
Inuestments 


EQUITY      FUNDS 


BOND       FUNDS 


INTERNATIONAL     FUNDS 


MONEY     MARKET     FUnJ 


same  I 


With  76%  of  all  publicly  traded  companies  outside  the  U.S.,  it  makes  sense  not  only  to  make  international  a  part 
of  your  investment  strategy  but  to  do  it  with  Fidelity,  a  leader  in  international  investing.  No  one  else  has  the 
combination  of  people,  products  and  experience.  We've  been  managing  money  successfully  for  over  50  years 
And  our  research  team  is  among  the  largest  in  the  world.  Put  our  expertise  to  work  for  you. 
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greater  nsk,  including  political  and  .^  ^^>m,c  rncTrtainLTof  f™         .*°''  "^  larger  companies.  Funds  that  invest  in  foreign  secunties  may  involve 
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Fidelity  Distributors  SporS^  "^^^  ^°°  ^^^"^"=  1-800..44-01 18  for  the  deaf  or  hearing-impaired  9  a.m.-9  p.m.  ET. 
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INTERNATIONAL   FUND 

FIDELITY   DIVERSIFIED 
INTERNATIONAL    FUND 

FIDELITY   NEW    MARKETS 
INCOME    FUND 

FIDELITY   INTERNATIONAL 
SMALL   CAP    FUND 


HP 


Average 

Annual   Total 

as  of  6/30/03 

Returns^ 

YEAR  TO  DATE 
as  of  6/30/03 

1   YEAR 

5  YEAR 

10  YEAR  /  LIFE 

15.56% 

-2.58% 

-0.20% 

4.90% 

12.82% 

-0.87% 

3.76% 

9.89% 

20.62% 

33.43% 

12.34% 

13.06% 

25.78% 

NEW    FUND   A 

S    OF    9/18/02 

32.96% 

'Average  annual  total  returns  Include  changes  in  share  price,  reinvestment  of 
dividends,  and  capital  gains.  Share  price,  yield,  and  return  nnay  vary  and  you  may 
have  a  gain  or  loss  when  you  sell  your  shares. 
.Life  of  fund  for  Aggressive  Int'l  is  from  1 1/1/94. 


Get  your  free  copy  of  The  Case  for  International  Investing. 

With  P/E  ratios  in  some  overseas  marl<ets  30%  lower  on  average  than  in  the 
U.S.,  the  time  may  be  right  for  international  investing. 


1-800-FIDELITY 


Click 
Visit 


Fidelity.com/goto/international 
Fidelity  Investor  Centers 
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Quotes  &  Research 

News,  price  quotes,  charts  and 
financial  data  for  U.S.  equities.  Get 
real-time  quotes  via  our  premium 
Portfolio  Tracker. 

E-Mail  Alerts  &  Newsletters 

Get  our  latest  stories  sent  directly 
to  your  cell  phone,  desktop  or 
e-mail  account. 

Executive  Connection 

Create  a  personalized  version  of 
Forbes.com  with  this  free  applica- 
tion. Access  breaking  industry 
news,  customized  stock  data  and 
company  profiles. 


The  Art  of  the  Start 


Guy 
Kawasaki 


Garage.com's  Guy  Kawasaki 
answers  your  questions  about 
starting  \ip  a  business. 

Forbes.com  CEO  Network 

Get  a  direct  connection  to  FORBES 
publisher  and  tech  uidustry  guru 
Rich  Karlgaard. 

Premium  Services  ir 

Lifestyle.  Find  yachts  for  charto'-, 
fine  autos,  homes,  wine  and  mojo. 
The  Shop  @  Forbes.  Items  from  the 
Forbes  Collection;  Signature  wines. 


Business 


Shuffle  Master's  winning  hand. 


Unheralded  Success 

Lisa  DiCarlo 

Fulfill  a  need  and  you 
have  a  business,  no 
matter  how  singular 
that  need  may  be.  We 
have  discovered  five 
small  publicly  quoted 
companies  growing  big 
by  doing  just  that.  All 
five  have  uncommon 
products  or  business 
models.  They  aren't 
followed  by  the  top-tier 
investment  banks.  Nor  are  they  covered  much  in  the 
press.  But  they  are  profitable  and  growing  fast  from  out- 
of-the-ordinary  products  like  automatic  card  shufflers 
and  handheld  sonogram  machines.  Go  to  Forbes.com  to 
see  the  frill  list  of  these  overlooked  success  stories. 

Lifestyle 

The  Most  Expensive  ZIP  Codes 

Betsy  Schiffman 

It  may  not  have  a  television  show  named  after  it  Uke 
flashy  90210,  but  the  33455  ZIP  code  on  Jupiter  Island, 
Fla.  (that's  the  old-money  part,  should  you  need  to  ask) 
has  houses  so  expensive  that  it's  hard  to  find  a  tear- 
down  home  for  less  than  $1  mOlion.  When  ZIP  codes 
were  introduced  40 
years  ago  this  July,  their 
purpose  was  to  speed 
mail  delivery.  But  they 
have  become  delin- 
eators of  wealth  and 
status.  Through  snow, 
rain,  heat  and  gloom 
of  night,  Forbes.com 
goes  in  search  of  Amer- 
ica's ten  most  expen- 
sive ZIP  codes.  And,  no, 
Beverly  Hills  does  not 
make  the  cut. 
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Jupiter  Island,  Fla.:  magic  number. 
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We  Did  It 

Go  to  Forbes.com  for  the  late 
news  and  stock  information 
on  Hewlett-Packard.  Just  type: 
HPQ  into  the  Quotes/Researcl: 
box  on  our  home  page.  Sign 
up  for  E-Mail  Alerts  to  get  the 
latest  news  on  the  company 
and  its  chief  executive,  Carly 
Fiorina,  sent  to  you  as  we 
publish  it. 

Forbes  on  Fox 

Watch  clips  from  our  weekly 
TV  show  on  Forbes.com.  i 

Search  Our  Archive 

Search  past  issues  of  FORBES  b) 
topic,  author  or  date.  Print, 
e-mail  or  download  articles. 

Forbes  Global 

Markup  Might 

In  a  globalized  marketplace, 
increased  productivity  and 
low-cost  labor  put  downward 
pressure  on  prices  everywhere, 
The  solution  for  investors?  Lo( 
for  firms  with  pricing  power. 
FORBES  GLOBAL  finds  winners 
in  industries  ranging  from 
home  building  to  biotech. 
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Investor  Awareness  Examination 
Little  Kno>vn  Facts  (Part  ffl) 


Question:  Starting  with  the  largest  first,  place  the  following 
corporations  in  order  of  their  market  capitalization". 


^pE9i[E  Xaqi  USMSUV 


here  will  always  be  more  people  who  talk  about  doing  something  than  Who  actually  do  it. 
Vt  The  Royal  Bank  of  Scotland  Group  we've  quietly  growiito  become  the  fifth  largest  bank  in 
he  world.*  If  you'd  like  to  give  us  a  closer  examination,  call  212  401  3205.  Make  it  happen. 


-The  Royal  Bank  of  Scotland  Croup 

www.rbs.co.uk 
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X/E  TAKE  SAFETY  SERIOUSLY. 

\ND  THAT  INCLUDES  YOUR  INVESTMENT 


urchasing  a  private  jet  comes  down  to  your  needs,  your 
references  and  your  investment  philosophy.  But  ultimately 
I's  our  responsibility.  And  as  a  Berkshire  Hathaway  company, 
s  one  we  take  very  seriously. 

,s  the  Owner  of  a  Netjets  fractional  share,  you'll  never  pay  an 
nflated  markup.  Period.  And  since  we  buy  only  the  most 
lesirable  aircraft,  and  maintain  them  to  the  highest  standards  in 
he  industry,  they  retain  a  high  percentage  of  their  original  value. 


can  keep  it  as  long  as  we  continue  to  operate  that  aircraft  in 
our  fleet.  However,  if  you  do  choose  to  sell,  we  guarantee  to 
buy  back  your  interest  at  fair  market  value.  And  with  the  financial 
strength  of  Berkshire  Hathaway,  you  can  rest  assured  we  have 
the  commitment  and  resources  to  make  good  on  our  promise. 

Because  we  focus  on  every  aspect  of  your  safety,  it's  no 
wonder  we  sell,  finance  and  lease  more  fractional  jets  than  all 
our  competitors  combined. 


Vith  Netjets.  you'll  also  never  be  forced  to  sell  your  interest.  You        To  learn  more,  call  1-877-356-0754  or  visit  www.netjets.com. 


NETJETS.  LEAVE  NOTHING  TO  CHANCE'. 


WSSf^     <¥ 


Netjets®  Inc.  is  a  Berkshire 
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Is  Yale  a  Waste  of  Money?  so J 

the  university  education  system  will  simply  price  itself  ou! 
business  and  save  us  all  a  lot  of  grief  In  the  meantime  we  h 
these  bills  to  pay,  $300  billion  a  year.  If  tuition  payments  lo^ 
large  in  your  family's 
budget,  study  the  financ- 
ing techniques  oudined 
by  Ira  Carnahan  and 
Ashlea  Ebeling,  begin- 
ning on  page  98.  As  for 
the  large  part  of  the  bur- 
den borne,  directly  or 
indirectly,  by  govern- 
ment, the  question  to 
ask  is:  Are  we  getting  our 
money's  worth? 

A  (weak)  case  can  be 
made  that  the  govern- 
ment should  subsidize  a 
course  in  how  to  drill  teeth,  because  it  will  get  the  money  ba- 
from  income  taxes  on  the  dentist.  Harder  to  justify  is  any  pub 
entanglement  in  a  course  like  Video  Games  as  Gendered  Spad^ 
an  item  in  the  current  University  of  Utah  catalog.  , 

The  people  in  the  education  business  will  tell  you  that  ci, 
lege  grads  have  much  higher  incomes  dian  nongrads.  True,  bl 
if  you  have  ever  taken  a  course  on  logical  fallacies,  you  will  s 
right  through  this  argument.  Correlation  is  not  cause  and  effa 
As  Dan  Seligman  noted  in  this  magazine  a  while  back,  citii 
research  by  economist  Alan  Krueger  and  others,  the  high 
mcome  of  people  who  attend  elite  universities  is  due  more 
their  innate  abilities  than  to  the  courses  they  take.  In  oth 
words,  BUI  Gates  lost  nothing  by  dropping  out  of  college  ar 
joining  the  work  force. 

Maybe  a  B.A.  is  worth  real  money  because  it  signals  1 
employers  that  the  job  candidate  is  capable.  If  so,  there  ought  t 
be  some  way  to  send  this  signal  without  blowing  $160,000  c 
four  years  of  liberal  arts  courses.  Think  of  all  the  savings  to  soc 
ety  if  Yale  were  willing  to  seU,  for  a  mere  $16,000,  a  certificai 
saying  that  such-and-such  an  applicant  was  duly  admitted  bi 
chose  not  to  attend. 

Yale  won't  do  it?  Okay  some  entrepreneur  could  step  in  wit 
a  company  called  Virtual  Sheepskin.  Send  off  your  SAT  scon 
and  an  essay  to  Virtual,  and  get  a  piece  of  paper  saying  youai 
Ivy  League  material.  Take  a  job  writing  Xbox  software  , 
Microsoft.  Four  years  later  you  have  a  terrific  resume. 

For  some  careers  there  is  no  substitute  for  classroom  lee 
tures.  If  you  want  to  become  a  professor  of  gender  studies,  this  i 
the  way  to  go.  For  others,  the  best  training  comes  on  the  jol 
Bricklaying  and  journalism  are  in  this  category  So  is  software. 
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AT&T  Wireless 


Sprint 


Follow  the  crowd. 


Or  follow  the  facts. 


Lots  of  businesses  think  AT&T  Wireless  is  the  obvious  choice. 
Lots  of  businesses  don't  know  that  you  can  get  more  done, 
faster,  in  more  places  nationwide  with  the  Sprint  advanced 
wireless  network. 

Compared  with  the  AT&T  Wireless  Next  Generation  network, 
Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast 

•  33%  larger  coverage  area 
•40  million  more  people  covered 
•Clear  calls 

On  the  most  complete,  all-digital  wireless 
network  in  the  nation  to  make  your  business 
more  effective. 

Get  the  facts  at  www.sprintpcs.com  or  call  877-459-8144  for 
a  PCS  Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions?'" 

Voice/Data       PCS  Wireless       Internet  Services       E-Business  Solutions       Managed  Services 


Claims 


based  on  the  enhanced  Spnnt  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  network,  as  well  as  testing  of  the  PCS  Connection  Card™  by  AirPnme 
.^r^^r."  ,  !     ir  n  ™  rr,m  AT^T  Wireless.  CoDvr^ht  ©2003  Spnnt  Spectrum  L.P,  All  rights  rese^ed.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L.R 


-4PC  32001  and  Sierra  Wireless  Aircard  710  from  AT&T  Wireless.  Copyright  ©2003  Sprint  Spectrum  L.R  All  right 
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READERS  SAY 


Judge  Not ... 

Regarding  "Buying  Justice"  (July  21,  p/64),  we  appre- 
ciate FORBES'  recognition  of  the  role  played  by  the  U.S. 
Chamber  of  Commerce  and  its  Mstitute  for  Legal  Re- 
form in  leveling  the  litigation  battlefield.  But  the  state- 
ment that  the  Chamber  gave  funds  to  Mississippians 
for  Economic  Progress  to  run  ads  opposing  Justice  C.R 
McRae's  reelection  to  the  Mississippi  Supreme  Court  is 
incorrect.  The  Chamber  did  help  fund  Mississippians 
for  Economic  Progress'  legislative  tort  reform  efforts, 

but  didn't  provide  funds  for  the  purpose  of  unseating  

Justice  McRae  or  for  involvement  in  any  other  election.  The  article  also  inaccurately 
suggests  that  the  histitute  for  Legal  Reform  spent  $100  million  since  2000  and  will 
spend  $50  million  this  year  in  efibrts  to  elect  those  who  will  impartiaUy  judge  Amer- 
ican business.  These  figures  approximate  the  entire  budget  of  the  Institute  for  Legal 
Reform  for  the  relevant  years,  rather  than  the  amount  spent  in  election-related  ef- 
forts. The  Institute  seeks  reform  through  a  wide-ranging  program  that  includes  ex-i 
tensive  lobbying  and  educational  seminars.  The  amount  of  money  allocated  to' 
voter  education  is  a  fi-action  of  the  amount  you  suggest.  Consistent  with  federal 
law,  contributors  to  the  Institute  and  the  chamber  are  informed  that  the  portion  of, 
their  contributions  used  for  legislative  and  political  purposes  are  not  tax  deductible. 

STEPHEN  A.  BOKAT 
General  Counsel,  U.S.  Chamber  of  Commerce 

Washington,  D.C. 


From  the  Pour  House 

I  enjoyed  reading  "Drink  your  Profit" 
(June  9,  p.  49),  about  the  sales  of  vintage 
2000  Bordeaux  fiitures.  It  made  me  think 
about  how  an  investor  might  have  done 
had  he  bought  early,  when  the  wines  first 
came  to  market  in  2001.  A  great  Chateau 
Haut-Brion  increased  in  price  by  nearly 
20%  over  two  years,  not  just  8%  since  last 
year.  As  a  group,  the  wines  mentioned  in 
the  article  increased  in  value  roughly  65% 
over  two  years.  But  this  phenomenon 
needs  to  be  understood  as  just  that.  I  have 
advised  clients  not  to  expect  a  significant 
return  until  ten  or  so  years  after  a  wine's 
release.  Wine  has  proven,  though,  to  be  a 
worthwhile  investment  for  those  who 
purchase  it,  understand  the  market  and 
love  to  drink  it. 

MICHAEL  AARON 

Chairman,  Sherry-Lehmann 

New  York,  N.  Y. 

Back  to  the  Future 

Peter  Schwartz  calls  for  a  "Dow  20,000" 
(July  21,  p.  50)  by  2030.  That  represents 
an    annual  appreciation  of  only  3%. 


Add  the  Dow's  current  dividend  yield  i 
2.2%,  and  investors  would  get  a  5.2' 
total  rate  of  return.  Even  the  long  Trei|| 
sury  bond  had  a  yield  of  4.6%  this  yea 
which  means  that  Schwartz  calls  f( 
stocks  to  outperform  long  Treasurys  t 
all  of  0.6%  per  year  over  the  next  2 
years.  Some  boom. 

JACK  TILTO 
Glen  Ellyn,  h 


. 


Hard  Pills  to  Swallow 

"Help  Is  on  the  Way"  (July  21,  p.  141 
stated  that  Wyeth's  new  low-dose  Prem 
pro  pill  was  approved  by  the  FDA  for 
treatment  period  of  under  four  years.  L  \ 
fact,  four  years  is  not  an  FDA-mandated  pe 
riod,  but  a  cutoff  used  by  experts  cited  ii 
the  story.  FORBES  also  identified  Eli  Lilly 
Evista  as  a  hormone  replacement  therap)  1 
Though  it  combats  osteoporosis,  Evista  i 
not  an  actual  hormone. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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m.The  addition  of  business  customer  number  360,001  creates  a  crisis  for  the  Wall  of  Appreciation. 
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IBM  recommends  Microsoft'  Windows  XP  Professional  for  Business,     ^lij^ij 


SIMON  DOONAN 

Creative  Director 
Barneys  New  York 

WITH  THE  NEW 
rniNKPAD  X31  NOTEBOOK 


He  thinks  about: 

creating  a  stage 
where  art  and 
commerce  can 
peacefully  coexist. 


We  thought  about: 

combining  a  streamlined  design  —  just  under  4  lbs. 
and  about  1"  thin'  -  with  wireless  Intel   Centrino'" 
Mobile  Technology  on  select  ThinkPad  PCs,  so  he  can 
easily  take  his  designs  from  workshop  to  window. 


^^^^  T  =        ThinkPad.  Where  the  world's  most  Innovative  people  choose  to  think. 


ibm.com/pc/think 


Electronic  SYSTEMS    Information  technology   Mission  systems   Integrated  systems    Newport  news 


YSTEMS    Space  technoli 
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They  attack  in  smmrDIIrsTs^  froawmUtlple  sources  against  a  single  targetJ 

^nd  before  you  know  it,  they've  devastated  an  entire  computer  network:7romcrit1carinfomiation 
^protection  to  systems  management,J^^^  ^^  ^^^^^i 

^arfar,.  ][n  bktle,  information  is  a  resource,  as^well^  prized  targetr^orthmp^rumman^elivers 
^proven  technologies  to  virtually  every  U.S.  Defense  andTederal^gency  worldwide,  including  ^To' 
command  centers.  Our  expertise  extends  to  ti;rp;;;e^^ 
mission-specific  s^ems-virtually  every  domain  required"^^~t;;;;;^^;;n^ 


www.northropgrumman.coii 

02003  Northrop  Grumman  Corporation 
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Defining    the    future 


ApT  AND  COMMENT 

Steve  Forbes,  editor-in-chief 
fith  all  thy  getting  get  understanding" 


Investors^  Paradise 


IE  SLOVAK  REPUBLIC  IS  SET  TO  BECOME  THE  WORLD'S  NEXT 
)ng  Kong  or  Ireland,  i.e.,  a  small  place  that's  an  economic  power- 
iuse.  Foreign  investors  are  already  taking  note:  Foreign  direct  in- 
rtment  in  this  country  of  5.4  million  people  has  grown  from  $2  bil- 
in  to  $10  billion  since  1999.  The  ingredients  are  there  for  takeoff. 
Slovakia  is  about  to  enact  a  19%  flat  tax,  for  both  individu- 
i  and  corporations.  The  death  tax  is  being  consigned  to  the 
aveyard  and  the  tax  on  dividends,  abolished.  The  government 
ans  to  chip  away  at  the  high  payroll  tax  that  fimds  various 
icial  programs  such  as  health  care.  It  is  also  considering  ways  to 


already  manufacturing  there,  with  others  ready  to  follow  suit.  It's 
no  surprise  that  a  number  of  companies  with  facilities  in  western 
Europe  are  contemplating  expanding  into  Slovakia.  Whirlpool 
has  done  just  that,  transferring  a  high-end  washing  machine 
production  facility  from  France.  An  astonishing  91%  of  current 
foreign  investors  in  Slovakia  intend  to  increase  their  stakes. 

One  area  ripe  for  expansion  in  this  beautiful  but  relatively 
unknown  region  is  tourism.  The  pro-business  government  is 
already  mulling  over  ideas  for  major  promotional  efforts. 

Slovakia  is  now  a  firm  friend  of  the  U.S.  It  supported  our 


Poland 


indamentally  reform  its  social  security  pension  system,  per-      war  in  Iraq  and  sent  over  a  military  contingent  to  help  us  out.  Its 
ips  privatizing  a  portion  of  it.  upcoming  admission  to  the  EU  and  NATO  firmly  anchor  it  to 

The  work  force  is  skilled,  well-educated  and  stable.  When      the  democratic  West. 
^ple  join  a  company  in  Slovakia,  they  want  to  stay  untU  retire-  Slovakia's  transformation  is  remarkable  given  its  ugly-duckling 

lent.  Students  there  have  achieved  some  of  the  highest  test      history.  As  part  of  Czechoslovakia,  the  region  was  considered 

something  of  an  economic  and  political 
stepchild;  it  had  never  been  a  genuinely 
independent  state.  When  Czechoslovakia 
split  a  decade  ago,  Slovakia  fell  under  the 
rule  of  a  former  Communist,  Vladimir 
Meciar,  who  harbored  authoritarian  am- 
bitions. The  new  nation  stagnated  until 
Meciar's  government  was  tossed  out  in 
elections  five  year  ago.  The  country  then 
got  serious  and  pro-market  reforms  began. 
No  nation  is  perfect.  There  is  still  a  lot  of  corruption,  although 
the  government  is  making  serious  efforts  to  curb  it.  Retrograde 


Czech 
Republic 


:ores  in  the  world  in  math  and  science, 
nd  the  government  has  recently  passed 
ew  labor  laws  for  overtime  and  sea- 
)nal  help  that  are  among  the  most  flex- 
ile in  Europe.  Wage  rates  are  a  true  bar- 
iin,  about  $3  to  $4  an  hour — only  15% 
f  the  European  Union  average  and  1 1% 
f  Germany's.  Unemployment  is  still 
igh,  around  15%.  There  are  plenty  of 
rell-trained,  educated  workers  available 
jr  jobs.  Living  costs  are  also  cheap— 41%  of  the  EU  average. 
The  country's  central  location  is  a  major  plus:  350  million 


Austria  \* 


Slovakia 
Bratislava 


Hungar 


Ukraine 


Romania 


eople  live  within  a  day's  truck  drive  of  Slovakia.  It  formally     government-should-dominate-the-economy  political  forces 


jins  the  EU  next  spring,  which  will  not  only  vasdy  encourage 
ommercial  relations  with  that  immense  market  but  also  pro- 
ide  a  springboard  for  those  wishing  to  do  business  with  Russia, 
Jkmine  and  other  markets  to  the  east  and  south. 

Companies  are  beginning  to  wake  up  to  diis  gem's  advantages. 


haven't  given  up  yet.  They  may  get  a  second  wind  because  of  tac- 
tical mistakes  the  current  regime  has  made  in  its  tax  reforms:  It 
raised  excise  taxes  and  various  VAT  levies  because  it  felt  obliged  to 
match  the  revenues  that  would  allegedly  be  lost  by  moving  to  a 
flat  tax.  But  the  economic  growth  generated  by  the  flat  tax  would 


BM  Kimberly-Clark  and  a  number  of  other  multinationals  are  have  rapidly  made  up  for  any  anticipated  budget  shortfall. 
Iready  there.  Volkswagen  produces  some  300,000  autos  in  Slova-  If  Slovakia  remains  on  its  reform  path,  it  co^d  become  the 

da.  Peugeot  is  puttmg  m  a  $750  million  facility  to  produce  300,000  domino  that  pushes  the  rest  of  the  EU,  particularly  Old  Europe 

ars  by  2006  Other  automakers  are  sniffing  around.  Auto  parts  nations  Germany  and  France,  toward  a  more  free-enterprise, 

'uppUers,  such  as  Dura,  Johnson  Controls,  Delphi  and  Molex,  are  entrepreneurial  era.  That  would  be  good  news  for  everyone. 

Tocqueviile  Would  Have  Understood 


VISITED  SLOVAKIA  RECENTLY  AT  THE  INVITATION  OF  THE 
r.A.  Hayek  Foundation  and  one  of  its  offshoots,  the  Slovak  Tax- 
payers Association.  The  foundation  was  founded  in  1991  to  pro- 
mote free-market  ideas  and  political  principles  in  a  country 
where  such  traditions  had  never  existed  before. 

.   That  Slovakia  is  emerging  as  a  beacon  of  democratic  capitaUsm 


is  in  no  small  part  because  of  the  foundation's  work.  For  example,  it 
persistently  and  effectively  pushed  the  flat  tax  idea,  which  should  be- 
come effective  Jan.  1 ,  2004.  All  of  us,  including  savvy  investors,  should 
be  gratefril  that  such  civic  institutions  as  die  Hayek  Foundation  are 
taking  root  in  former  Communist  countries.  They  are  providing 
the  real  push,  the  impetus  for  Western-style  reforms  and  ideas. 
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FACT  AND  COMMENT 


Leave  It  to  the  Feds 


SEVERAL  STATES  AND  THE  SECURITIES  &  EXCHANGE  COMMIS- 
sion  are  in  a  turf  battle  over  the  regulation  of  the  securities 
industry.  Various  state  officials  moved  into  a  vacuum  that  had 
been  created  by  SEC  passivity  under  former 
chairman  Harvey  Pitt  as  the  stock  market  crashed 
and  accounting  scandals  engulfed  some  large  cor- 
porations. Now  the  new  boss,  WilHam  Donald- 
son, is  moving  to  make  the  SEC  the  predominant 
player  again.  Not  surprisingly,  limelight-loving 
state  officials  are  resisting.  But  Donaldson  is  in 
the  right. 

Sensible,  coherent  oversight  of  the  securities 
industry  can  only  be  had  at  the  federal  level.  Pitt's 
lack  of  leadership  does  not  negate  the  securities 
acts  that  created  and  empowered  the  SEC,  nor 
does  it  negate  the  interstate  commerce  clause  of 
the  U.S.  Constitution.  Unlike  elected  state  officers, 
Donaldson  is  not  using  his  bully  pulpit  as  a  stepping-stone  to 
higher  office.  Nor  does  he  see  securities  firms  as  golden  geese  to 
be  plucked,  a  la  the  tobacco  industry  Despite  the  states'  spin. 
Wall  Street  securities  analysts  did  not  cause  the  bubble.  They 
may  have  gone  along  for  the  ride,  but  they  hardly  created  it. 

hi  addition,  you  will  usually  find  more  integrity  at  the  federal 
level  regarding  diis  area.  As  federal  judge  Milton  Pollack  noted  in 


Media  darling  but  Wall  Street 
scourge  Eliot  Spitzer  doesn't 
hesitate  to  play  fast  and 
loose  with  the  truth. 


his  acerbic  decision  throwing  out  class  actions  against  Merr 

Lynch,  analyst  Henry  Blodget's  now-notorious  derogatory  rema 

about  one  of  his  buy  recommendations  came  after  the  stock  tur 

bled,  not  before.  New  York  State  Attorney  Genei 

Eliot  Spitzer  made  it  sound  as  if  Blodget  knew  ti 

stock  was  no  good  before  he  advocated  it  in 

research  reports.  Judge  Pollack  did  what  most 

the  media  did  not:  He  looked  not  only  at  wh 

Blodget  said  but  also  when  he  said  it,  there 

putting  those  words  in  their  proper  context.  / 

Judge  Pollack  noted,  "Blodget's  casual  statement 

October  2000  that  [a  company's]  product  was 

pos'  [piece  of  sh_t],  cannot  be  construed  as  incoi 

sistent  with  the  total  message  of  his  reports  th 

there  were  significant  concerns  about  the  rolloi 

and  fiinctionality  of  the  product  which  could  ha^ 

a  dramatic  impact  on  the  [company]  stock  price. 

Congress  can  help  by  passing  a  bill  sponsored  by  Represei 

tative  Richard  Baker  (R-La.)  that  would  make  clear  once  agai 

that  the  SEC  is  the  chief  securities  enforcer  and  regulator  an 

would  give  the  agency  the  extra  tools  needed  to  do  its  job.  Otli 

erwise,  enormous  damage  will  be  done  to  our  capital  market 

We  don't  need  WaU  Street  tied  down  GuUiver-like  by  ambitioui 

not-always-ethical  Lilliputians. 


Be  Careful  What  You  Wish  For 


Back  Story— by  Robert  B.  Parker  (G.P  Putnam's  Sons,  $24.95) 
Wisecracks  galore.  Nonstop  action.  Suspense.  Memorable  char- 
acters. Unexpected  twists  and  turns.  Robert  Parker 
is  the  Ernest  Hemingway  of  mystery  writers.  In  this, 
Parker's  30th  crackling  mystery  novel  with  hero- 
gumshoe  Spenser,  our  PI  ends  up  with  a  case  in 

which  it  seems  no  one  wants  him  to  succeed 

including,  ultimately,  the  person  who  "hired"  him. 
She  is  an  actress  and  the  girlft-iend  of  a  young  play- 
wright/director who  is  like  a  son  to  Spenser.  She 
wants  the  master  PI  to  unearth  the  fiUl  story  behind 
her  mother's  death  in  1974.  The  mother  was  shot 


durin 
eler's 


Robert  B. 
Parker 
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ig  a  robbery  in  a  bank  where  she'd  gone  to  cash  some  tra\ 

checks.  The  crime,  carried  out  by  a  revolutionary  grouj 

was  never  solved. 

The  plot  quickly  thickens,  involving  an  FB 
cover-up;  a  Boston  mobster;  aging  flower  childre 
who  manifest  base  human  greed;  and  a  shootout  z 
Harvard  Stadium.  Despite  the  lack  of  a  big  fe 
(some  Krispy  Kreme  doughnuts)  and  other  as 
sorted,  sordid  obstacles,  Spenser  doggedly,  success 
fiilly,  digs  for  the  truth.  Readers  end  up  wishing  th 
stock  market  would  yield  as  high  a  return  as  thi 
book  delivers  in  thrills  and  entertainment. 


RESTAURANTS:  GO.  CONSIDER,  STOP 

Edible  enlightenrtientfrom  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monk  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Amuse-108-110  West  18th  St.  (Tel.:  212-929-9755).  First 
this  space  was  Harvey's  Chelsea,  then  Tonic,  and  since  Mar.  31, 
it's  been  Amuse.  Beyond  the  hyperglamorous  ambience,  this 
is  a  very  good  place  to  eat.  Favorites:  fluke  sashimi  with  red 
grapefruit;  soba  noodles  served  with  bits  of  tuna  in  a  lime  and 
coriander  dressing;  and  perfect  roast  chicken  with  mashed 
potatoes.  Desserts?  Well,  to  hell  with  the 


calories! 


•  The  Lcinon-230  Park  Avenue  South,  between  18th  and  19th 
streets  (Tel.:  212-614-1200).  Great  place  to  go  for  a  tasty  but 
unpretentious  meal  in  a  contemporary,  dimly  lit  space  with 


fi-iendly  service.  Try  the  shrbnp  dumplings,  the  halibut,  die  pasta 
primavera  or  the  crab  cakes.  All  delish.  And  there's  nothing  like  a 
banana  split  or  a  fiidge  brownie  sundae  on  a  hot  summer  night. 
•  Dumonet-The  Carlyle  Hotel,  35  East  76th  St.  (Tel.:  212-744- 
1600).  Good  news  for  those  in  need  of  an  old-fashioned  opu- 
lence fix:  The  Carlyle  restaurant  is  back  in  good  form,  provid- 
ing luxurious,  ample,  delicious  meals  in  a  grande  dame  setting. 
Don't  miss  the  heirloom  tomato  salad,  boasting  many  vari- 
eties in  a  sherry  vinaigrette;  the  perfect  Dover  sole;  and  the 
exquisite  Grand  Marnier  souffle.  r 
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WOODS  AND  HIS  TAG  WEUI 


OTHER  nOMMENTS 


One  of  the  most  adventurous  things  left  us  is  to  go 
to  bed.  For  no  one  can  lay  a  hand  on  our  dreams. 

— E.V.  LUCAS 


Welcome  Judgment  congratulations  to  judge  MU- 
ton  Pollack  for  his  robust  dismissal  of  lawsuits  that  claimed  Mer- 
rill Lynch  [was]  to  blame  for  millions  of  dollars  of  losses  after 
the  stock  market  bubble  burst.  The  federal  judge  said  the 
investors  in  the  class  actions  had  only  themselves  to  blame.  The 
reassertion  of  the  principle  of  personal  responsibility  is  welcome. 
The  judge  has  a  wealth  of  experience  in  securities-law  cases 
but  he  also  has  the  benefits  of  age.  Born  in  1906,  he  has  lived 
through  enough  bear  markets  to  know  that  investors  will  always 
blame  others  for  losses,  though  they  generaUy  attribute  profits  to 
their  own  good  sense.  The  plaintiffs  in  these  cases  hoped  "to 
twist  the  federal  securities  laws  into  a  scheme  of  cost-free  specu- 
lators' insurance,"  he  thundered.  The  Internet  bubble  was  caused 
by  speculators,  the  judge  said,  not  by  the  investment  bank. 

— Financial  Times 

iSaCK  to  Basics  The  federal  income  tax  code  is  currendy 
54,000  pages  long.  The  total  number  of  pages  in  the  federal  code 
has  doubled  since  1984.  It's  time  we  got  back  to  basics,  to  a  flat  tax 
that  can  be  ffled  on  the  back  of  a  postcard.  A  number  of  countries 
have  adopted  a  flat  tax:  Estonia,  Latvia,  Russia  and  Ukraine.  If 
[Slovakia's  proposed  flat  tax  is]  adopted  this  summer,  five  former 
Soviet  or  East-bloc  countries  wiU  have  implemented  a  flat  tax. 

More  excitmg  is  the  prospect  of  a  flat  tax  being  adopted  in 
the  People's  Republic  of  China.  A  Chinese  edition  of  The  Flat 
Tax,  which  I  co-wrote  with  Robert  E.  Hall,  has  just  been  pub- 
lished by  die  China  Financial  &  Economic  PubUshing  Company. 
Furthermore,  I  have  been  invited  by  die  Ministry  of  Finance  to 


M.' 


^ 
> 


"Can't you  ever . 

24      FORBES.   August  11,2003 


participate  in  an  international  seminar  in  Beijing  on  reform 
the  personal  income  tax  in  China,  with  special  consideration 
the  flat  tax.  Adding  China  to  the  above  list  would  mean  tl 
more  than  a  quarter  of  the  world's  population  would  condi 
their  economic  and  financial  affairs  under  a  flat  tax.  If  so,  . 
producers  in  our  largest  ftiture  competitor,  China,  would  hav 
big  advantage  over  American  producers.  What  do  former  Sov 
states  and  China  know  diat  our  president  and  Congress  do  n> 
— ALVIN  RABUSHKA,  Hoover  Instituti 

Less  Is  More?  I  think  we  talk  a  deal  of  nonsense  abc 
getting  a  lot  out  of  life,  meaning  a  hundred  different  things,  ve^ 
few  of  which  we  can  reaUy  appreciate.  Life  must  surely  be  li 
books  and  people.  One  should  know  a  few  of  them  very  weU. 
—ROBERT  SPEAIGHT,  The  Unbroken  Hec 

oattle  Line  As  the  besieged  education  establishme- 
slowly  gives  ground  to  reform,  the  intellectual  battle  about  wh 
"accountability"  should  mean  is  no  mere  skirmish.  It  will  dete 
mine  how  much  educational  freedom  American  parents  m: 
hope  to  secure.  Education  Secretary  Rod  Paige  described  the  di 
ficult  nature  of  this  battle,  saying,  "The  problem  today  is  m 
that  we  don't  know  what  the  solution  is.  We  just  haven't  yi 
mustered  up  the  political  will  for  diose  solutions." 

Lawmakers  who  diink  parents  deserve  to  choose  must  figl 
for  a  version  of  accountability  that  empowers  them  to  choos 
Widiout  choice,  a  public  agency  holding  a  pubHc  school  accoun 
able  will  quickly  resemble  one  blind  man  leading  another. 

—MARIE  GRYPHON,  Cato  Institul 

Bubbly  Bonuses  You're  not  wearing  your  seat  belt?  I' 
drink  to  that.  Nassau  County  [New  York]  cops  may  have  had  a 
extra  incentive  over  die  Memorial  Day  weekend  to  ticket  driver 
not  buckled  up— a  bottle  of  champagne.  Police  brass  at  the  2ni 
Precinct  in  Woodbury  displayed  a  botde  of  cheap  champagn 
along  with  a  note  reading,  "One  Botde  Each  to  die  Top  Ten  Sea 
Belt  Writers,"  Nassau  officers  union  head  Gary  Dela  Rab; 
charged.  Nassau  First  Deputy  Police  Commissioner  Rober 
Bishop  confirmed  an  investigation  was  bubbling  over  "th. 
alleged  attempt  by  a  precinct  commander  to  distribute  botde 
of  champagne  to  police  officers  who  had  demonstrated  excel 
lent  job  performance." 

—LISA  PULITZER,  New  York  Pt 
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Summer  S  Sounds  is  there  anything  more  soothing 
than  the  quiet  whir  of  a  lawnmower  on  a  summer  afternoon? 
— E  SCOTT  FITZGERALD,  The  Crack-  Up     W 
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OPTIMISM? 


No  matter  what  the  conditions,  there's  alwajs  a  way  to  move  forward 

At  Wachovia  Securities'  Corporate  and  Investment  Banking,  we  learn  from  the  world 
around  us.  And  see  opportunity  where  others  see  uncertainty.  That's  because  we  make  it 
a  point  to  know  our  clients'  businesses  and  industries  as  well  as  they  do.  By  working  with 
an  integrated  approach,  we  can  bring  all  of  our  resources  to  bear  at  once. 
Intensely.  And  intelligently.  Talk  to  us.  Together,  we  can  achieve  uncommon  things. 


wachovia 
Securities 

Uncommon  Wisdom 


Corporate  B.^nking  ■  Investment  Banking  ■  Equity  Capitai.  Markets  -  Fixed  Income 


/la  Securities  is  the  trade  name  tof^fi 
PJASD,  SIPC.  <?)  2003  Wachovia  Q^M 
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:hovia  Corpi^iron  and  Its  subsidiaries,  including  Wach 


SAS,  the  leader  in  business  intelligence  software,  challenges... 


Predict  outcomes  with  confidence. 
I    Or  become  yesterday's  news. 
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ENTERPRISE  intelligence 

SUPPLIER  INTELLIGENCE 

ORGANIZATIONAL  intelligence 

CUSTOMER  intelligence 

INTELLIGENCE  architecture 


Why  do  forward-looking  companies,  including  94%  of  the  Fortune  Global  500,  rely  on  SA 
Because  our  software  provides  the  complete  vision  to  learn  from  the  past,  monitor  and  communic 
the  present,  and  gain  insight  into  the  fuUire.  SAS«  lets  you  predict  customer  behavior  instead  , 
just  reacting  to  it.  Anticipate  supplier  risk  instead  of  just  projecting  spend.  And  foresee  chaii[ 
rather  than  second-guessing  outcomes.  To  find  out  how  SAS  can  help  you  control  costs,  drive  rever 
and  achieve  capital  efficiency,  visit  our  Web  site.  Or  call  us  toll  free  1  866  270  5737. 

www.sas.com/predict 


The  Power  to  Know. 
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SAS  and  all  other  SAS  Inalitute  Inc  product  or  seryrtce 


"'''"^oS)Ml'!''fnS-7'''«''':?^'"^*'  Of  SAS  Institute  \nc.  in  the  USA  and  other 
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IRRENT  EVENTS 

I^aspar  W.  Weinberger,  Chairman 


Paying  for  the  Reconstruction  of  Iraq 

[N  THE  1991  GULF  WAR  ENDED  WITH  THE  UNEQUIVOCAL      vise  and  manage  the  oil  production  and  marketing  effort, 
nph  of  coalition  forces  in  less  than  100  hours  of  exception-  But,  as  the  Wall  Street  Journal  has  reported,  this  idea  has 

,ow-casualty  conflict,  there  was  a  certain  amount  of  confu-  "generated  resistance  among  Administration  and  UN  officials 
within  the  U.S.  Administration  over  whether  we  should  dubious  of  the  Authority's  legal  and  moral  right  to  assume  debts 
1  on  to  Baghdad  and  oust  Saddam  Hussein  and  his  regime,  on  behalf  of  the  Iraqi  people."  These  same  officials  also  say  that 
indsight  it's  easy  to  see  that  those  who  argued  strongly  in      this  plan  will  fiael  resentment  within  Iraq  because  some  Iraqis 

will  feel  that  their  "conquerors"  are  robbing  Iraq  of  its  national 
resources.  The  answer  to  these  objections  goes  back  to  the  issue 
of  sovereignty:  Defeated  countries  that  have  had  their  regimes 
changed  have  no  sovereignty.  That  comes  after  a  new  govern- 
ment that  respects  human  and  civil  rights — and  that  can  live  at 


r  of  this  were  right.  Unfortunately,  those  who  argued  that 
nust  respect  Iraq's  "sovereignty"  and  not  do  anything  that 
It  upset  its  neighbors  or  the  UN  carried  the  day 
rhus,  we  left  Saddam  in  power — with  what  was  left  of  his  mili- 
we  accepted  his  false  promises,  all  of  which  in  due  course  were 


en;  and  we  treated  Iraq  as  a  sovereign  nation.  Understanding      peace  with  itself  and  its  neighbors — is  in  place. 


reasons  for  these  decisions  is  not 
ly  as  important  as  acknowledging  that 
nust  never  go  down  that  road  again. 
\fter  this  year's  even  more  convinc- 
defeat  of  Saddam  and  his  military, 
e  is  once  again  division  within  the 
Administration  over  how  to  proceed, 
's  ftiture  is  dependent  on  the  sale  of  its 
But  its  oilfields  and  distribution 
; — once  the  envy  of  the  region — need 
e  repaired  and  upgraded,  having  sut- 
d  years  of  neglect.  The  ftinds  that  have 
1  set  aside  for  this  will  fall  short  of  the 
)unts  needed.  And  current  projections 
oil  production  will  more  than  likely 
be  met  because  of  the  disrepair  and  die  damage  done  by  loot- 
and  sabotage,  which  will  limit  funds  available  for  the  U.S. -led 
Jition  Provisional  Authority  to  get  the  country  up  and  running. 
The  Bush  Administration's  internal  debate  is  over  the  issue  of 
ncing:  How  are  we  to  raise  the  billions  of  dollars  needed  for  the 
)nstmction  of  Iraq's  oUfields,  not  to  mention  the  rest  of  its  infi-a- 
icture?  Should  the  proceeds  fi-om  die  sale  of  Iraqi  oil  be  used  to 
these  costs,  and,  if  so,  who  should  administer  such  a  plan? 
The  UN  has  already  passed  a  resolution  putting  the  Coali- 
1  Provisional  Authority  in  charge  of  Iraq's  finances.  (Set  aside 
question  of  whether  we  needed  such  approval;  the  fact  is 
t  we  have  the  power.)  The  Export-Import  Bank  of  the  U.S. 
come  up  with  a  plan  to  finance  Iraq's  reconstruction  costs. 
;  Ex-Im  Bank  would  issue  securities  or  trade  credits  backed 
revenue  fi-om  future  sales  of  Iraqi  oil— oil-revenue  securiti- 
ion.  The  proceeds  fi-om  the  sale  of  these  securities  would  pro- 
e  die  initial  ftmds  to  repair  the  oilfields  and  distribution  facil- 
s  so  that  they  could  start  generating  income.  The  securities 
lid  also  generate  enough  in  financing  for  the  reconstruction 
[f  aq's  infi-astructure.  The  Provisional  Authority  would  super- 


July  2, 2003:  Fire  rages  from  a  sabotaged  oil 
pipeline  beside  a  smoldering  tanker  18  miles  south 
of  Abu  Sukhayr  near  An  Najaf,  Iraq. 


If  the  Provisional  Authority  doesn't 
have  the  right  to  recover  the  oil  revenues 
to  pay  for  the  reconstruction  of  Iraq's 
oilfields  and  the  rest  of  its  infrastructure, 
who  does?  It  will  be  years  before  Iraq's 
new  government  could  even  borrow  on 
this  scale  from  the  international  com- 
munity. What  other  country — or  group 
of  countries — will  be  able  to  gather  the 
funds  needed  to  start  the  oil  flowing  to 
market?  Are  we  alone  to  pay  for  this? 

Another  and  even  more  absurd  ob- 
jection to  the  idea  of  mortgaging  future 
oil  revenues  is  that  that  debt  will  be  added 
to  the  $60  billion  to  $  1 30  billion  in  foreign 
debt  lent  to  Saddam's  regime.  The  real  problem  is  diat  the  holders  of 
this  old  debt  don't  want  it  subordinated  to  a  mortgage  secured  by  oil 
revenues.  And  guess  who  are  the  largest  holders  of  this  old  debt? 
France,  Germany  and  Russia.  Certain  U.S.  officials  fear  these  coun- 
tries will  oppose  the  creation  of  any  new  debt  superior  to  theirs. 

Why  should  anyone  worry  about  the  opposftion  of  these 
three  countries?  Is  our  fear  of  them  so  great  that  we  would  bear 
the  burden  of  reconstruction  alone  so  they  can  be  paid  back  the 
money  they  so  improvidently  lent  Saddam? 

If  the  idea  of  mortgaging  Iraq's  oil  revenues  causes  so  much 
hand-wringing,  why  not  simply  use  the  revenues  as  they  come 
in  to  pay  us  back  until  the  costs  of  the  reconstruction  of  Iraq's 
oilfields  and  its  infrastructure  are  recovered?  This  would  be  sim- 
ple, fair  (these  costs  would  never  have  been  incurred  if  Iraq  and 
its  supporters  hadn't  maintained  such  a  regime)  and  fully  based 
on  precedent.  Surely  the  French  ought  to  recall  how  much  they 
demanded  in  reparations  after  World  Wars  I  and  II,  and  the  Ger- 
mans, how  much  tiiey  were  called  upon  to  pay  after  World  War  I. 
And  both  should  remember  how  much  the  Marshall  Plan 
helped  them  following  World  War  II.  F 
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Cngularv  Mobitex  and  GPRS  networks  w,th  plans  that  offer  unlimited  monthly  usage.  It  fully  supports  both 
Lotu.  ,nd  Microsoft  Exchange,  keeping  you  connected  to  your  office.  It  also  utilizes 

Triple  Lv.     -.cryption,  protecting  even  your  most  sensitive  corporate  information.  To  learn 
more  about ;  .,|ar  can  provide  integrated  business  solutions  that  fit  the  voice  and  data 
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^ch  Karlgaard,  publisher 


Peaks  and  Valleys 


iOUGH  MY  MOST  RECENT  SOLO  FLIGHT  WORKED  OUT  OKAY, 
jrevious  trip  in  the  Cessna  turbo  Skylane,  four  weeks  earlier, 
ended  in  failure.  A  flight  from  San  Jose  to  John  Wayne  Air- 
;  had  to  be  aborted  when,  after  crossing  the  Tehachapi 
intains  at  9,500  feet,  I  saw  a  thick  marine  cloud  enshrouding 
jntire  L.A.  Basin.  There  was  no  way  I  was  going  to  start  a 
ent  and  try  to  penetrate  that  muck.  To  be  fog-blind  and 
'ing  at  ISOmph  inside  one  of  the  busiest  airspaces  in  the 
Id  held  no  appeal,  my  instrument  skills  being  rusty.  I  turned 
md  and  flew  back  to  San  Jose. 

5o  a  couple  of  weeks  ago,  when  I  flew  to  Microsoft  for  a 
ting,  I  did  so  with  an  eye  on  weather.  A  foggy  blanket  covered 
et  Sound  that  day,  extending  inland  and  rising  halfway  up  the 
c  of  Mount  Rainier.  But  the  town  of  Yakima,  Wash.,  on  the  lee 
of  the  Cascades,  was  under  all-blue  skies.  Yakima  it  was.  I 
■ed  a  Buick  Century,  dropped  my  bags  at  the  motel  and 
iped  in  a  Rolling  Stones  tape  ...  then  drove  80mph  past 
»den  cherry  stands  to  the  songs  of  Exile  on  Main  Street  and 
ed  into  Microsoft's  Redmond  campus  just  in  time. 
Microsoft  was  the  headline-grabber  that  day.  America's 
mpion  of  entrepreneurial  growth  had  said  it  was  scrapping 
;k  options  in  favor  of  restricted  stock  grants.  The  news  was 
ected — the  majority  of  Microsoft  employee  stock  options 
e  underwater,  and  employees  were  grumbling — but  the  sto- 
read  like  a  soul  blow  anyway.  The  news  meant  that  Microsoft 
different  company  now,  mature.  I  miss  the  wild  growth  .days. 
Absent  from  the  newspaper  stories  was  any  mention  of  the 
th  of  the  tech  IPO  market.  Doesn't  anybody  get  it?  Big  compa- 
i  like  Microsoft  don't  have  to  worry  anymore  about  startups 
iching  their  top  talent,  a  constant  concern  during  the  boom, 
k  when  tech  IPOs  were  a  daily  occurrenc^nearly  true  in  1999 
1 2C0O — big  companies  bled  talent  in  buckets  to  venture-funded 
tups  dangling  dreams  of  quick  millions.  But  in  2003  fewer  than 
tech  IPOs  have  been  launched.  No  quick  millions,  no  talent 
■£s...  thus  no  need  for  countermoves  such  as  stock  options. 
Will  the  tech  IPO  bonanza  ever  return?  All  of  Silicon  Valley, 
:ourse,  prays  that  search  site  Google's  anticipated  fall  offering 
1  open  the  floodgates.  But  that's  not  likely.  The  new  postbust 
rmal  for  tech  IPOs  may  settle  at  20  a  year,  with  30  to  40  in  a 
)d  year,  in  contrast  to  229  in  1999  and  242  in  2000.  The  new 
3  normality  will  come  as  terrible  news  for  some  venture  cap- 
ists  and  startups.  But  older  companies  will  prefer  it  that  way. 

od's  Country 

e  next  morning  I  departed  Yakima  and  flew  to  Missoula,  Mont.  I 
)se  a  route  directiy  over  Spokane,  but  from  tiiere  swapped  strate- 
s-and  kept  hiterstate  90  under  the  wing.  Flying  over  mountains  in 


a  single-propeller  plane  is  reasonably  safe  if  you  adhere  to  a  few 
rules.  One:  Clear  tiie  mountains  by  at  least  2,000  feet,  lest  a  sudden 
downdraft  push  you  into  granite.  Two:  Go  early  in  the  day  to  avoid 
bone-rattling  turbulence,  or  worse,  tiiunderstorms.  Three:  Follow  a 
highway  in  case  your  engine  quits  and  you  become  a  glider. 

The  land  between  Spokane  and  Missoula  is  heartbreaking  in 
its  beauty.  Under  the  left  wing  lay  the  resort  town  of  Coeur 
d'Alene,  Idaho,  which  graces  the  northern  shore  of  the  lake  by 
the  same  name.  The  air  was  so  clear  that  visibility  out  the  win- 
dow must  have  been  100  miles.  Below  I  saw  the  Coeur  d'Alene 
Resort  golf  course,  famous  for  its  floating  green — is  that  natural 
grass  or  rubber?  I  couldn't  linger.  Crossing  the  Bitterroot  Range 
into  Montana,  I  eased  back  on  the  power,  began  a  descent  from 
1 1,500  feet  and  presently  landed  in  the  college  town  of  Missoula. 
Meeting  me  at  the  airport  in  his  battered  Nissan  convertible 
was  a  living  example  of  the  Silicon  Valley  boom  and  bust — 
Jonathan  Weber,  founding  editor  of  The  Industry  Standard.  During 
the  late  1990s  Weber's  magazine  was  a  must-read  if  you  followed 
the  tech  IPO  market.  Credit  in  large  part  goes  to  Weber,  who  had 
left  a  good  tech-beat  editor's  job  at  the  L.A.  Times  to  grab  the 
entrepreneurial  brass  ring  and  a  chance  at  magazine  top  editorship 
and  glory.  Under  Weber's  guidance  The  Standard  became  a  pub- 
lishing sensation,  selling  7,558  ad  pages,  more  flian  any  other  mag- 
azine in  America  in  2000.  The  next  year  an  odd  tiling  happened — 
The  Standard  went  out  of  business,  a  spectacular  flameout. 

Weber  was  fried  goofy  from  70-hour  workweeks,  in  no  shape  to 
stick  around  and  wait  for  a  tech  recovery.  He  also  needed  to  lower 
his  cost  of  living.  So  in  2002  he  moved  his  family  from  pricey  San 
Francisco  to  Missoula,  his  wife's  hometown.  Weber  got  a  job  as  a 
visiting  professor  at  tiie  University  of  Montana's  journalism  school. 
Today  he  lectures  at  tiie  university  part  time  and  writes  reports  for 
Off  The  Record  Research,  an  independent  stock  tracker.  The  beauty 
of  living  in  the  21st  century  is  tiiat  Weber  can  write  about  Euro- 
pean wireless  companies  from  a  small  American  university  town. 
He  hops  a  Northwest  Airlines  jet  to  Europe  every  six  weeks  or  so. 
Most  days  he  rises  at  5:30  a.m.,  grabs  a  strong  cup  of  coffee,  toddles 
to  his  home  office,  fires  up  tiie  computer  witii  its  1.5-megabit-per- 
second  wireless  Internet  connection  and  opens  up  the  world. 

Weber  told  me  about  his  typical  day  in  Missoula  during 
lunch  at  an  outdoor  patio  overlooking  the  Clark  Fork  River.  The 
day  was  western  picture  book— big  blue  skies,  a  dry  85  degrees. 
We  ate  salads  and  drank  iced  tea.  Weber  wore  Ray-Ban  shades, 
surfer  shorts  and  flip-flops— his  typical  workday  getup. 

Nice  life.  Maybe  for  some  the  tech  bust  was  a  splendid 
opportunity  for  rebirth.  ^ 


Forbes 


Visit  Rich  Karlgaard's  home  page  atwww.forbes.com/karlgaard 
or  e-mail  him  at  publisher@forbes.com. 


FORBES-    August  11,2003       29 


HP  reeortimend^JWftW^R* Windows*  Xp  Professional  for  #bile  Computir 


D 

L^ 

P 

^^ 

MOBILE 
TECHNOLOGY 


I  n  V  e  n 


i 


^m,,mmii^.     ..:T 


rrv 


Your  deadline  says  you  have  to  work  through  lunch. 

"■I    Your  wireless  notebook  says  you  don't  have  to  do  it  from  your  desk. 

Now  you  and  your  employees  can  have  the  flexibility  of  working  in  more 
places— giving  your  ideas  more  room  to  roam.  After  all,  HP's  new  notebooks, 
powered  by  Intel'  Centrino"  mobile  technology,  are  engineered  with  802.11b 
wireless  networking  capability.*  So  while  the  times  may  demand  you  and 
your  people  work  harder,  they  don't  get  to  tell  you  where.  Get  more  mobility. 
Get  more  productivity.  Get  HP  wireless  notebooks. 


*-'?f!""-.   '      '■■->/     ^^  ,^"  HP  Compaq 
BusinesVNotfebook:  nx7000 

Starting  at  $1,699' 

CpH;|t66-625-102O  oi- 

your  l<*|^  reseller,  or  visit 

wv#?^hp.com/go/fofbes. 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 


Booting  Up 


How  long  can  this  growth  go  on? 

Michael  Dell's  voracious  sales  machine 

continues  to  amaze  when  other  PC 

makers  are  picking  themselves  off  the 

floor.  DELL  (33,  DELL)  is  gobbling  up 

more  and  more  of  the  personal  com- 
puter market.  Credit  its  relentless  price- 
slashing  and  its  build-to-order  business 
model,  which  keeps  inventories  low. 

Dell's  financial  results  are  remark- 
able amid  the  ongoing  drought  in  tech 

spending:  Sales  in  the  company's  most  recent  fiscal  year  (ended 
Jan.  31)  grew  I40/0  to  $35  biUion,  with  net  income  jumping  70% 
to  $2.1  billion.  Performance  is  equally  impressive  for  the  first 
(April-ending)  quarter  this  year,  with  sales  up  18%  to  $9.5  bO- 
lion  and  earnings  ahead  31%  to  $598  million.  Rivals  Gateway 
and  Hewlett-Packard  both  saw  PC  sales  fall  in  the  quarter. 

Even  in  the  lately  ftothy  tech  stock  market,  DeU  is  one  high- 
flier worth  buying,  says  Rafael  Resendes,  president  of  Applied 
Fmance  Group  of  Chicago.  He  says  DeU  stock,  up  50%  f^om  its 


52-week  low  and  trading  at  39  times  trailing  earnings,  still  I 
room  to  run. 

WhUe  Resendes  rates  almost  all  tech  stocks  as  overvalil 
right  now,  he  thinks  DeU  is  an  exception.  The  company's  3. 
return  on  invested  capital,  for  instance,  has  outperformed  otJ 
computer  companies  for  years.  He  is  encouraged,  not  disco] 
aged,  by  Dell's  brash  move  into  printers,  where  it  confroi 
entrenched  Hewlett-Packard  (see  story,  p.  76). 

— Daniel  Lyt 


Chips  and  Dips 


If  you  want  an  example  of  a  tech  stock 
that  has  gotten  ahead  of  itself,  try  RAMBUS 
(18,  RMBS).  This  firm  designs  components 
that  speed  up  data 
flow  between  com- 
puter chips.  It  licen- 
ses these  designs  to 
the  lUces  of  Intel  and 
Samsung.  High-end 
Pentiums  and  Sony 
PlayStation  machines 
use  them. 

Like  other  quintessential  1990s  bub- 
ble stocks,  Rambus  now  is  enjoying  a  taste 
of  the  old  days.  It  rose  past  $100  in  2000 
only  to  tumble  to  $4  last  October  before 
its  recent  resurrection. 

Although  Rambus  posted  a  21% 
increase  in  sales  lli rough  20!  ^'s  first  half, 
higher  R&D  and  patent-litigation  costs 
meant  that  net  income  for  the  period,  at 
$9.6  million,  was  24%  lower  than  a  year 
ago.  A  company  with  two  vears  of  declin- 
ing profits,  in  a  depressed  iiu.iistry  with 
oodles  of  competition,  shoi 


'<:  1   he 


trading  at  97  times  earnings.  Short  it, 
cover  at  $  11 .  —Christopher  Helman 

Small  Change 

And  now  for  a  good  stock  that  the  current 
rally  has  passed  by  WaU  Street  is  unim- 
pressed by  COINSTAR  (12,  CSTR),  whose  1 1 ,000 
supermarket-based  machines  convert  loose 
change  into  biUs.  The  company  has  a  near- 
monopoly  on  these  machines,  which  zap 
you  with  an  8.9%  service  fee  (the  split: 
7.9%  for  Coinstar,  1%  for  the  retailer). 

Coinstar  is  down  from  its  52-week 
high  last  summer  of  $34.  Not  helping  was 
Safeway's  decision  in  early  July  to  boot 
out  Coinstar  because  the  vendor 
wouldn't  give  the  food  chain  a  bigger  cut. 
But  even  without  Safeway,  its  third- 
largest  client,  Coin- 
star  is  undervalued, 
says  Dela field  Ham- 
brecht  analyst  Ray- 
mond Jones.  Its 
supermarket  penetra- 
tion is  deep:  It's  in  18 
of    the    20    largest 


chains — and  is  looking  to  expand  ir 
other  retailing  venues.  At  four  times  traili! 
earnings,  it  is  cheap.  —Lisa  DiCa 


Bad  Job 


Companies  wUl  start 
hiring  again,  right? 
And  they'U  first  turn 
to  temps,  right?  That 
wisdom  has  boosted 
shares  of  temporary- 
staffing  service  Robert 

HALF  INTERNATIONAL 

(20.  RHI)  75%   since 

they  hit  a  52-week  low  in  March. 

But  Theodore  Parrish,  a  comanager( 

the  Henssler  Equity  Fund,  says  techno 
ogy  advances  and  a  prolonged  economi 
slump  have  taught  companies  to  do  moi 
with  smaUer  staffs,  reducing  the  need  t 
take  on  temps.  Despite  three  moneylosin 
quarters,  analysts  estimate  the  compan 
will  earn  39  cents  per  share  in  2004  for 
forward  multiple  of  51.  Too  dear,  Parri 
says.  Short  the  stock  and  cover  at  $14. 

— Daniel  Kruge 
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Vhen  I  find  something  that  really  worlds,  I  stick 
yjth  it.  And  it  looks  like  I've  got  lots  of  company. 


-Head  Coach  Dan  Reeves 
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_  jCOR  ever  4IMI I  HUH  liypass  surgery  about  4  years  ago.  My  doctor  told  me  that  along  with 

,^ ^  __  and  exercise,  ZOCOR  could  lower  my  cholesterol,  which  Is  what  I  really  needed  to  do.  I've  always  felt 

Wdknovving  ZOCOR  Is  a  time-tested  medication.  You  should  too.  And  my  cholesterol?  ZOCOR  really  got  It  down. 

i:ML*-.iii^irT^ir::iT7K>ii!i  ^[^^^i^  Acnca 

tud/filflWi'il'Igh  cholimnPheart  disease  found  42%  fewer  deaths  from  heart  attack  among 
hose  taking  ZOCOR.*  One  tablet,  taken  once  a  day,  can  help  people  with  high  cholesterol  and  heart  disease  live  a 
Dnger,  healthier  life. 

ZOCOR  Is  a  prescription  medicine  and  Isn't  right  for  everyone,  including  women  who  are 
^^^^  r"T,-Jnt  Of  ^0  "'^y  '»®^°'"®  Pregnant,  anyone  with  liver  problems,  and  people  who  are  allergic  to  any 
li^elTts'^OCOR.  Unexplained  muscle  pain  or  weakness  could  be  a  sign  of  a  rare  but  serious  side  effect  and 
^ouid  be  reported  to  your  doctor  right  away.  Your  doctor  may  do  blood  tests  before  and  during  treatment  with 
raCOR  to  check  for  liver  problems.  To  avoid  serious  side  effects,  discuss  with  your  doctor  medicine  or  food  you 
wtOie  op  ZOCOR  (see  details  immediately  following  this  ad). 


When  diet  and  exercise  VBHB|i^i^^^^^Vf»'  V""'  ^^'  more  information  and  the 
free  Guide  for  Mana^ng  High  Cholesterol,  call  1-800-IVIERCK-75  or  visit  zocor.com. 


SULTS  MAY ' 

PLEASe'rEAD  the  Anwrmi^AliFORfi/iATION  aIoWMM  IMMEmAJELY  FOLLOWIfIG  THIS  AD. 


'''%  reduction  ^ 


W^cNCK 


1 1J//:,221  (ZOCOR)  vs  189/2,223  (placebo). 

,  .1  if  '/ou  quality  ca.l  t-800-MF.RCK-75. 
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It's  your  futr'e.  Be  the. 


ZOCOR 

(SIMVASTATIN) 


^no^?.^  ""°  ^"'^  SUMMARY  CAREFULLY,  AND  THEN  ASK  YOUR  DOCTOR  ABOUT 
|QeflB^  NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO 
PRESCRIBE  A  DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL 
DISCUSSIONS  WITH  YOUR  DOCTOR.  ONLY  YOUR  DOCTOR  HAS  THE  TRAINLNG  TO 
WEIGH  THE  RISKS  AND  BENEFITS  OF  A  PRESCRIPflONDRUG  FOR  YOU 


USES  OF  ZOCOR 

ZOCOR  IS  a  prescription  drug  thai  is  indicated  as  an  addition  to  diet  for  many  patients  witfi  high  cholesterol  when 

P.!^'''  'iTTf  ^°'  "^'''"'^  "'"^  '°'°""^  ^'"^  "is^^se  (CHD)  and  high  holester    ZOCOR 
s  indoted  s  an  addition  to  diet  to  reduce  the  risk  of  death  by  reducing  coronary  death  to  reduce  he  ^sk  of 
heart  a  ack,  to  reduce  the  risk  for  undergoing  cardiac  procedures  (coronary  artery  bypas'gang  an    eCa 
neous  transluminal  coronary  angioplasty),  and  to  reduce  the  risk  of  stroke  or  transient  ischemic  attack  (TIA) 
WHEN  ZOCOR  SHOULD  NOT  BE  USED 
Some  oeoniR  should  nnt  hks  ZOCOR  ni<;nii-;s  this  with  yniir  dnrtnr 

ZOCOR  should  nol  be  used  by  patients  who  are  allergic  to  any  ol  its  ingredients  In  addition  to  the  actii/e 
I  gre  lent  simvastatin,  each  tablet  contains  the  following  inactive  ingredients:  cellul    e  a    se  m  gnes  im 
slearale,  iron  oxides,  talc,  titanium  dioxide,  and  starch.  Butylated  hydroxyanisole  is  added  as  a  preservative 
Patienis  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  reoeated 
blood  lest  resulls  indicating  possible  liver  problems.  (See  WARNINGS.) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it  mav 
hT  hl""M  h"""'"  "'  '='"""'««""9  "90  should  not  take  ZOCOR  unless  t  is  hihy   n  ke  V 

=g5d:;'r,rfore:s  a't'oT  ^" '"''  '''°^' '''-"'  ^^"^  -  ^°^°^'  '^  '^"'  S 

Women  who  are  breast-feeding  should  not  take  ZOCOR 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  it  you  experience  any  unexplained  muscle  oain 

f  zScOR^'hrnlirh''?''  V"^ ''""  """"9  '"''"""'*  «"•'  ^OCOR  so  y'our  doctor  ca   decide 

7nrnp  R   T    .K*  '"""""■  ^"""^  P'"'*"''  ""^V  "^''^  '""S'=le  Pain  or  weakness  while  tak  no 

S  h     '.h"'  ""'  ""  '""""'  """'"  bteBMam  resulting  in  kidney  damage  The  risk  of 

muscle  breakdown  ,s  greater  in  patients  taking  certain  other  drugs  along  wTth  ZOCOR- 

*  fnl^K?"""?:  ''^^'=''"3"le'  keloconazole,  erythromycin,  clarithromycin  HIV  orotease 
nhib.tors   t  a  antidepressant  nefazodone,  or  large  guantities  ofLpL  i  iu  ce 

(>1  quart  daily),  particularly  with  higher  doses  ol  ZOCOR  Sfape'""!'  luice 

*  hiStses  o'zoioR.'"'  "  "'"""'''"'  '"'''  '-^^  »^''^^»  -  --•  Pa^-'ar-V  with 

*  Amiodarone  or  verapamil  with  higher  doses  of  ZOCOR. 

The  risk  of  muscle  breakdown  is  greater  at  higher  doses  of  simvastatin 

Tl..  M  .1  mM  l,„.„.„  i,  ,„.,„  ,„  „„.„  „„  ,„,,^  ^^^^  ^ 

on  20  mg  of  10^1  .nolZTSIr;^^^  "-  ^^V™  l  vels  Palienis  were  started 

.?eltttitrzocV;t"p;^:!!,^:,Sr rl^flL'?,  ^""^  ''r  ^"^^-^  »«-«  Vou  star, 
year  o.  treatment  or  unNM  yl     m^^^^^^  semiannually)  lor  your  firs, 

mo  dose  should  recei .  •  ,  L"  ,  ii  3  T.tl     """■  '^'"'""''  "'"'«"  '» '"«  B"" 

should  order  more  frei,,,,  '!,,—    **■  "  ^™'  ^"'^^«  '^^^'^  '"grease,  your  doctor 

disconlinue  your  medicalior,  ' '  '"•'"'  '^™'"  """^"^"^  "'S^.  your  doctor  should 

Tell  your  doctor  about  any  liver  disea;-'  vou  mav  havp  h;.fi     ,',  ■  ,>«i  ,„h  ,k    ,  k 

sume,  ZOCOR  should  be  used  with .  ,v  .  XSstt  ^rSS/rToSr  '"  """ 

PRECAUTIONS 


Drug  Interactions:  Because  of  possible  serious  drug  interactions,  it  is  important  to  tell  your  do 
other  drugs  you  are  taking,  including  those  obtained  without  a  prescription.  You  should  a  so  el  othfi 
who  are  prescribing  a  new  medicine  for  you  that  you  are  taking  ZOCOR*  (simvastatin)  ' 

ZOCOR  can  interact  with  the  following: 

•  Itraconazole 

•  Keloconazole 

•  Erythromycin 

•  Clarithromycin 

•  HIV  protease  inhibitors 

•  Nefazodone 

•  Cyclosporine 

•  Large  quantities  of  grapefruit  juice  (>1  quart  daily) 

J!ien  310^^°""^^ ''  '^'"  '""''''"  "^  '^'  ""'°"'"8  I'Pi'J-lowering  drugs  that  can  cause  myopatf 

•  Gemfibrozil 

•  Other  fibrates 

•  Niacin  (nicotinic  acid)  (>1  g/day) 

The  risk  of  muscle  breakdown  is  increased  with  other  drugs- 

•  Amiodarone 

•  Verapamil 

fhinTpr'?!'""  "^'"^  liPid-lowering  agents  similar  to  ZOCOR  and  coumarin  anticoagulants  (a  type  t 

hn  hI  '   k''".""'"^  ^^'"""^  '""""  '"^^^3sed  blood  clotting  time.  Patients  tak n   these  ml 

should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  con^nue  to  be  mon? 

Central  Nervous  System  Toxicity;  Cancer,  Mutations,  Impairment  of  Fertilltv-  Lik 

rescrip  on  drugs.  ZOCOR  was  required  to  be  tested  on  animals  before  t  wa^m  rkel  d  fo  umantt 
ese  tests  were  designs  to  achieve  higher  drug  concentrations  than  humans  achieve  at  re   mmeded 

doses  01  ZOCOf^  the  likelihood  ol  certain  types  of  cancerous  tumors  increased  No  evidence  of  mutatioi) 
damage  to  genetic  material  has  been  seen.  In  1  study  with  ZOCOR,  there  was  decS  tertiUlyl  mail 
Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus 
Safety  in  pregnancy  has  not  been  established  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR  the 
be  n  rare  reports  of  birth  defects  of  the  skeleton  and  digestive  system.  Therefore  Lorn    of  chS 
uld  not  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant  If  a  w  m    d  es  e   m 

orOR  ^  '2f '°'hh'.'h?""  ^'°P ''''"'  '^^  ^'"S  and  talk  to  he?  doctor  at  o  ™  Th  actS  n 
ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3  times  the  hurliar 
Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk  Because 

Pediatric  Use:  ZOCOR  is  not  recommended  for  children  or  patients  under  20  years  of  age 
n!,T"l  "**■  "'^^"  "'""^  "'^"  °'  ^"^"^  ''^Q  "«"=  seen  in  elderly  patients  (70-78  years  ol  aael 

Z  c"r  :: rieaSean^rT  °' f :  ' '''''  '"  °''"  '''''''■  '^^  cholesterKr; 
01  zutuH  were  at  least  as  great  in  elderly  patients  as  in  younger  patients  and  there  were  no  overall , 
ences  in  salety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range. 
SIDE  EFFECTS 

Most  patients  tolerate  treatment  with  ZOCOR  well:  however,  like  all  prescription  druqs  ZOCOR  can  cau^ 
IS.  and  some  o  them  can  be  serious.  Side  effects  that  do  occur  re  usually  m    and  short  iS  0 

^^Zlmrm^'^^^^T^  In  a  large,  long-term  study  p 

Tl  i  ??  T"""'^  '"^'^"  '"^'  '^''^'  •"  '"ose  patients  taking  placebo  (sugar  pill     Some  of  tt, 


^! 


Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas,  heartburn  stomach  pain/cramps  ano 
OSS  of  appe  te,  nausea,  inflammation  of  the  pancreas,  hepalili,  jaundice,  fatty  chles  the  ivT  and  r 
severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer.  ' 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness:  loint  pain:  muscle  breakdown 
ntT.^^,  ^!^'*"','  °'^'"^^^'  ^^^'^^^^^'  '"5'"^"'3-  ""gling.  nieniory  loss,  damage  to  nerves  causino  ii 
chic  disSanr' ''"'""" '""°' ''™™" ''"'''°"''  '"'''^'  '''"'"'"■  t''mo°.Tosrof  balanT 
Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  tasle  sensation,  progression  of  cataracts,  eye  muscle  weakness 
Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  of  symptoms  have  been  rem 
ZZT"  Tl  °'  '°^''^" '"  9™"P^  ^"^""'' '°  35  3  syndrome)  that  ap  eared  to  be  base   '„  Z 

.  n      ,"^  "*"  T^  r"^  ^'  '''^'  ^'^'''  ^'''  ™'"<*^<'  1  0'  ™re  01  th  lollowi  g  a  severe  g  na  i 
hn     i    I    *' '"'"?  '^°'^"'''  °'  *"''^^'  "^^«'"9-  "'Sestive  symptoms,  and  low  blood  pure  an 
0   ,  an  allergic  reaction  with  swelling  of  the  face,  lips,  tongue,  and/or  throat  with  ZculL  sw  lol 
breathing:  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune  ys  mm  vLkortn 

d^s  rSS  cXithTcf ,:'  T  ^^"^'  '""^™™"°"'  --ZSSSruSa 
t  sts  in  lamed  or  n  I  n  1,  h  "'1V"  '""""■ '""'"°"'  °'  '"°°'^  ^""""9  P'^lems)  or  abnormal  r 
fn,  f^  h   T      P  J  "'  """'5'  ^""'  '3''9"«  3nd  weakness:  sensitivity  to  sunlight  fever  chifis  flushm 

e  K     Sin^mur  me"  T'"'  T ''" '™"  "'' '°  '  ^^™"5  ^-"*'^  sheddin  of  "k   aii , 
me  oooy,  including  mucous  membranes  such  as  the  lining  of  the  mouth, 

other:  Loss  of  sexual  desire,  breasi  enlargemeni,  impotence 

thSSioTaSt? '"  "'  ^''™™''""  '"'"^'"3  '^'''''  ^'^^''"^  P'^-P'^^'-  '^'^  Min^ 

!i?J™  l*^'^  summary  provides  Important  information  about  ZOCOR  If  vou  would  like  mi  T' 
S'iZitXr  '"'" "  '''""''"'  •"  '^' '""  '""'  '"^  P-cribin'grorrtl'anT*  }. 


Before  starting  treatment  wilh  ZOCOR  try  lo  lower  uniir  rhniwh.,.-  k     ,u 

exercise,  and  weight  toss  Ask  your  doc  oabouhrbLTloS^^  T^"''  '''^  ''  <"«'■ 

cause  high  cholesterol  should  also  be  ST  '  ^  ^  '"""  ™'""'  P"""^'"s  fat  cm 


ZOCOR  is  a  registered  trademark  of  Merck  &  Co,,  Inc. 
©2002  Merck  &  Co..  Inc.  All  rights  reserved. 
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M  MY  MIND 


William  Easterly,  professor  of  economics  at  new  york  university, 

DR  FELLOW  AT  THE  CENTER  FOR  GLOBAL  DEVELOPMENT  AND  FORMER  RESEARCH  ECONOMIST  AT  THE  WORLD  BANK. 

Playing  the  Aid  Game 

President  Bush  went  to  Africa  and  all  we  got  was  this  lousy  aid  program. 

PRESIDENT  VISITS  A  CONTINENT  OF  SUFFERING  PEOPLE.  AT  A  Meanwhile  donors  poured  $2  billion  into  road  rehabilitation, 

when  the  U.S.  is  at  war  against  a  determined  enemy,  he  argues  But  insufficient  maintenance  meant  roads  deteriorated  faster 

national  security  is  tied  to  the  fate  of  poor  nations.  We  must  than  they  could  be  rebuilt.  That's  a  relatively  small  example.  On 

lore  selective,  he  insists,  in  choosing  the  recipients  of  our  aid.  a  much  grander  scale,  African  AIDS  has  unfolded  on  the  donor 

President  George  VV.  Bush?  Guess  again.  John  F.  Kennedy  agencies'  watch,  a  tragedy  that  was  anticipated  years  in  advance, 

t  to  Latin  America  in  1961  and  announced  the  Alliance  for  Aid  groups  have  responded  to  their  own  faUure  to  promote 


jress,  with  the  same  call  for 
rm.  Now  it  is  Africa  and  the 
lennium  Challenge  Account. 
;ign  aid  history  has  a  way  of 
rating  itself. 

If  President  Bush  is  serious 
ut  wanting  to  cure  what's  ail- 
foreign  aid,  he  did  not  need  to 
'el  to  Africa  to  diagnose  the 
blem.  Washington,  D.C.  is  the 
ter  of  the  malady. 
The  nation's  capital  is  home 

collection  of  the  world's  most 
iccountable  bureaucracies — 
ional  aid  agencies  like  the  U.S. 
;ncy  for  International  Develop- 
rit  and  international  organiza- 
is  like  the  World  Bank.  Not  far 
ly,  in  New  York  City,  is  an  addi- 
lal  alphabet  soup  of  UN  agen- 
5.  These  groups'  intended 
;nts,  the  poor  people  of  poor 
intries,  have  no  way  of  giving 
dback  on  the  groups'  perfor- 
nce.  Is  the  aid  even  reaching  them?  Is  it  helping? 

A  Hollywood  studio  knows  from  ticket  sales  whether  it  has 
)duced  a  Spider-Man  or  an  Ishtar.  The  aid  bureaucracies  have 

analogous  way  for  customers  to  register  their  pleasure  or 
)ulsion.  The  result  is  that  foreign  aid  bureaucracies  are  pro- 
cing  way  too  many  Ishtars. 


"The  ncaion's  capital  is  home  to  a  collection  of 
the  world's  most  unaccountable  bureaucracies. 
Is  aid  reaching  poor  people  of  poor  countries?" 


economic  growth  by  adding  more 
goals.  This  is  kind  of  like  the  bas- 
ketball team  with  a  losing  score 
asking  for  the  game  to  be  decided 
on  who  had  the  best  tattoos. 

Now  aid  agencies  and  the  UN 
have  signed  on  to  a  set  of  Millen- 
nium Development  Goals,  which 
seek  to  attain  multitudinous  ob- 
jectives by  the  year  2015.  These 
range  from  public  relations  win- 
dow dressing  ("develop  a  global 
partnership  for  development")  to 
desirable  goals  that  the  agencies 
have  little  power  to  achieve  ("em- 
power women").  There  is  no  dis- 
cussion, in  any  of  the  innumerable 
meetings,  devoted  to  the  matter  of 
tradeoffs  between  goals  or  to  which 
initiatives  can  achieve  what  the 
poor  really  want  most  out  of  very 
scarce  foreign  aid  resources. 

A  recent  World  Bank  study 
even  proposed  reducing  civil 
wars  as  another  Millennium  Development  Goal.  World  Bank 
President  James  Wolfensohn  has  his  own  grandiose  list  of  14 


goals,  each  of  which  has  multiple  subgoals,  like  promoting  "the 
spoken  word  and  the  arts."  Is  diat  what  poor  people  want  most? 
President  Bush  should  think  in  terms  of  small  steps.  For  a 
mg  way  too  many  .sn^ur.  start,  ask  the  aid  groups  to  design  their  proj'ects  in  ways  that  lend 

Africa's  the  most  intensive  recipient  of  foreign  aid  of  any     themselves  to  independent  assessment.  Academic  researchers 
.tinent  on  the  globe,  a  total  of  $14  billion  in  2001.  Yet  Africa's      have  already  made  progress  m  evaluatmg  such  specific  initiative 
,vnh  in  output  per  person  has  declined  from  I.50/0  per  year  in      as  school  decentralization  and  treating  children  for  in^stma 
•  1960s  and  1970s  to  zero  in  the  1980s  and  1990s.  Meanwhile      parasites.  The  agencies  could  experiment  with  new  methods  of 
;eign  aid  to  Africa  increased  from  70/0  of  its  income  in  the      aid  delivery,  like  cash  grants  to  extremely  poor  individuals,  and 
60s  and  1970s  to  I60/0  m  the  1980s  and  1990s. .  then  scrutinize  the  results.  Overall,  the  aid  agencies  should 

About  the  onlv  growth  industry  m  Africa  is  donor  bureau-      undergo  periodic  independent  audits  of  their  effectivenes 


acy.  One  study  found  that  Tanzania  had  to  prepare  2,400 
ports  a  year  to  satisfy  foreign  aid  donors,  who  sent  1,000  sep- 
ate  official  delegations  to  meet  with  government  officials. 


In  Africa  President  Bush  saw  the  aftereffects  of  failed  and, 
less  commonly,  successfril  aid  projects.  It's  time  to  ask  aid  agen- 
cies to  find  a  way  to  discriminate  between  the  two.  "     F 
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Miracles  and 
Tragedies 


Adriane  Riddle,  the  20-year-old  can- 
cer survivor  we  featured  in  our 
cover  story  on  the  promising  new 
cancer  drug  Iressa,  died  in  June.  The  non- 
smoking college  water  polo  star  had  come 
down  with  lung  cancer  at  age  18.  After 
antiproliferative  chemicals  failed  to 
shrink  tumors  in  her  lungs,  she  took 


traZeneca  that  had  produced  a  handful  of 
miraculous  recoveries  while  failing  to 
help  the  large  majority  of  patients.  While  , 
Iressa  did  shrink  Adriane's  lung  tumors, 
it  didn't  prevent  the  cancer  from  spread- 
ing to  her  brain.  According  to  her  grand- 

mother,  Betty  Riddle, 

Adriane  had  no  re- 
grets about  taking 
the      experimental 

M—  — •T^BT  ^^^^  ^^^  hoped  her 
«bJ  HW  participation  would 
someday  benefit  other 
cancer  patients.  As 
she'd  done  through- 
out her  life,  Adriane 
spent  her  last  few 
months  helping  oth- 
ers. Nearly  1,000 
people  attended  her 
funeral  in  San 
Bernadino,  Calif. 
The  news  is  brighter  for  two  other  pa- 
tients we  proffled.  Janese  Lesser  remains 
essentially  cancer- free  3V2  years  after 
being  diagnosed  with  incurable  lung  can- 
cer. Her  appetite  has  returned  with  such  a 
vengeance  diat  she  recendy  had  to  go  on  a 
diet,  and  her  husband.  Rick,  held  a  100- 
person  25th  wedding  anniversary  bash  in 


Iressa  patient,  Charles  Riley  of  Tarryta 
N.Y.,  also  remains  in  remission  two  y( 
after  his  diagnosis,  and  just  celebrated 
son's  fifth  birthday. 

The  Food  &  Drug  Administration 
proved  Iressa  on  May  5,  albeit  only 
lung  cancer  patients  who  have  alresr' 
failed  conventional  chemotherapy.  A 
condition  of  approval,  AstraZeneca  m 
conduct  three  follow-up  trials  to  confi. 
the  drug's  effectiveness.  Iressa  treatmr 
wiU  cost  $23,000  a  year.  —Robert  Langts 

APRIL  r4.  2003 


Colorfast? 


Iressa,  an  experimental  drug  made  by  As-      July  to  celebrate  her  recovery.  Another 


When  trucking  company  Yellow  Corp.  < 
cided  to  acquire  archrival  Roadway  in  a ' 
billion  deal  in 
early  July,  Yel- 
low Chief  Exec- 
utive  William 
Zollars       sur- 
prised the  in- 
dustry by  an- 
nouncing that 
the  two  compa- 
nies would  con- 
tinue to  operate 
separately. 
Instead    of 


85  YEARS 


/JULY  13, I9ia 


Sdldiers' Story  The  soldiers  of 

today  will  be  our  rulers  of  tomorrow.  The 

virile  men  composing  this  psrty  will  not  be 

spineless,  they  will  not  be  mugwumps,  they 

wt!!  not  be  meek-and-mild  or  milk-and- 

■n-v^er  specimens,  they  will  not  be  pliant 

they  will  not  be.  submissive 

•    "i3t  they  bared  their 

r.tiof!  -irninst  an  unthinkable  fate,  these 
I  HIS,  determined  men  will  de- 

i  If  op-;    V'  I  ewarded,  There  vvili  unques- 
•^ng  thorn  who  will  ciaim  that,  the  na- 
^  'i^on,,  it  is  iheir  right  to  have  a 

'■:  .r'faics  of  r!>e  nation. 


iMaksng 

brmally,  the 

foi  a  'iiffprffH 


^nniC  h)ni;.e  Mae  or,  more 


"-  I  could  be  in 
-i  Street.  Grun- 


tal  &  Co.  economist  Elliot  Schneider,  who  describes  himself  l. 
"oldest  living  analyst  in  Fannie  Mae,"  has  put  his  name  in  the  i. 
ning  for  one  of  ten  shareholder-elected  seats  for  the  Associafie 
a  private  corporation  chartered  by  Congress  to  provide  mortga 
funds  for  housing.  Schneider  and  others  think  Fannie  Mae  shot 
be  run  like  the  profitmaking  business  Congress  wanted  it  to  be. 
is  unhappy,  for  instance,  because  the  board  failed  to  raise  the  dj 
idend  this  year  despite  rising  earnings. 

/DECEMBER  26.  1988 

What  Africa  Learned  From  Americ 

Zaire's  Mobutu  is  putting  Gbadolite.  his  hometown  of  37,000  inhaj 
itants.  on  the  map  with  a  mammoth  four-story  palace  and  a  branj 
new  airport  for  daily  Boeing  737  service  to  this  remote  village  of  mi 
huts  and  dugout  canoes.  In  Gabon,  President  Bongo  has  run  a 
billion  railroad  to  Franceville.  Franceville?  It's  Bongo's  home  villa. 
Some  in  Washington  fulminate  against  this  use  of  millions  . 
poverty-stricken  countries  that  are  unable  to  pay  even  a  token 
their  foreign  debts.  But.  since  the  U.S.  Congress  taught  'em  t„ 
ban-tling,  and  since  the  U.S.  is  now  also  a  debtor  nation,  our  prote 
to  African  chieftains  are  not  paid  much  heed  these  days 
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IPPOCBATIC  OATH. 

UDGES  TAKE  A 
nitoHTiTiiTIOMAL  OATH 

rH^"^  ABOUT 
DFTWABE  MAKERS? 


As  the  world's  leading  provider  of  business  application 
are,  we  have  an  enormous  responsibility  to  you,  our 
mers.  After  all,  you've  entrusted  your  business's  future  to 
roducts  -  and  our  reputation.  So  we'd  like  to  take  a  few 
ents  to  define  our  commitment  to  you.  It's  not  exactly  an 
But  for  us,  It's  written  m  stone. 

SOFTUWARE  THAT  WORKS 

We  don't  rush  SAP*  solutions  into  the  marketplace.  They're 
eered  for  stability  and  reliability,  then  tested  and  retested 
sure  it.  Which  makes  them  the  perfect  choice  for  mission- 
al  business  processes. 

Altogether,  we  spend  more  than  $1  billion  a  year  on  re- 
h  and  development.  Think  of  it  as  an  investment  in  your 
•  of  mind. 

OPTIONS  THAT  PROTECT  YOUR  INVESTMENT 

We're  constantlv  looking  for  new  ways  to  help  you  reduce 
and  limit  your  financial  risk. 

Here's  one  way:  our  breakthrough  open  technology 
orm,  SAP  NetWeaver  :  It  enables  you  to  make  use  of  your 
ng  software  investments,  plus  choose  any  software  you 
:  in  the  future  -  SAP  or  non-SAP  The  result:  significantly 
r  integration  costs,  as  well  as  lower  total  cost  of  ownership. 
SOLUTIONS  THAT  FIT  YOUR  BUSINESS 

What  does  a  small  pharmaceutical  manufacturer  have  in 
mon  with  a  huge  financial  services  company?  Frankly,  not 
.  Which  is  why  we  offer  customized  solutions  for  23  differ- 
industries,  as  well  as  solutions  scaled  specifically  for  small 
midsize  businesses.  After  all,  you  want  solutions  that  fit, 
almost  fit. 


SERVICE  THAT'S  SECOND  TO  NONE 

Even  the  best  software  is  useless  without  top-notch 
support.  So  we'll  always  stand  behind  you.  In  fact,  130,000 
consultants  will  be  behind  you.  It's  called  the  SAP  Customer 
Services  Network. 

They  can  help  you  strategically  plan  for,  implement, 
operate,  and  continually  improve  solutions.  Their  goal  is  to 
maximize  your  return  on  investment  and  help  you  realize 
your  objectives  faster  than  ever. 

A  PeOMISE  THAT  WE'LL  EE  MERE 

We've  been  in  business  for  over  31  years.  Today,  29,000  of 
our  employees  are  servicing  19,600  customers  in  120  countries.  As 
you  can  probably  deduce  from  those  numbers,  we're  committed 
to  being  your  trusted  partner  for  the  long  term.  Evidently,  that 
commitment  has  not  gone  unnoticed.  As  BusinessWeek  Online 
recently  commented:  "In  a  world  where  being  safe  is  sexy, 
SAP  may  be  the  biggest  eye-catcher  on  the  block." 
FEEL  LIKE  TALKING? 

Lately,  there's  been  a  lot  of  turmoil  in  our  industry. 
Hopefully,  you  haven't  been  affected. 

But  if  you  are,  you  should  know  that  you  have  an  alter- 
native: a  company  whose  main  priority  is  its  customers'  needs; 
a  company  that  places  the  utmost  importance  on  relationships; 
a  company  that  will  be  here  for  you. 

If  you'd  like  to  talk  to  that  company,  call  us  at  1 800  940 1727 
or  visit  sap.com/commitment 


THE  BEST-RUN  BUSINESSES  HUN  SAP 


SAp""aG.  sap  and  a«  sap  logo  are  trademarks  and  registered  trademarks  of  SAP  AG  in  Germany  and  several  other  countries. 


FOLLQW-THRniifiH 

cutting  costs  by  closing  some  of  his  600 
terminals  or  thinning  out  a  few  of  his 
40,000  workers,  Zollars  says  he  expects 
only  $45  million  in  annual  cost  sa\'ings 
within  the  first  year — mostly  fi-om  con- 
solidating departments  like  purchasing, 
payroll  and  benefits.  That's  less  than  1% 
of  the  two  companies'  combined  $6  bil- 
lion in  sales. 

What  gives?  This  is  the  guy  FORBES 
described  in  AprU  as  leading  a  dramatic 
turnaround  at  Yellow.  Starting  in  1996,  he 
reengineered  inefficient  operations  and 
reftised  to  play  a  cutthroat  pricing  game. 
But  Zollars  insists  that  Roadway,  unlike 
Yellow  in  1996,  is  a  strong  brand  with 
loyal  customers.  Instead  of  slapping  the 
Yellow  name  on  Roadway's  trucks,  Zollars 
wants  to  make  each  brand  more  distinc- 
tive. For  instance.  Yellow  might  offer  top- 
flight service  with  all  the  frills,  while 
Roadway  could  excel  as  the  lowest-cost 
provider.  Right  now  30%  of  the  compa- 
nies' customers  use  both  brands. 

"A  lot  of  carnage  in  this  industry  has 
come  when  companies  try  to  slam  to- 
gether and  rip  out  costs,"  Zollars  ex- 
plams.  "It  leads  to  change,  and  customers 
flee.  Our  strategy  is  lower  risk." 

Zollars'  intentions  will  be  vetted  by  a 
skeptical  Teamsters  president.  In  a  press 
release  James  Hoffa  said,  "There  appears 
to  be  no  apparent  economic  value  [to 
the  merger]  without  reducing  opera- 
tions or  a  significant  rebound  in  the 
economy." 

Prove  him  wrong.  Bill. 

— Christopher  Helman 

MARCH  18    2002 


After  Nafta 


Can  a  foreign  company  use  Nafta  to  fight 
an  outrageous  state  jury  award?  Not  ac- 
cording to  a  unanimous  June  ruling  by  an 
international  tribunal.  We  raised  the 
question  in  a  story  about  the  Loewen 
Group,  a  Vancouver  hmeral-home  com- 
pany that  went  bankrupt  after  a  Missis- 
sippi jury  handed  down  a  $500  million 
award  against  Loewen  in  what  should 


■'on  contract 


have  been  a  routine  $' 
dispute.   Loewen   aio.     :    the   verdict 
amounted  to  an  unfair      :  r-nMiation  of 
its  property,  and  diat  the  L.     .     crnment 
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What's  better  than  the  millions  you'll! 
technology?  The  fact  that  we'll  guarant( 
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CONTROLS 
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FOLLOW-THROUGH 

was  responsible  under  Nafta.  In  June  the 
trade  tribunal  found  the  trial  "was  so 
flawed  that  it  constituted  a  miscarriage  of 
justice."  Yet  the  decision  ultimately  went 
against  Loewen,  because,  said  the  tri- 
bunal, the  company  had  failed  to  pursue 
remedies  under  U.S.  law.  Since  our  story 
ran,  international  tribunals  have  dis- 
missed two  other  Nafta  cases  against 
the  U.S.  government.  Three  others  are 
pending.  — Michael  Freedman 

MARCH  18, 2002 

Naughty  Business 

Since  we  wrote  about  porn  distributor 
New  Frontier  Media,  its  chief  executive, 
Mark  Kreloff,  has  faced  a  swirl  of  contro- 
versy. After  surviving  a  boardroom  revolt 
last  summer,  he  resigned  in  February. 
Then  in  July  Kreloff  launched  a  campaign 
to  take  the  company  private  by  seeking  a 
$35  million  buyout  of  New  Frontier's  19 
million  outstanding  shares.  The  com- 
pany's biggest  shareholders  are  SAC  Capi- 
tal Advisors,  John  A.  Levin  &  Co.  and 
Barclays  Bank.  If  the  buyback  works,  it 
could  put  Kreloff  back  in  charge  of  Boul- 
der, Colo. -based  New  Frontier,  whose 
stock  has  tripled  since  Kreloff  quit.  But 
New  Frontier's  Erotic  Networks  President 
Ken  Boenish  dismisses  Kreloffs  move  as 
a  publicity  stunt.  One  potential  boost  for 
New  Frontier:  The  company  is  in  talks 
with  struggling  Adelphia  cable  to  offer  its 
racy  Pleasure  cable  channel. 

— Dirk  Smillie 

JULY  7.  2003 

Remote  Control 

Last  month  we  wrote  about  the  cable  in- 
dustry's efforts  to  lobby  state  politicians 
for  a  satellite  TV  broadcaster  tax.  Score 
one  for  the  cable  guys.  On  June  26,  Ohio 
Governor  Bob  Taft  signed  into  law  a  6% 
satellite  TV-only  sales  tax  on  Ohio's  ap- 
proximately 700,000  direct  broadcast 
satellite  customers.  DirecTV  and  EchoStar 
immediately  filed  suit,  claiming  the  tax  is 
unconstitutional.  Both  companies  are 
also  threatening  to  sue  North  Carolina  if 
it  doesn't  refund  $30  million  of  satellite- 
only  taxes  paid  by  their  customers. 

— Matthew  Swibel 
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in  the  Hole 


Hank  Greenberg,  betrayed  by  a  protege  who 
quit  to  run  a  big  AIG  rival,  may  be  about  to  get 
even,  by  Bernard  condon 

MAURICE  (HANK)  GREENBERG,  THE  PRICKLY  PATRI- 
arch  of  insurer  American  International  Group,  has 
had  a  thorn  in  his  side  for  years:  a  former  protege 
named  Brian  Duperreault.  Duperreault  worked 
for  Greenberg  for  21  years,  rising  to  run  AIG's  vast  foreign 
operations  before  defecting  in  1994  to  run  rival  Ace  Ltd. 

Since  then  Greenberg's  ex-lieutenant  has  poached  half  a 
dozen  key  AIG  executives.  The  unkindest  cut  came  in  Novem- 
ber 2001:  Duperreault  hired  the  78-year-old  Greenberg's 
younger  son,  Evan  Greenberg.  Evan,  46,  was  once  Hank's  heir 
apparent  at  AIG;  he  is  now  Ace's  president.  At  a  briefing  for 
analysts  a  few  years  ago,  AIG's  chief  dismissed  Ace  thusly  "Is 
that  a  bandage  or  something?"  He  knows  all  too  well  what 
Ace  is:  his  fastest-growing  big  U.S.  rival.  Its  net  premiums 
rose  270/0  (to  $8.1  billion)  last  year,  compared  with  14%  for 
the  U.S.  prnj-erty  and  casualty  industry  as  a  whole. 

But  Hank  Greenberg  may  yet  get  even,  via  an  arcane  legal 
struggle  he  laimched  eight  years  ago.  In  state  superior  court  in 
San  Francisco,  AIG  essentially  accuses  Ace  and  a  predecessor 
companyo:  i-  ■  ;  ,,;  dge  billions  ofdoUars  in  asbestos  claims 
r  Tr^r*  ^■'^^raice  policies  out  of  its  Insurance 

•  "^  '^^™  ^'''  '^^''»rv  in  '.o  a  tiny  underamded  rump 

company  called  (x-nt         ,  .iemnity.  AIG  calls  this  "a  shell  game  " 
Adding  to  the  intr>;,.ue:  Just  as  Ace  was  buying  ina  and 
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Other  properties  fVom  Cigna  in  1999,  almost  $2  billion  of  assets  was  r 
diverted  fi-om  INA  to  another  unit  included  in  the  deal,  regulatory, a 
documents  show  That  could  put  those  assets  out  of  reach  of  policy-  a 
holders  should  Century  Indemnity  go  broke-a  distinct  possibility.    « 

Greenberg  argues  that  Ace's  INA  should  take  the  hit— and  Cali- 
fornia policyholders  should  be  able  to  tap  it  for  money— if  the  tiny 
Century  falters.  If  the  court  concurs,  Century  policyholders  in  other 
states  may  sue  for  the  same  fallback.  Ace  insists  it  is  insulated  fi-om 


in 
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allout  and  that,  in  a  collapse,  the  asbestos  policyholders  legally 

n  their  own. 

lIG  says  Greenberg  is  motivated  by  "principle,"  not  malice. 

i-ers  shouldn't  be  allowed  to  abandon  policyholders  they  sud- 

Y  deem  too  costly.  Ultimately,  AIG  says,  big  insurers  would  have 

■ver  the  losses  if  too  many  wobbly,  waDed-off  subsidiaries  ended 

1  default.  .\IG  also  notes  that  it  had  been  fighting  for  this  princi- 

3ng  before  Ace  bought  INA. 

Jut  note  that  Greenberg  is  pressing  his  case  at  a  vulnerable  time 


Ace.  Mounting  claims  at  the  asbestos  unit.  Century,  forced  Ace  to 
rease  reserves  by  $2.2  billion  last  December.  That  consumed  90% 
a  rainy-day  fund.  Moreover,  in  three  years  the  amount  of  money 
ed  to  Ace  by  other  insurers  has  grown  60%  to  $14  billion— an 
rmmg  3.5  times  Ace's  tangible  equity;  the  comparable  ratio  at  AIG 
».5.  This  raises  the  specter  of  what  might  happen  to  Ace  if  the  insur- 
,  can't  or  won't  pay  up. 
The  dispute  began  in  1995,  when  INA,  a  Philadelphia  insurer 


then  owned  by  Cigna,  asked  Pennsylvania  state  regulators  to 
let  it  carve  out  a  new,  legally  separate  company  and  load  it 
with  INA's  yawning  claims  for  asbestos  and  environmental 
damage.  By  shedding  that  business  INA  hoped  to  land  a  bet- 
ter credit  rating.  Greenberg  protested  to  regulators,  who 
nonetheless  granted  the  INA  split-off.  Greenberg  moved  his 
fight  to  the  Pennsylvania  Supreme  Court,  which  in  July 
1999  ruled  that  regulators  had  followed  "correct  proce- 
dures." Interestingly,  the  court  said  INA  policyholders,  who 
hadn't  yet  bothered  to  complain,  could  sue  over  the  move. 
Spurned  in  Pennsylvania,  Greenberg  in  late  1999  took 
his  fight  to  California,  where  a  company  can  sue  even  if  it 
hasn't  been  harmed,  so  long  as  it  can  show  it  is  trying  to 
protect  the  public.  In  a  suit  filed  in  San  Francisco  AIG 
argued  that  state  law  required  INA  to  get  California  policy- 
holder consent  to  the  split-up.  In  May  2000  Greenberg  lost 
yet  again.  The  trial  court  ruled  that  AIG  had  no  ground  on 
which  to  sue  and  that  AIG's  claim  of  a  risk  to  policyholders 
was  "speculative." 

But  in  July  2001  the  California  Court  of  Appeal  over- 
ruled that  decision  and  sent  AIG's  plaint  back  to  San  Fran- 
cisco. The  appeals  court  also  said  notices  sent  by  INA  to 
policyholders  informing  them  of  the  split  "implied  that 
nothing  of  consequence  had  occurred"  and  thus  were 
"likely  to  deceive,"  which  could  be  argued  to  constitute 
"fraud."  Strong  words. 

In  March  of  this  year  AIG  asked  the  trial  court  for  a 
summary  judgment  to  essentially  make  INA  liable  if  Cen- 
tury can't  pay  Its  filing  describes  an  embarrassing  e-mail  at 
INA  recommending  that  customer  notices  be  worded  to 
"make  this  entire  thing  seem  like  a  nonevent."  The  notices 
eventually  mailed  out  said  that  Century  Indemnity  would 
now  be  "handling"  and  "managing"  claims,  avoiding  the 
word  "insuring." 

Ace  responds  that  the  wording  was  at  worst  an  attempt 
to  "avoid  confusing"  policyholders,  not  to  mislead  them.  In 
any  case.  Ace  says  policyholders,  not  AIG,  should  be  the  ones 
bringing  the  matter  to  court.  It  says  AIG  has  an  ulterior 
motive:  to  raise  doubts  about  INA's  "viability"  with  regula- 
tors and  rating  agencies,  potentially  "jeopardizing"  the  very 
policyholders  AIG  claims  to  defend.  Arguments  began  July 
17.  No  matter  which  side  wins,  an  appeal  is  likely. 

It  is  unclear  whether  AIG  lawyers  also  may  seize  on  a  sec- 
ond line  of  attack — the  diversion  of  $1.7  bOlion  in  assets 
fi-om  INA.  In  1999  Ace  acquired  Cigna's  property  and  casu- 
alty insurance  business,  including  INA  and  related  units. 
Regulatory  filings  show  that  before  the  deal  closed,  in  July 
1999,  Cigna  shifted  the  $1.7  billion  out  of  INA,  leaving  it 
with  just  18%  of  its  former  assets.  Most  of  that  money 
ended  up  at  a  sibling,  now  named  Ace  American  Insurance, 
which  isn't  as  directly  at  risk  for  the  pending  asbestos 
claims.  "There's  no  obvious  reason  for  the  move  of  assets, 
and  it  looks  questionable  in  hindsight,"  says  Alice 
Schroeder,  an  advisory  director  at  Morgan  Stanley.  Ace 
declines  to  comment  on  this  asset  shuffle.  F 
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Whatever  it  does,  somebody  is  going  to  take  offense. 

You  might  think  a  retailer  would  welcome  a  new  serv 
for  customers  right  outside  its  door.  The  problem  is  t 
Home  Depot  has  a  thriving  business  of  renting  out  on-tl 
books  contractors  who  install  its  water  heaters  and  windc 
and  whatnot.  If  it  condones  cheap  labor  cutting  into  tl 
business,  the  contractors  will  raise  hell.  Store  customers  h: 
been  squawking  about  the  day  laborers,  too.  The  compa 
says  complaints  about  "theft"  and  "violence"  have  be 
pouring  in 

Then  there  is  the  matter  of  setting  a  bad  precedent.  Hoi 
Depot  has  a  no-solicitation  policy— and  is  prepared,  if  need  be 


i 
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Damned  If  You  Do 

Can  Home  Depot  call  the  cops  on  members  of 
an  ethnic  community  it's  courting? 

BY  BERNARD  CONDON 

UST  DAYS  AFTER  ELUDING  THE  POLICE  BY  CROUCHING 
behind  a  garbage  can,  Roberto  Perez  returns  to  the 
scene  of  the  crime:  a  Home  Depot  parking  lot  in  Los 
Angeles  where  the  Mexican  immigrant  joins  two  dozen 
other  unemployed  men  hoping  to  get  hired  by  shoo- 
pe.  ,„  MP  o.,  around  the  house.  He  doesn'.  have  longL  J.     io^i^^Z^^^Z:^-':;:;^^^^ 

nasty  with  little  girls?  WeU,  that's  the  only  way 
'f^^'  keep  out  union  organizers.  Home  Depot 

/Jr^^A^-  staunchly  nonunion. 

Why  not  call  the  cops  on  the  immigrants  f 
trespassmg?  That  might  offend  Hispanics,  wl 
account  for  a  large  chunk  of  retail  traffic  in  ti 
U.S.  It  also  doesn't  help  that  the  company  jt 
bought  two  retail  chains  in  Mexico,  where  wor , 
ers  (many  of  whom  are  undocumented)  serf 
remittances. 

Home  Depot's  delicate  solution:  Hand  o 
leaflets  urging  customers  to  look  elsewhere  for  hir<l' 
hands.  Another  tactic:  Help  groups  set  up  "Work 
Centers"  near  its  stores  where  day  laborers  can  app 
for  jobs.  It  opened  one  in  Atlanta  earlier  this  ye£ 
adding  to  a  half-dozen  mostly  in  California. 

Alas,  even  this  earnest  effort  could  land  Hoir|c 

Depot  in  hot  water.  Federal  law  says  no  one  can  "n 

cruit  or  refer"  illegal  immigrants  for  jobs.  God  forbi. 

the  Bureau  of  Citizenship  &  Immigration  Services  conducts  a  rai( 

on  this  image-conscious  concern.  The  company  says  it  is  confider 

it  is  in  compliance. 

As  if  the  feds  weren't  worry  enough,  local  governments  ma 
come  after  the  retail  chain  for  not  opening  up  enough  Worke 
Centers.  A  Los  Angeles  councilman  has  demanded  the  chain  ftin. 
a  center  in  exchange  for  permission  to  build  a  new  store. 

Trying  to  make  everyone  happy  is  proving  tougher  thai 
installing  a  double-hung  window.  I 


A  day  laborer  praying  for  work,  and  that  Home  Depot  won't  call  the  police. 

A  white  van  pulls  up  and  he  sHps  in  beside  a  man  who  needs  a 
hand  laying  electric  wire  he  just  bought  from  the  store.  The  deal: 
$40  for  five  hours'  work. 

"It's  okay  pay,  not  great,"  says  Perez,  who  on  a  good  day  can 
earn  $70.  "But  I  need  to  feed  my  family" 

Home  Depot  isn't  thrilled  that  folks  like  Perez  hang  out  at 
Its  stores,  and  would  like  to  banish  them.  But  in  trying  to 
devise  a  solution,  the  nation's  largest  home  supplies  chain  has 
found  hself  uncomfortably  trapped  by  competing  interests 


CONTROL  FREAKS 

Sanford  Weill's  decision  to  relinquish  his  title  as 
Citi^roup's  chief  executive  while  remaining  chairman 
was^he  easy  part.  If  history  is  a  guide,  says  Yale  School 
of  iVra«age|nent  Associate  Dean  Jeffrey  Sonnenfeld  Weill 
will  have  a^tpugher  time  letting  go  of  the  control. 
Here  |e  some  of  the  most  noteworthy  chief  executives 
who  tcfeK  their, power  With  them  when  they  cleaned  out 
their  offices.  «^  f  .... 


—Michael  Maiello 


William 
Paley, 

^        CBS 

.    _  Founder  of  broad- 

,;;,,  caster  CBS.  he  remains 

chairman  when  John  Bacl<e  becomes 
chief  in  1978.  Paley  engineers  Backes 
removal  in  less  than  two  years,  but. 
soon  after,  a  board  coup  ousts  Paley. 
who  is  replaced  by  Thomas  Wyman  as 
chief  exec.  In  1986  Paley  rises  again, 
returning  as  chairman  at  age  85,  in  an 
alliance  with  Laurence  Tisch  that 
unseats  Wyman. 
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FREET  SEMANTICS 


3n  is  a  shareholder  not  a  shareholder? 

jrtDisk,  a  Fort  Myers,  Fla.-based  manutac- 

If  of  digital  storage  products,  filed  to  dereg- 

rfrom  Nasdaq  in  May.  No  more  need  to  file 

^ly  financial  reports,  proxy  statements  and 

like,  even  though  its  stock  will  sfill  trade  on 

Pink  Sheets.  The  company  can  get  away 

1  that  because  it  had  only  278  shareholders 

ecord— under  the  300-shareholder  thresh- 

for  public  disclosure  of  financial  data.  That 

D-count  rule  was  written  in  1965,  before  the  prac- 

I  of  holding  stock  through  a  broker  (in  "street 

ne")  became  almost  universal.  In  its  annual  report, 

d  in  March,  the  company  admitted  there  are  6,000 

leficial  owners  of  its  common  stock. 

Ah,  a  battle  of  semantics.  A  group  of  investors  is 

iming  that  it's  way  too  easy  for  companies  like 

artOisk  to  deregister,  thanks  to  that  outdated  law.  Merrill  Lynch  could  have 

lusands  of  clients  all  holding  shares  in  a  company,  yet  they  would  collectively 

counted  as  one  shareholder  of  record.  In  its  2002  annual  report  Microsoft 

tes  it  has  117,730  shareholders  of  record.  But  Microsoft's  beneficial  holders 

(Tiber  4.2  million. 

"Many  of  these  companies  are  deregistering  because  they  just  don't  want  to 
i\  with  their  shareholders  anymore,"  contends  Stephen  J.  Nelson,  a  White 
lins,  N.Y.  attorney.  He  is  petitioning  the  Securities  &  Exchange  Commission,  on 
rialf  of  a  group  of  irate  hedge  fund  managers,  to  change  the  rule  to  count  ben- 
cial  holders,  not  the  street  nominees. 

Nelson  says  that  since  January  at  least  24  companies  with  more  than  300 
neficial  stockowners  have  deregistered.  Thomson  Financial  counts  82  compa- 
is  that  have  either  bought  out  shareholders  or  deregistered  since  July  2002,  a 
%  hike  over  the  same  period  a  year  earlier.  The  culprit  usually  is  the  Sarbanes- 
ley  Act,  which  ratcheted  up  the  legal  and  accounting  costs  of  compliance. 

Michael  S.  Battaglia,  SmartDisk's  chief  executive,  makes  no  apology  for  his 
itch.  "If  the  law  is  truly  obsolete,  then  it  should  be  changed,"  says  Battaglia, 
10  plans  to  issue  annual  reports  and  proxies  to  his  shareholders  directly  but 
ot  much  else."  If  history  is  any  guide,  though,  he  and  his  shareholders  can 
pect  wild  price  swings  in  the  Pink  Sheets.  -Carrie  Coolidge 


Sake  Fifth  Avenue 

Japan's  rice  wine  industry  is  on 
the  skids,  but  help  is  on  the  way— 
from  beer-drinking  America. 

BY  DIRK  SMILLIE 

In  the  last  two  decades  sake-quaffing 
in  Japan  has  fallen  50% — it's  perceived 
as  grandpa's  brew.  Now  U.S.  restau- 
rants and  oenophiles  are  coming  to  the 
rescue  of  Japan's  national  beverage.  Top- 
doUar  eateries  like  Bouley,  Chanterelle  and 
Le  Zinc  in  New  York  are  adding  premium 
sake  to  their  menus.  Vine  Connections,  a 
California  wine  importer,  buys  1 1  brands 
of  sake  from  Japan  and  will 
add  5  new  lines  this  fall, 
including  an  ultrapremium 
sake  at  $200  per  bottle. 

This  isn't  the  warmed- 
over  liquid  served  in 
ceramic  carafes  at  sushi 
bars.  Premium  sake,  or 
ginjo-shu,  is  served 
chilled.  "It  has  flavors 
like  strawberries,  herbs, 
even  licorice,"  says 
John  J.  Gauntner, 
author  of  four  books  on 
the  substance. 

While  sake  imports  are 
still  smaU— $14  miUion  in  2001 
(the  latest  year  with  data),  they  are 
up  70%  from  1996.  But  that  ginjo 
you  try  at  a  fancy  restaurant  may  well 
be  brewed  by  a  Japanese  firm  in  Califor 
nia  or  Oregon.  Sake,  fermented  from  rice 
and  koji  mold,  is  costlier  to  make  in  Japan, 
where  the  price  of  rice  is  artificially 
inflated.  F 


Ipping 
Sake 


U.S.  (inipnrt.s) 
2001 

$14 

million 

Japan  (sales) 


1996 

$9.5 


hiin 


2001 

$6.5 

billion 


Sources:  Japaric 

of  Taxation;  Forbes. 
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Harold 
Geneen, 


Geneen  steps  iamj.^ 
— "    in  1978.  naming 
^^  jaskog  his  successor.  Instead 
Wboard  promotes  Lyman  Hamilton, 
le  and  Geneen  fight  over  his  plan  to 
inwind  ITT.  Meddling  is  so  bad  that 
loard  bans  Geneen  from  some  manage- 
nent  meetings.  Tanking  stock  price 
anks  Hamilton,  who  is  replaced  by 
iraskog.  To  Geneen's  dismay  Araskog 
;ontinues  to  sell  off  ITT  assets. 


,  David 
,  Johnson, 

J  CampbeiiSoup 

Johnson  retires  in 
June  1997  and  is 
ale  F.  Morrison.  Camp- 
bell's profits  fall  sharply  in  2000, 
prompting  Morrison's  resignation.  His 
replacement?  Chairman  Johnson,  who 
serves  his  second  term  as  chief,  for  nine 
months.  Johnson,  close  with  the 
notoriously  controlling  Dorrance 
family,  earns  $4.3  million  for  his  brief 
return. 


\  James  R. 
Houghton, 

''    Corning 

The  great-great- 
—  grandson  of  Com- 

ing's founder  runs  the  company  from 
1983  through  1996  as  chairman  and 
chief  exec  and  then  steps  down  from 
both  positions.  John  Loose  is  appointed 
chief  in  January  2000,  but  after  big 
Humana  stock  drop  Houghton  returns 
as  chairman.  Loose  later  retires  and 
Houghton  becomes  chief-for  the 
second  time. 


,   eDavidA. 
.    -Jones, 

Humana 

Jones  founds  the 
Kentucky  health 
insurer  in  1981  and  runs  the  company 
through  1997  Gregory  Wolf  becomes 
chief  executive  in  1998,  with  Jones 
remaining  as  chairman.  But  after 
Humana  stock  slides  43%  on  profit 
warnings,  Wolf  resigns  in  August  1999. 
Jones  returns  for  six-month  stint  as 
chief  while's  replacement  is  found.  He 
remains  chairman. 
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SEARCHING 
GOOGLE 

WHERE'S 
JEEVES? 

When  you're  only  the  fifth- 
biggest  search  service  and 
have  a  reputation  for  bad 
searches,  whom  do  you 
blame?  The  butler,  of  course. 
The  Emeryville,  Calif -based 
Ask  Jeeves  is  canning  its 
once-ubiquitous  pinstriped 
Brit  butler  from  advertising 
after  four  years. 

The  company  spent 
$90  million  in  marketing  the 
little  guy  during  the  boom 
years,  but  he  didn't  clean  up. 
Ask  Jeeves  holds  only  a  3% 
share  of  the  search  market, 
behind  Google,  Yahoo, 
America  Online  and  MSN. 

President  Steven  Berkowitz 
says  that  dropping  the  butler 
will  signal  consumers  that  the 
search  engine  has  changed- 
its  technology  has  been 
upgraded.  Notwithstanding, 
the  butler  logo  will  remain 
on  the  site. 

Replacing  the  butler  in  ads 
will  be  a  theme  that  claims 
Ask  Jeeves  is  "an  ea.9ier, 
more  intuitive  search."  The 
company  will  be  spendin: 
estimated  $3  million  mark 
ing  the  idea  this  year 

—Allison  Fass 


Microsoft's  Lonely  Parade 

The  reform  movement,  in  which  employee  options  are  replaced  by  sto 
grants,  hasn't  attracted  a  lot  of  followers,  by  Elizabeth  macdonald 
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CCOUNTING    PURISTS    CHEERED 

Microsoft's    recent    decision    to 

renounce  employee  stock  options  in 

favor  of  restricted  stock  grants. 

Stock  grants  count  as  compensation 

on  income  statements.  Options,  in  contrast,  are 

eligible  for  fantasy  accounting  in  which  this 

form  of  compensation  is  not  an  expense. 

But  if  the  accounting  reformers  were 
expecting  a  crowd  of  other  tech-sector  employ- 
ers to  fall  in  line,  they  have  been  disappointed. 
Such  option  addicts 
as  Cisco  Systems,  Intel 
and    Amgen    have 
made  no  move  to  fol- 
low in   Microsoft's 
footsteps.  They  seem 
to  like  their  compen- 
sation  systems  the 
way  they  are.  They 
especially  admire  the 
fact  that  the  option 
payouts     count     as 
compensation      on 
their  corporate  tax 
returns  even  while  not 
counting  as  compen- 
sation on  their  share- 
holder reports. 

The  Financial 
Accounting  Standards 
Board  is  considering 
a  rule  requiring  that 
the  value  of  employee 

options  be  treated  as  a  cost  of  doing  business. 
The  rule  is  a  long  way  from  adoption,  how- 
ever, and  the  last  time  it  was  proposed,  a 
decade  ago,  it  was  hooted  down. 

Mere's  how  the  bookkeeping  for  incentive 
pay  now  works,  as  explained  by  Robert  Willens, 
Lehman  Brothers'  t<ix  expert.  Say  that  Fantasy 
Systems  is  trading  at  $30,  and  it  issues  an  option 
with  a  $30  strike  price  to  an  engineer.  Years 
later,  when  the  stock  is  trading  at  $50,  the 
employee  cashes  in  the  option  for  a  $20  profit. 
At  that  lime  he  pays  personal  income  tax  on  the 
I'-O.  and  Fantasy  gets  a  $20  compensation 
'daction  on  its  coi  po-ate  return.  That  corpo- 
ae  deduction  is  worth  $7.  The  $20  cost  never 


shows  up  on  the  profit-and-loss  stateme 
(although  a  footnote  may  reveal  what  is  goi 
on).  Nor  does  the  $7.  The  tax  benefit,  rath 
flows  directly  into  shareholders'  equity;  it  al 
pops  up  on  the  cash  flow  statement. 

What  if,  instead,  Fantasy  grants  a  $30  sha 
of  stock,  vesting  over  five  years?  Compensatic 
at  die  rate  of  $6  a  year  would  show  up  on  ti 
P&L.  If  the  share  was  forfeited  after  three  yea 
because  the  worker  left,  then  the  $18  char 
would  flow  back  onto  the  P&L  on  the  incon 


TaxHeavei 


powerhouses  got 
big  boosts  to 
their  cash  from 
operations  in 
1999  through 
2002  by  dint  of 
expensing  options 
on  their  tax 
returns  but  not 
on  their  share- 
holder reports. 


_    .,  from 

Cash  from  Tax      operation) 

p«™--..                operalions  benefit      due  to 

Company                   ($mil)  ($mil)    taxbenefi* 

Microsoft             $51,503  $12,300       24% 

Yahoo                  Z  1.123  267       24 

SiebelSysten»_V_J^550  331       ?i 

Cisco  Systems         23,445  4,790        cu 

Sun  Microsystems     9,237  1,844       ; 

DellComputer         15,456  2,716        V 

Oracle                  10.152  1,600 

Adobe  Systems         1,527  251       1 

Amgen                    6,590  1,024       - 

Intel 42,879  1,950 

Sources:  Michelle  Hanlon  at  the  University  of  Michigan 
and  Terrence  Shevlin  at  the  University  of  Washington- 
company  filings. 


Side.  For  tax  purposes,  restricted  stock  countj; 
as  a  deductible  corporate  expense  and  as 
income  to  die  worker  on  the  day  it  vests.  (Gen- 
erally speaking— we're  omitting  a  subtlety 
involving  a  tax  election  by  the  worker.) 

Between  1999  and  2002  tlie  top  ten  option 
addicts  on  die  Nasdaq  100  got  a  combined  $27 
billion  boost  to  cash  flow  from  operations 
from  the  tax  deduction,  say  accounting  profes- 
sors Michelle  Hanlon  of  the  University  of 
Michigan  and  Terrence  Shevlin  of  the  Univer- 
sity of  Washington. 

Microsoft  is  evidendy  so  awash  in  profit 
and  cash  flow  that  it  can  afford  to  take  die  high 
road.  Lesser  outfits  cannot.  r 
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I'M  PULLING  UP  THE  IN 


•|GHT  SHIPMENT 


Nextel  Wireless  Business  Solutions  give  you  a  unique  advantage;  You'll  know  things. 

When  youre  with  a  customer,  ready  to  close  a  deal,  the  last  thing  you  want  to  do  is  guess.  Having  real-time 
wireless  access  to  your  inventory  or  other  crucial  data  arms  you  with  the  facts.  Nextel  can  provide  you  with 
the  applications  that  will  allow  you  to  access  inventory,  track  and  better  manage  deliveries  and  improve 
customer  satisfaction.  And  with  technology  like  DIRECT  CONNECT!"^  our  nationwide  digital  walkie-talkie  that 
keeps  you  in  constant  contact.  Call  877  NEXTELC  or  log  on  to  Nextel.com  for  industry-specific  wireless  solutions. 


The  BlackBerry' 6510 
from  Nextel-  The  only  Mty  loaded 
BlackBerry  with  a  cellphone  and di glial 
walkie-talkie  that  works  nationwide. 
The  ulhmate  wireless  business  loot. 


Government    Edacatioa    Heaithare    M 


Real  Estate    TransportattotI' 


B;!IMil!*v-*iTif<Hi»l 


.    lo  jDiK«i     ■!•       fr=i,toH^=.rl.c  imanpq  3nd  wmbols  are  the  exclusive  properties  and  trademarks  or  registered  trademarks  of  Research  In  Motion  Limited  — 

latkBerry  and  Rl^lf^;-?'^^^^  °J;!!^^^1";  J^^j^  'aN  r  qhtstseXed  Nextel,  the  Nextel  logo,  Direct  Connect  and  the  Dr,ver  Safety  logo  are  trademarks,  sen/ice  / 

by-perm,ss,on.  ©2003  Nf  ^;' ^"T';";^^^^^^  .overage  may  vary  from  location  to  location.  Check  for  availability  m  your  local  calling  area, 

3rot°7ni;hrSl™d  mI"   rS^  ^ "  '    -t  &  Trademark  o'ffice.  k  oLr  product  or  se.,ce  names  are  the  property  of  the,r  -espective  ov  ners. 
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AUTOPItOT 

Just  what  you  always  wanted! 
relationship  with  your  car  dealer. 

BY  JOANN  MULLER 

—  —        Car  dealers  have 

figured  out  that  the 
real  money  is  in 
,    their  service  de- 
partments, where 


hefty  prices  for  en- 
gine diagnostic 
work  or  manufac- 
'    turer-built  re- 
placement parts. 
For  the  mundane 
work  of  replacing 
shocks  or  oil  filters,  though,  they  are  competing  with 
service  stations  and  quick  lube  shops. 

Imagine,  then,  how  much  they're  drooling  over  a  new 
electronic  product  that  lets  them  spy  on  your  car's  engine  to 
know  when  something's  wrong.  When  that  annoying  "check 
engine"  light  appears  on  your  dashboard,  for  instance,  the 
service  manager  sees  it,  too,  on  his  computer.  Using  wireless 
technology,  he  can  remotely  diagnose  the  problem  and  then 
send  you  an  e-mail  suggesting  you  bring  the  car  in  for 
servicing.  "You're  probably  more  likely  to  go  back  to  your 
dealership  rather  than  Jiffy  Lube,"  suggests  San  Diego- 
based  Networkcar  President  Dave  P.  Dutch. 

The  dealer  can  also  monitor  your  car's  mileage  and  notify 
you  when  it's  due  for  maintenance  or  if  there's  been  a  recall. 
"For  the  first  time,  this  puts  me  in  communication  with  the 
customer,"  says  Frank  Ursomarso,  a  Wilmington,  Del.  dealer 
who  is  offering  the  system  on  BMWs  and  Jaguars. 

It's  also  a  potential  moneymaker  for  dealers,  who  charge 
anywhere  from  $500  to  $1,800,  depending  on  the  vehicle 
and  length  of  service  contract,  to  plug  Networkcar's  wireless 
monitoring  device  into  a  universal  port  that's  in  all  cars  built 
smce  1996.  Car  owners  typically  pay  $9  a  month  for  the  ser- 
vice after  the  first  year 

Born  out  of  a  1997  business-case  competition  at  the 
Massachusetts  Institute  of  Technology,  Networkcar  was 
purchased  in  2q0^by  Dayton,  Ohi^based  Reynolds  & 
Reynolds,  a  $rblllion  (revenue)  provider  of  software  and 
services  for  car  deal^, 

can  easily  tell  if  you've  been  spe^^™*'    ^-  - 


All  in  the  Family 

Corporate  raider  Victor  Posner  spent  much  of  h\\ 
life  in  court.  The  legal  belligerence  continues 
unabated  after  his  death,  by  nathan  vardi 

ICTOR  POSNER'S  LEGACY  OF  RAPACIOUSNESS  AND  LEQ 

V  battles— against  corporate  shareholders,  the  Securiti 
&  Exchange  Commission  and  the  Internal  Revenue  S\ 
vice— lives  on  among  those  closest  to  him.  Scarcely  h 
the  body  of  the  slumlord-turned-takeover-tyco( 
chilled  in  February  2002  when  his  children,  grandchildren  ai 
former  gal  pal  began  fighting  one  another  to  get  their  mitts  on  tl 
estimated  $200  million  fortune  he  left  behind.  (One  longtime  bus 
ness  associate  says  it's  worth  $1  billion.)  At  the  moment  Victoi 
on-again,  off-again  girlfriend,  Brenda  Nestor  CasteUano,  has  tl 
upper  hand. 

CasteUano — 54,    married    and 
mother  of  triplets  and  twins — was 
a  young  actress  in  New  York 
when  she  met  Victor  in  the 
1970s  and  eventually  wound 
up  as  an  executive  and 
director  at  some  of  his 
companies.      She      got 
another    big    break    in 
2000,  when  Victor  setded 
years  of  legal  wrangling 
with  his  son  Steven,  who 
had  sued  him  for  with- 
holding   payouts    from 
Security      Management 
Corp.,  which  held  much  of 
Victor's  real  estate  and  was 
26%     owned     by     Steven 
through  a  trust.  Steven  got  $11 
million  in  cash — and  the  chance 
to  flip  a  coin  in  front  of  a  judge 
(Steven  won)  and  then  take  turns 
with  Victor  choosing  one  asset    ^  bonder  Woman  to  some,  but 
after  another  until  Steven  owned    IT''!^^  "ot  to  Posner's  family 
(cco      n  r  t"  uwiicu    gal  pal  Brenda  CasteUano. 

*D«  million  ol  property.  In  return 

he  waived  aU  ftiture  rights  to  Security  Management  and  the  estate. 

With  Steven  out  of  the  picture  Victor  signed  a  new  will  in  2001 ,) 
that  left  almost  everything,  including  his  majority  ownership  stake  ^^ 
m  SMC,  to  CasteUano  and  made  her  the  personal  representative  ol  " 
his  estate.  Hours  after  he  died,  at  age  83,  reportedly  from  pneumo- 
nia, CasteUano  filed  the  new  wUl  with  a  Miami  court.  That  didn't 
sit  well  with  Steven's  twin  sister,  Gail,  the  primary  beneflciar^ 
under  the  previous  1996  will,  which  would  have  granted  her  at 
least  $8  million  a  year  in  income  generated  by  SMC's  assets,  which 
were  slated  for  the  Victor  Posner  Foundation  after  Gail's  death. 

Gail  asked  a  Florida  state  circuit  court  judge  to  remove  Castei- 
lano  as  the  estate's  personal  rep,  sued  her  for  fraud  and  claimed  the 
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troducing 

gh  performance  technology  that's  also 

>od 

f      IM©      GnVirOnmdll«    now  you  can  hug  comers  whUe  you  hug  Mother  Nature. 

I's  revolutionary  new  Hybrid  Synergy  Drive"  combines  a  gasoline  engine  with  a  powerful  electric  motor  that  never  needs  to  be 

3d  in.  The  result?  Super-efficient,  super-charged  performance.  This  groundbreaking  yet  affordable  technology  hits  the  roads  this  fall 

next  generation  Prius.  Prius  achieves  nearly  2.5  times  the  average  fuel  efficiency  of  conventional  vehicles  and  close  to  90%  fewer 

forming  emissions  -  all  while  accelerating  from  0  to  60  mph  in  20%  less  time  than  its  competitor.* 

id  Prius,  Hybrid  Synergy  Drive  will  be  available  in  more  and  more  Toyota  products  -  including  SUVs. 

Hybrid  Synergy  Drive,  we're  helping  save  the  planet.  Faster. 

a.com/tomorrow 

rturer's  testing  tor  2004  est  cty  &  combined  mpg.  0-60  mph  for  comparison  only.  Obtained  with  prototype  vehicle  by  professional  using  special  procedures.  Do  not  attempt.  ©2003 
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Scarcely  had  Posner's  body  chilled  in  February  2002  when  his  children, 
grandchildren  and  former  gal  paf  began  fighting  to  get  their  mitts 
mUlie_estimat£d_S200  million  fortunR  hp  iftfLbgiiin£L__ 


estate  owed  her,  Gail,  $100  million.  She 

moved  to  throw  out  the  2001  will  on  the 

ground  that  Castellano  had  manipulated  her 

father.  Last  year  Gail  reached  a  settlement 

with  Castellano  that  has  been  sealed  by  the 

court. 

No  one's  free  to  cash  in  quite  yet.  Victor's 

children  from  his  second  marriage,  Troy  and 

Tracy  (married  to  Burt  Ward,  a.k.a.  Robin 
from  the  1960s  Batman  TV  series),  have  filed 
claims  that  Castellano  unduly  influenced 
Victor  and  that  the  estate  should  go  to  Vic- 
tor's kids.  Steven's  three  children— Kelly  Jar- 
rett  and  Sean — have  joined  the  battle,  suing 
Grandpa's  estate  to  oust  Castellano  and 
revoke  the  probate  of  the  2001  will.  Never 
mind  that  Castellano  offered  to  pay  them 
each  the  $250,000  Victor  left  them  under  the 
previous  1996  will.  The  grandkids  are  laying 
the  legal  groundwork  for  outright  distribu- 
tion of  the  estate  to  Victor's  children.  In  that 
case,  with  Steven  having  given  up  all  rights  under  the  2000  set 
tlement,  they'd  stand  in  for  their  father. 


He  leaves  a  fitting  legacy:  Posner 
in  1988  at  a  Miami  courthouse. 


there  is  Jeff  Breen,  Posner's  bodyguard  i 
a  witness  to  the  2001  will,  who  signed 
affidavit  saying  he  has  "relevant  inforr 
tion"  contradicting  Castellano 's  case.  { 
has  countered  with  a  motion  that  1 
grandchildren  offered  to  bribe  Breen  in 
giving  false  testimony  (suggesting,  perha 
that  he  didn't  witness  the  signing  of  l 
2001  will).  The  bribery  claim  is  backed  bl 
conversation  that  the  grandkids  had  w 
Breen  in  a  New  York  hotel  room  that  v 
secretly  taped  by  a  private  investigati 
Castellano  hired. 

Dubbed  "Brenda,  the  Wonder  Woma, 
by  Miami's  Social  magazine,  Castellano  s: 
runs  the  estate  and  SMC.  She  briefly  enter 
into  court-ordered  mediation  with  the  ma 
litigants,  and  has  also  countersued  t 
grandchildren,  alleging  they  have  abused  t 
legal  system.  Whatever  the  outcome 
round  one,  she  seems  ready  to  do  whatev 
it  takes  to  hold  on  to  her  prize.  "Don't  be  afraid  to  take  on 
worthwhile  cause,"  she  counseled  in  an  Internet  column  abo 


OUTPLACEMENT 


A  disgraced  Jean-Marie  Messier  departed  Vivendi  Universal  after  bringing  thi 
media  conglomerate,  via  a  debt-financed  acquisition  spree,  to  the  brink  of 
bankruptcy.  So  what's  he  up  to  now?  Word  is  he's  busy  running  something 
called  Messier  Partners,  a  New  York-based  advisory  boutique  for  chief 
executives  looking  for  advice  on  mergers  and  acquisitions. 

Remember  Wolfgang  Schmitt,  whose  mediocre  performance  at  Rubbermaid  lei 
to  Its  being  acquired  in  March  1999  by  Newell?  Schmitt's  next  job  was  chairman  oi 
failing  Internet  retailer  Value  America,  which  went  bankrupt  nine  months  later 
Schmitt  now  runs  a  consulting  entity  called  Trends2  Innovation. 

James  (Jimmy  Three  Sticks)  Robinson  III  was  pushed  out  of  American  Expres 
a  decade  ago.  He  now  runs  RRE  Ventures,  a  venture  capital  outfit  that  invests  in 
information  technology  firms.  Robinson's  new  partner:  Richard  McGinn,  the  forme 
boss  of  Lucent,  who  was  booted  in  2000  after  earnings  tanked. 

Says  Sydney  Finkelstein,  a  Dartmouth  College  professor  who  wrote  Why  Smah 
Executives  Faih  "Nobody's  going  to  hire  them  for  any  real  jobs."         -Allison  fas 
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Their  parents  both  have   ^ 


great  jobs. 


Same  cars. 

Same  vacations 


So  why  will  one  family  be 


paying  for 


college 


f 


while  the  other  is 


praying  for  a  scholarship? 


The  difference  is  a  Northwestern  Mutual  Financial 
Network  Representative,  offering  expert  guidance 
in  planning  for  your  children's  education,  and  a 
network  of  specialists  to  help  you  reach  all 
your  financial  goals. 


^^  Northwestern  Mutual 

FINANCIAL  NETWORK® 


nnovative  solutions  for  retirement,  estate.  irV^rance,  and  pe^^pnal  finance.     Ate  y^^  there  yet?' 


05^007  ®  2003  The  Northwestern  Mutual  Life  Insurance  Co.,    I'lwauk     ,  Wl 


www.nmfn.com 
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The  Informfir 


Lawyers  Have  Bounds? 

A 


informRrfflforhRfi  f 


Still  an  object  of  legal  attention: 
John  Z.  DeLorean. 


federal  appeals 
court  says  car- 
^maker     John 
Z.  DeLorean's  ex- 
lawyers     can     sue 
other  lawyers  aUeged 
to  have  helped  him 
change   title   on   a 
430-acre  New  Jersey 
farm  to  duck  a  $6 
million  judgment. 
Designer  of  a  futur- 
istic   car    bearing 
his  name,  DeLorean 
was  cleared  of  money  laundering  and  drug  charges  in  1986  but 
went  bust.  Oft-sued  but  now  out  of  the  limelight,  DeLorean 
wasn't  a  party.  The  court  said  fraud  against  creditors  doesn't  re- 
quire false  statements  or  reliance  and,  despite  "thorny  questions," 
could  be  aUeged  against  lawyers  going  "beyond  the  bounds  of 
permissible  advocacy."  —Janet  Novack  and  William  P.  Barrett 

They  May  Get  an  Expensive  Lesson 

The  Internal  Revenue  Service  says  Sharon  Karmazin,  ex- wife  of 
Viacom  President  Mel  Karmazin,  wrongly  claimed  a  44%  dis- 
count in  1999  after  moving  shares  in  a  family  limited  partner- 
ship ftill  of  stocks  and  bonds  to  trusts  for  her  two  kids.  The  feds 
say  the  "crassly  tax-motivated"  LP  should  be  ignored.  Karmazin, 
an  ex-librarian  who  is  now  a  philanthropist  and  Broadway  pro- 
ducer, is  in  U.S.  Tax  Court  fighting  the  IRS'  claim  for  $2.4  million 
more  of  gift  taxes.  Her  lawyer  had  no  comment.  One  LP  purpose 
asserted  in  court  filings:  "provide  a  means  for  the  famUy  to  be- 
come knowledgeable"  about  its  holdings.      —J.N.  and  W.P.B. 


Child  Soldiers? 


The  latest  Citizens  Against  Government  Waste  newsletter  high- 
lights these  spending  gems,  all  defended  as  necessary  by  their 


legislative  backers:  $1.4  million  to  replace  the  dog  kennel  at 
mendorf  Air  Force  Base  and  $1.5  million  to  expand  the  chape 
Fort  Wainwright,  both  supported  by  U.S.  Senator  Ted  Stev( 
(R-Alaska);  and,  pushed  by  Kay  Bailey  Hutchison  (R-Te> 
$13.6  million  for  a  fitness  center  at  Randolph  Air  Force  Base  p, 
$8.7  miUion  to  expand  the  "child  development  center"  at  La( 
land  Air  Force  Base.  \^p 

Half-Empty  or  Half-Full? 

Robert  Half  International,  the  $1.9  billion  (2002  revenue)  intf 
national  temp  agency  based  in  Menlo  Park,  Calif,  sued  disabl 
veteran  Daniel  Fitzpatrick  of  Grant,  Fla.,  claiming  his  Web  st 
vice.  Virtual  Ofiice  Team,  violated  a  Half  trademark  on  '  . 
ficeTeam."  Fitzpatrick  quickly  changed  the  name,  but  Half  is  si 
seeking  $10,000  in  damages.  Half  also  sued  Nancy  Brown,  a  sc 
proprietor  in  Bishop,  Texas  who  dared  to  set  up  a  site  nam( 
TheVirtualOfiiceTeam.  Half  lawyers  say  they're  simply  trying . 
protect  the  public  firm's  intellectual  property.     —Dirk  Smili 

Booze?  That  Was  My  Medicine! 

In  October  2002  more  than  100  people  lunching  at  an  unnamc 
restaurant  in  northern  Portugal  became  iU  with  food  poisonin' 
apparently  after  eating  tainted  cod  pastry.  A  study  reported  t 
eurosurveillance.com,  which  covers  news  about  communicahl 
diseases,  said  of  the  patrons  scrutinized,  85%  who  ate  the  co 
but  didn't  drink  red  wine  got  sick,  compared  with  only  57%  ( 
those  who  imbibed  with  their  meal.  The  Web  site  calls  it  "th 
protective  eff'ect  of  alcohoHc  beverages."  —Daniel  Fish 


IRS  Versus  Daily  Bread 

A  new  IRS  restaurant  industry  audit  manual  urges  a  close  look 
at  tax  deductions  for  small  amounts  of  food  given  to 
charity:  "What  is  the  fair  market  value  of  three-day-     A 
old  bread?  Is  it  the  same  value  as  one-day-old 
bread?  If  the  market  value  is  zero,  there  is  no   ^ ' 
deduction."  Congress  is  currently  weighing^ 
boosting  the  tax  break.      -J.N.  and  W.P.BM 
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I,  Drug  smuggling 
Financial  fraud 

f  Fugitive  haven 
Internet  abuse 

I,  Passport  problems 
Ponz!  scheme 


Belize  official  Usfon  McCord  pleaded  guilty  in  New  York  to  aiding  Mexican  drug  cartelj 

Kenneth  R.  Payne,  Indianapolis,  admitted  peddling  phony  interests  in  Belize  bank. 
Three  accused  Mexican  drug  traffickers  hid  out  in  Belize  until  deportation  to  U.S.      | 
Microsoft  sued  alleged  California-based  spamster  that  used  computer  servers  in  Belize. 
Belize  cabinet  official  was  accused  of  issuing  passports  in  violation  of  own  rules. 

Terry  Dowdell,  Charlottesviiie,  Va,,  used  Belize  bank  to  further  $121  million  fraud 


Trafficking  in  humans    Belize  is  currently  included  on  U.S.  State  Department  "human  misery"  list.  f 

Robert  Welti,  Ripley,  Ohio  CP.A,  was  barred  from  using  "sham"  Belize-based  trusts 
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It  survive  only  in  the  cleanest  waters.  With  breakthroughs  in  water 
fication,  Hitachi  is  using  technology  to  sustain  this  precious  natural 
lurce.  And  to  address  other  important  environmental  issues,  including 
reduction  of  atmospheric  CO2.  From  advanced  battery  solutions  and 
trie  vehicle  management  systems  to  energy-saving  solutions  for 
dings  and  manufacturing  facilities,  Hitachi  believes  in  a  simple  idea: 

technology  is  never  for  its  own  sake  but  for  the     ^^^.^^^^^cture 
efit  of  all.  As  an  innovative  global  solutions  company,     jp'~'-\^ 
ichi  touches  your  life  in  so  many  ways.  To  understand     /      *^     y' 
I  Hitachi  is  benefiting  your  world,  visit  us  en  the  Web       j^_-^ 

see  technology  in  action.  "" 


A  dynamic  resurgence  is  under  way  in 
our  Nation's  Capital.  The  many  cranes 
dotting  tine  city's  skyline  are  just  the 
surface  indicator  of  the  billions  of  dol- 
lars of  investment  that  support  more 
than  150  new  retail  projects,  4.2  mil- 
lion square  feet  of  office  space  and 
30,000  units  of  new  housing. 

Washington,  DC... 

•  #  1  national  and  international 
investment  market  among  foreign 
investors  (Association  for  Foreign 
Investors  in  Real  Estate) 

•  #1  retail  investment  market 
(Marcus  &Millichap) 

•  #  1  real  estate  investment  market 
in  the  U.S.  (Urban  Landlnstitute) 

WASHINGTON,  DC 

MARKETING      CENTER 

The  Washington,  DC  Office  of  the  Deputy 

Marketing  Center  Mayor  for  Planning  and 

1213  K  Street,  NW  Economic  Development 

Washington,  DC  20005  1350  Pennsylvania 

(202)638-7333  Ave.,  NW*  Suite 3406 

www.dcmarketing  Washington,  DC  20004 

center.com  (202)  727-6365 
www.dc.gov 


SPECIAL  ADVERTISING  SECTION 


IT'S  SURE  TO  HOLD  YOUR 
ATTENTION. 

WHY  NOT  YOUR 
NEXT  MEETING? 

725,000  square  feet  of  prime  exhibit 
space.  A  ballroom  that  seats  3,000 
comfortably.  A  sweeping  five-hundred-foot 
curved  glass  entry.  Everything  about  our 
sparkhng  new  Washington  Convention 
Center  was  built  to  impress. 

See  for  yourself. 

Call  800-368  9000  or  visit 
WWA'  .'Cronvention.com. 

Washington 

Convention  Centek 


WASHINGTON,  P 

An  Economic  Power  Leading  the  Naf 
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OVER  THE  PAST  two  years, 
Washington,  DC  has  emerged  as 
the  strongest  and  most  resilient 
economy  in  the  country.  From 
office  and  residential  markets  to 
the  hospitality/tourism  industry 
and  educational  institutions, 
Washington  has  a  development 
dynamic  best  illustrated  by  a  $27 
billion    building    boom    that 

includes  over  600  projects  across ^ 

the  entire  city.  A  new  public  confidence  has  returned  to  the  District,  evi- 
denced by  the  amount  of  investment  occurring  and  the  number  of 
landmark  projects  being  constructed,  such  as  the  new  $850  million 
Washington  Convention  Center. 

With  new  development  occurring  in  each  of  the  District's  core 
economies  — office,  retail,  residential,  education,  hospitality/tourism 
and  media/communications  —  investors  are  discovering  the  opportu- 
nities that  DC  has  to  offer.  Washington,  DC  is  ranked  as  the  #  1  nation- 
al and  international  investment  market  among  foreign  investors 
(Association  for  Foreign  Investors  in  Real  Estate)  and  the  #  1  retail  invest- 
ment market  by  Marcus  &  Millichap.  Residential  investors  are  also 
discovering  the  appeal  of  the  District's  neighborhoods  as  thousands  of 
new  housing  units  are  under  construction. 

Washington,  DC,  a  city  created  as  the  symbol  of  democracy,  has  become! 
an  economic  engine  that  anchors  an  entire  region  and  beyond.  An  urban] 
renaissance  is  transforming  the  nation's  capital  into  a  world-class  city 
with  an  unparalleled  business  environment. 
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SPECIAL    ADVERTISING     SECTION 


11  billion  development  dynamic,  the  District  exhibits  economic  trends 
<et  conditions  that  make  it  the  best  economy  in  the  country. 

E  MARKET 

%  office  vacancy  rate, 
^/est  in  the  U.S. 

00  million  square  ft.  of  private 
space,  the  third  largest 
tin  the  country 

■  million  square  ft.  of  office 
under  construction 
%  pre-leased) 

rate  relocations  include  the 
3  Poll,  the  Freedom  Forum  & 
2um,  and  Watson  Wyatt  Worldwide 


RESIDENTIAL  MARKET 

►  Over  30,000  units  of  housing  recently 
completed,  under  construction  or  in  planning 

►  1 .9%  apartment  vacancy  rate 

►  Average  single-family  home  sale  of  $347,700 

►  Goal  of  attracting  100,000  new  residents  over 
the  next  10  years 


L  MARKET 

billion  in  retail  sales  annually 

3.5  million  square  ft.  of  retail 
5  under  construction  or  planned 

)00  residents,  over  9,000  per 

re  mile,  with  an  average  household 

ne  of  over  $65,000 

lers  investing  in  DC  include 
B  Depot,  H&M  Retail,  Best  Buy 
rhe  Container  Store. 


HOSPITALITY/TOURISM  INDUSTRY 

►  Over  19  million  visitors  annually 

►  26,000  hotel  rooms  with  a  72.9% 
occupancy  rate 

►  1,075  hotel  rooms  under  construction; 
4,666  new  room,s  proposed 

►  The  new  $850  million  Washington  Convention 
Center  opened  in  March  2003  (sixth  largest 
in  U.S.) 


Branch  Banking  &  Trust 

BB&T  Corporation  operates  more 
than  1,100  banking  offices  in  11 
states  and  Washington.  DC.  Since 
1989,  we've  completed  the  acquisi- 
tion of  more  than  50  community 
banks  and  thrifts. 

But  there's  more  to  our  story  than 
rapid  growth.  Unlike  most  large 
financial  institutions,  BB&T  is  organ- 
ized as  a  network  of  community 
bank  regions,  each  with  its  own 
president.  That  allows  each  region 
to  operate  on  a  more  personal  level 
with  its  clients. 

In  the  greater  Washington  area, 
BB&T  is  led  by  Ricky  Brown  (DC), 
Luis  Lobo  (Frederick,  Md.)  and  John 
Charles  Thompson  (Manassas,  Va.). 

These  three  experienced  bankers 
lead  regional  teams  dedicated  to 
providing  full-service  banking  and 
additional  financial  services  such 
as  insurance,  investments,  retail 
brokerage,  corporate  finance,  inter- 
national banking,  leasing  and  trust. 

We  believe  in  relationship  banking. 
We  get  to  know  our  customers  and 
what  matters  most  to  them.  To  learn 
more  about  us,  stop  by  a  BB&T  branch 
or  visit  us  at  www.BBandT.com. 


BB&T 


Forhes 
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m     m  HEN  RICR\RD  SANDOR  TALKED  ABOUT  TRADING 

^A  M  financial  fijtures  in  the  1970s,  his  colleagues  at  the 
MM  V  Chicago  Board  of  Trade  scratched  their  heads. 
■  ■■  Futures  trading  already  existed  for  tangible  goods 
i  ^m  like  corn  and  cattle.  WTiy  trade  an  interest  rate 
ige — something  you  can't  see  or  touch? 
Jecause  money  is  the  biggest  commodity,  Sandor  argued, 
with  that  he  fathered  the  market  for  in- 
X  rate  futures,  which  has  grown  from  9 
on  trades  in  1980  to  213  million  in  2002. 
rhat  was  just  the  beginning.  Sandor  came 
elieve  that  any  problem,  from  movie  fi- 
ring to  water  scarcity,  can  be  solved  by 
ring  out  how  to  commoditize  the  prod- 
In  1972,  while  on  sabbatical  from  teach- 
it  the  University  of  California,  Berkeley, 
•ubiished  a  paper  suggesting  financial 
;es  against  natural  disasters  like  hurricanes 
hailstorms.  This  idea  evolved  into  the  $16 
an  weather-derivatives  market  now  used 
veryone  from  ski-resort  owners  to  utili- 

In  the  late  1980s  he  helped  persuade  the 
ral  government  to  add  a  trading  element 
le  Clean  Air  Act  that  places  a  cap  on  the 
»unt  of  sulphur  dioxide  a  factory  can  belch 

the  air — and  gives  companies  credits  that 
'  can  buy  and  sell — if  they  go  below  the 

The  trading  proved  to  be  the  key  to  the 
s  success.  In  2001  corporate  polluters 
led  $2  billion  in  rights  for  12  million  tons 
pollution  emissions.  Trades  are  up 
■nteenfold  in  six  years. 
The  pollution  trades  are  taking  place,  if 

will,  over  the  counter.  Sandor  now  wants 
put  one  particular  kind  of  pollution 
le — for  carbon  dioxide,  the  gas  suspected 
:ause  global  warming — on  an  exchange, 

Chicago  Climate  Exchange.  Sandor  is 
irman  and  an  equity  holder. 
Starting  with  a  four-year  pilot  program, 
dor  has  signed  up  17  big  companies,  in- 
iing  Ford,  DuPont  and  American  Electric 
ver,  as  well  as  the  city  of  Chicago  and  Tufts 
iversity.  They  have  agreed  to  reduce,  vol- 
:arily,  their  rate  of  carbon  dioxide  emis- 
ns  by  4%  below  what  their  average  level 


Trading  Innovations 

Richard  Sandor  has  a  knack 
for  monetizing  the  intangible. 


Mortgage  futures 

In  1972  Sandor  came  up  with 
Ginnie  Maes,  the  first  contract 
based  on  the  future  price  of 
mortgage-backed  securities. 

Sulphur  dioxide 

He  brokered  the  first  registered 
trade  under  the  Clean  Air  Act  of 
1990.  He  bought  sulphur  dioxide 
pollution  rights  from  Henderson 
Municipal  Power  &  Light  in 
Kentucky,  which  earned  the  rights 
by  installing  scrubbers  to  cut  down 
its  own  emissions,  and  sold  the 
paper  to  Carolina  Power  &  Light. 

Film  financing 

In  1997  Sandor  worked  with  Polish 
filmmaker  Krzysztof  Kieslowski  on 
a  way  for  independent  producers  to 
commoditize  film  financing.  The 
director  of  the  film  trilogy  Blue, 
White  and  Red  died  before  they 
could  put  the  idea  into  practice. 

Carbon  dioxide 

Sandor  brokered  what  was  then  the 
largest  trade  of  the  right  to  pollute 
with  carbon  dioxide  in  1999. 
Ontario  Power  Generation  bought 
the  rights  to  emit  2.5  million  tons 
of  carbon  dioxide  from  Zahren 
Alternative  Power  Corp.,  a  company 
that  sinks  pipes  into  landfills  and 
converts  the  recovered  methane 
into  power.  —D.P. 


was  from  1998  to  2001.  Reduce  emissions  by  more  than  4%  and 
you  earn  an  allowance  for  each  additional  ton  of  carbon  dioxide 
taken  out  of  the  air.  Those  allowances  can  then  be  sold  to  other 
companies  over  the  Internet,  offering  an  upside  rather  than  a 
regulatory  fiat. 

It's  a  big  idea  with  bigger  implications.  If  Sandor's  model 
works,  it  could  encourage  massive  greenhouse-gas  reductions  in 
the  U.S.  without  onerous  legislation.  Instead 
of  leaving  it  to  the  government  to  set  rigid 
caps  on  carbon  dioxide  emissions,  business 
could  control  pollution  on  its  own  through 
credit  trades.  "We  lived  in  a  world  where  I  was 
taught  that  air  and  water  were  free  goods," 
says  Sandor,  61.  "That  meant  they  were  in 
ample  supply  to  carry  a  zero  price.  I  think 
that's  a  generation  gone  with  the  wind." 

Bespectacled  and  balding,  Sandor  is  more 
kindly  college  professor  than  fire-breathing 
financier.  He  has  been  thinking  about  offbeat 
derivatives  since  his  days  as  a  professor  at 
Berkeley  in  the  1960s,  where  it  seemed  possi- 
ble to  change  the  world.  While  other  teachers 
protested  in  the  streets  to  end  the  Vietnam 
War,  Sandor  holed  up  in  his  office  to  divine 
theories  that  would  permanently  alter  the  face 
of  commodity  trading.  In  1974  he  resigned 
from  Berkeley  to  take  a  job  as  the  chief  econ- 
omist at  the  Chicago  Board  of  Trade,  inno- 
vating new  trading  instruments. 

Sandor  has  an  unassuming  manner  that 
belies  an  intense  passion  for  making  the  world 
a  better  place  through  new  markets.  He  be- 
lieves semiconductors  have  all  the  hallmarks 
of  a  commodity.  The  chip  market  is  highly 
cyclical,  prices  fluctuate  and  all  semiconduc- 
tors of  a  certain  capacity  are  essentially  the 
same.  Sandor  sees  no  reason  chipmakers 
won't  eventually  trade  semiconductor  futures 
to  hedge  against  price  jumps. 

The  same  goes  for  water,  a  scarce  resource 
that  has  sparked  fighting  around  the  world, 
from  the  Middle  East  to  southern  California. 
"Political  negotiations  aren't  the  best  way  to 
solve  those  problems.  That's  how  you  could 
get  wars,"  Sandor  says.  "Turn  water  into  a  pri- 
vate market  instead  of  a  government  market. 


CHARD  SANDOR  believes  the  rights  to  almost  anything,  from  pollution  levels 
the  protection  of  endangered  species,  can  be  traded  for  profit-and  for 
ciety's  benefit.  He  is  about  to  put  his  big  idea  to  a  test  |  by  dorothy  pomerantz 
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Design  an  institutional  mechanism  to  get  water  to  its  best  and 
highest  use." 

The  key  to  creating  new  markets  is  finding  the  simplicity  in  die 
product.  For  something  like  fikn  financing  the  commodity  could 
be  expected  retuins  on  a  film,  broken  down  into  tradable  units  (see 
box,  p.  55).  For  global  warming  it  meant  finding  a  fair  way  to  mea- 
sure emission  improvements.  (You  were  going  to  mothball  that 
old  coal  plant  anyway  Do  you  get  credit  for  reducing  your  CO2 
emissions?) 

Sandor  has  been  watching  the  growing 
world  market  in  carbon  dioxide  emissions 
trading  since  1992,  when  he  gave  a  speech 
on  the  value  of  trading  pollution  rights  at 
the  Rio  Earth  Summit.  The  World  Bank  es- 
timates pollution  rights  to  65  million  tons  of 
carbon  dioxide  were  exchanged  globally  in 
2002,  five  times  the  amount  traded  in  the 
previous  year.  The  vast  majority  of  those 
trades  were  through  private  brokers  arrang- 
ing one  project  at  a  time. 

Sandor  initially  toyed  with  private  trad- 
ing. In  March  2001  he  matched  up  the  Lon- 
don office  of  Sustainable  Forestry  Manage- 
ment with  the  Confederated  Salish  and 
Kootenai  Tribes  in  Montana.  The  Native 
Americans  planted  250  acres  of  ponderosa 
pine,  and  Sustainable  Forestry  Management 
got  rights  to  emit  48,000  tons  of  carbon 
dioxide,  the  amount  that  the  trees  should 
absorb  fi-om  the  atmosphere  over  the  next 
80  years  as  they  turn  into  timber.  For  this, 
the  Brits  reportedly  handed  the  Indians  a 
check  for  $50,000.  The  forestry  management 
plans  to  keep  the  credits  to  sell  in  the  fixture. 
But  Sandor  felt  a  better  solution  would  be 
a  public  market.  The  price  of  getting  a  mar- 
ginal ton  of  carbon  dioxide  out  of  the  air,  ei- 
ther by  building  more  efficient  factories  or 
getting  Montanans  to  plant  trees,  could  fluc- 
tuate with  market  demand;  all  trades  would 
be  made  using  one  standard.  So  in  May  2000, 
with  help  fi-om  a  $400,000  grant  from  the 
Joyce  Foundation,  a  Chicago  outfit  focused 
on  the  environment  in  the  Great  Lakes  region,  he  set  out  to  estab 
hsh  the  Chicago  Climate  Exchange. 

A  legitimate  question  is  whether  Sandor's  market  will  be  over- 
loaded with  seUers  because  every  member  company  is  going  to  do 
Its  best  to  beat  the  4%  goal.  Without  enough  buyers-mostly 
power  companies  that  can't  quickly  reduce  emissions— Sandor's 
exchange  won't  accurately  discover  the  price  of  a  ton  of  emissions 
reductions.  "There's  an  educational  value  to  what  they're  doing 
but  who  knows  what  it  will  become  in  the  ftiture?"  says  Corinne 
Boone,  managing  director  ofC02e.com,  a  Cantor  Fitzgerald  bro- 
kerage that  will  compete  witli  iic  Chicago  Climate  E.xchangc 
when  It  starts  trading  rights  on  ai:  open  market  in  eight  years 


Sandor  is  undaunted.  Because  he  is  in  the  midst  of  secur 
private  capital,  he  won't  discuss  financial  details,  such  as  w 
percentage  stake  he  owns  in  the  new  exchange;  but  it  is  am 
enough  to  compensate  him  for  not  being  allowed  to  act  £ 
trader.  If  the  exchange  works,  Sandor  will  apply  the  same  proc 
to  setting  up  new  markets  for  other  social  goods  like  water  i 
even  endangered  species. 

It's  far  fi-om  clear  how  a  species  exchange  would  work.  D( 
a  landowner  get  credit  for  refi-aining  fi-om  paving  a  forest  tha 
home  to  nesting  eagles?  What  if  he  had  no  plans  to  chop  do 
the  trees  in  the  first  place?  Still,  if  it's  possible  to  get  at  the  int< 


Patent  Problems 

y    Richard  Sandor's  big  idea  relies  on  electronic  trading,  and  it  will 
eventually  have  to  overcome  an  intellectual-property  hurdle:  For 
13  years  much  of  electronic  trading  has  been  govemed  by  something  called  the  Wagner 
Patent.  Granted  in  1990  to  Susan  Wagner,  who  filed  for  the  patent  in  1983  when  she  was 
president  of  energy  marketplace  World  Energy  Exchange,  the  patent  outlines  how  to  use 
a  computer  network  to  trade  futures. 

Cantor  Fitzgerald's  Espeed  unit,  with  $140  million  in  annual  revenue,  bought  the 
patent  in  spring  2001  to  protect  the  division  from  lawsuits  as  it  started  trading  future^ 
on  its  electronic  trading  platform.  Along  with  the  patent,  Espeed  inherited  suits  ' 

against  several  exchanges.  Last  August  the  Chicago  Board  of  Trade  and  the  Chicago  ' 
Mercantile  Exchange  agreed  to  a  five-year  $30  million  payment  to  settle  Espeed's 
charges. 

But  it  tums  out  Sandor  may  have  had  the  idea  first.  The  Wagner  Patent  bears  a  strik-' 
ing  resemblance  to  a  paper  Sandor  published  as  a  Berkeley  professor  in  1970-a  full 
13  years  before  the  Wagner  Patent  was  filed.  His  early  paper  didn't  turn  up  in  time  to  let 
the  Chicago  exchanges  avoid  paying  off  Espeed;  it  was  unearthed  by  defense  lawyers  in 
still  another  Espeed  suit,  charging  patent  infringement  by  the  New  York  Mercantile 
Exchange.  Nymex  hopes  the  document  will  show  "prior  art,"  negating  the  Wagner  Patent 
and  letting  if  avoid  paying  Espeed  a  licensing  fee. 

A  Nymex  victory  could  also  be  a  victory  for  Sandor's  Chicago  Climate  Exchange.  At 
first  the  exchange  won't  be  at  risk  of  violating  the  Wagner  Patent  because  it  will  offer 
only  spot  trades,  not  the  futures  trades  covered  by  the  patent  But  Espeed  could  sue 
once  the  climate  exchange  offers  a  futures  element. 

Sandor  is  staying  on  the  sidelines  of  the  Nymex  suit  and  doesn't  expect  to  make  any 
money  from  his  original  work,  which  he  never  bothered  to  patent.  "I  did  it  as  an  acade- 
mic," says  Sandor  But  his  foresight  could  save  his  exchange  an  expensive  licensing  fee 
and  bruise  Cantor  Fitzgerald,  which  will  compete  with  the  exchange  through  its  own 
electronic  emissions-reduction-trading  division,  C02e.com.  -n  p 
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tions  of  powerplant  owners,  presumably  foresters  can  be  de.i 
with,  too. 

"I  think  [the  climate  exchange]  is  Richard's  best  idea  yet, 
says  Leshe  Rosenthal,  former  chairman  of  the  Chicago  Board  c 
Trade  and  vice  chairman  of  the  climate  exchange.  "Not  only  i 
there  a  financial  and  societal  need,  but  it's  also  something  th. 
people  are  going  to  take  to  in  an  emotional  way" 

And  Richard  Sandor  would  be  the  pioneer  of  yet  anothe 
form  of  trading  tiiat  at  one  point  seemed  unthinkable.  "I'm  mor 
excited  about  the  next  20  years  in  the  environmental  and  socia 
arena  than  I  was  about  financial  fijtures,"  he  says.  "While  it  seem 
complicated  to  a  lot  of  people,  to  me  it's  really  simple."  I 
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WE  USED  TO  DO 

EVERYTHINCi 
EXCEPT  PAYROLL. 


^D 


NO^  WE  JUST  DO 
EVERYTHING. 


More  than  half  of  all  Fortune  500  companies  rely  on  Hewitt  Associates'  indusoy-Ieading 
thinking,  process,  and  technology  to  dependably  deliver  a  wide  variety  of  HR  services.  And 
',  Hewitt  is  applying  the  same  high  standards  to  payroll  services.  "Which  means  -w^en  it 


now. 


comes  to  maximizing  your  organization's  talent  investment,  there's  one  company  you  can 
count  on  for,  well,  everything.  For  more  information,  visit  our  Web  site  at  www.hcw;tt.com. 


Hewitt 


5c  Benefits  Outsourcing  -  PayioU  ■  Retirement  &  Financial  Management  -  Health  Care  -  Talent  &  Organizational  Change 
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Jean-Pierre  Gamier:  Tliis  is  a  company  tiiat  is  reinventing^ itssji 


AFTER  A  LONG  AND  TORTURED 
courtship  Glaxo  Wellcome  and 
SmithKline  Beecham  agreed  to 
merge  three  years  ago.  But  the 
marriage  of  the  two  top  British 
pharmaceuticals  lacked  a  dowry:  Although 
their  combined  revenue  is  more  than  $30 
billion,  accounting  for  7%  of  the  world 
drug  market,  their  pipelines  were  essen- 
tially empty. 

hi  the  years  running  up  to  the  deal  the 
companies'  laboratories  had  failed  to  come 
up  with  new  drugs  to  replace  the  house- 
hold names — Augmentin  (antibiotic), 
Paxil  (antidepressant)  and  Flixonase  (in- 
tranasal anti-inflammatory) — nearing  the 
end  of  their  patents.  Little  known  to  the 
outside  world:  By  the  end  of  2001, 22%  of 
GSK's  sales  would  be  exposed  to  generic 
competition. 

The  boss  of  the  merged  companies,  56- 
year-old  Jean-Pierre  (J.P.)  Gamier— a 
French  physician  fond  of  sharply  cut 
suits — knew  he  had  to  act  fast.  He  sum- 
moned his  top  researcher,  a  hard-driving 
American  doctor  named  Tadataka  Yamada, 
to  do  nothing  less  than  reinvent,  from  top 
to  bottom,  the  way  the  company  discov- 
ered drugs. 

Example:  Now  on  line  near  Madrid  is 
the  first  of  three  new  drug 
discovery  factories.  Harlow, 
in  the  U.K.,  and  Upper 
Providence,  Pa.  will  open 
within  12  months.  Total 
cost:  $270  million. 

Inside  the  unassuming 
white  building  is  a  massive 
waU-mounted  freezer  hold- 
ing 1.3  million  chemical 
compounds  that  scientists 
use  to  bombard  biological 
targets  like  enzymes,  recep- 
tors and  other  proteiivi  sus- 
pected of  having  roles  in 
disease.  The  goal  is  to  fir-^ 
molecules  that  bind  wk 
and  alter  the  target's  behav- 
ior and  could  be  the  basis 
for  future  drugs. 

Not  too  long  ago  ilicse 


experiments  were  taking  place  in  cumber- 
some test  tubes  and  done  largely  by  hand. 
But  in  GSK's  new  lab,  robotic  arms  remove 
compounds  from  the  freezer  and  pipette 
them  into  1,536  pinhead  wells  on  plates  the 
size  of  letter  envelopes  moving  along  a  con- 
veyor belt.  Each  tiny  well  contains  a  dis- 
ease-linked target  and  the  equipment  in- 
stantly reads  what's  happening  in  each  of 
the  1,536  microtests.  Software  feeds  news  of 
a  "hit"  back  to  the  freezer,  the  promising 
molecule  is  automatically  reprioritized 
among  the  stacks,  and  a  whole  new  series  of 
tests  begins.  Almost  300,000  such  auto- 
mated tests  are  conducted  each  day. 

Peter  Goodfellow,  who  runs  the  divi- 
sion, says  it  now  takes  about  three  years 
from  the  time  a  drug  candidate  is  identi- 
fied in  the  screening  process  until  the  first 
clinical  trials  begin.  The  industry  average 
is  five  years. 

Wanting  to  unleash  the  entrepreneurial 
energy  found  at  biotech  companies,  Gar- 
nier  and  Yamada  created  six  autonomous 
units  around  the  world,  each  with  a  SWAT 
team  of  280  to  450  biologists,  chemists  and 
other  lab  scientists.  These  centers  are  run  by 
a  project  manager,  much  like  the  project 
leaders  found  inside  car  companies,  and 
they  are  responsible  for  sorting  through 

Mind 

The  Gap 

'^laxoSmithKline,  a  much-unloved  pharma 
giant,  has  radically  restructured  how  it 
discovers  drugs.  Critics  may  be  surprised. 


BY  RICHARD  C.  MORAIS 


Goodfellow's  leads,  discarding  the  t< 
compounds  while  shepherding  the  n 
promising  through  early-stage  testing. 
Result:  GSK's  predecessor  compa 
produced  10  to  15  drug  candidates  a ' 
for  early-stage  human  testing.  Toda 
streamlined  GSK  is  producing  candid, 
at  the  rate  of  25  to  30  a  year.  If  GSK  m; 
ages  to  sustain  these  productivity  gains  i 
produce  useful  drugs,  Garnier's  and ' 
mada's  restructuring  will  have  profou 
repercussions. 

But  Garnier  is  also  shrewd  enough 
realize  GSK  isn't  the  best  in  every  field 
discovery.  That's  why  he  controversia 
folded  the  drugmaker's  licensing  divisi 
into  R8cD,  instructing  Yamada  to  cut  de 
with  the  biotechs,  pharmaceuticals  a 
universities  working  on  promising  coi 
pounds  that  complemented  what  GSK  m 
doing  in-house. 

Signed  in  June  was  a  licensing  deal  wi 

Pozen,  a  tiny  North  Carolina-based  cot 

pany  specializing  in  migraine  research; 

proprietary  technology  combines  tripta 

(molecules  that  interact  with  serotonin 

ceptors)  with  long-acting  anti-infla: 

tories.  GSK  beat  out  Pfizer,  Merck  and 

traZeneca.  A  study  of  pharmaceuti 

licensing  by  consultants  Wood  Mackei 

found  GSK  has  signed 

licensing  deals  in  the  1 

two  years,  bringing 

total  agreements  to 

since  1998.  That's  twice 

many  as  its  nearest  ri 

Johnson  &  Johnson. 

All  this  backroon 
hustle  is  starting  to  pay  ofl 
A  comparative  study  las 
year  by  analysts  at  S.G 
Cowen  revealed  GSK  ha< 
62  candidates  in  Phase 
and  II  trials,  far  ahead  o 
Pfizer,  with  26,  and  Na 
vartis,  24.  This  comi 
December  GSK  will  h 
its  first  "open  resea 
day"  since  the  merger, 
which  time  it  is  expe 
to  reveal  research  bre; 
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Glaxo 

throughs  in  cancer  and  cardiovascular  dis- 
eases and  close  to  20  new  chemical  entities. 
"GSK  is  managing  to  build  one  of  the — if 
not  the — most  comprehensive  early-stage 
pipelines  in  the  business,"  says  Wood 
Mackenzie  consultant  Iain  Clark. 

But  such  discoveries  are  still  a  long  way 
from  safe  and  efficacious  drugs,  and  GSK's 
late-stage  pipeline  remains  weak.  Conven- 
tional wisdom  has  it  that  the  human 
genome — revealing  thousands  of  targets  at 
the  center  of  diseases — will  soon  unleash 
a  golden  age  of  drugmaking.  The  trouble  is 
the  new  targets  are  still  litde  understood. 
The  typical  pharma  company  that  in  1995 
was  studying  50  targets,  each  backed  by  100 
references  in  medical  literature,  is  today 
studying  200  targets  documented  by  only  8 
medical  references.  In  short,  genomics  will 
eventually  lead  to  a  quantum  leap  in  drug 
discovery — sometime  after  2010,  accord- 
ing to  a  major  Lehman  Brothers  and 
McKinsey  study — but  is,  in  the  medium 
term,  massively  increasing  R&D  costs. 
"There's  a  lot  of  what  I  call  'discoverology' 
going  on  right  now,"  says  Pozen  Chief  Ex- 
ecutive John  Plachetka. 

That  critical  gap — between  GSK's  ex- 
piring patents  today  and  a  genome-driven 
bonanza  in  the  future — explains  why  the 
company's  shares  trade  at  a  15%  to  20% 
discount  to  peers.  "Investors  have  been 
burned,"  says  Gamier.  "[The  markets]  used 
to  rate  companies  on  the  promise  of  the 
pipeline.  But  in  the  last  five  years  the  Food 
&  Drug  Administration  has  killed  more 
products  in  late-stage  development  than 
ever  before.  So  anticipating  a  pipeline  and 
rerating  a  company  has  been  a  bad  invest- 
ment for  investors." 

There's  also  an  intangible  depressing 
the  stock.  GSK  is  officially  a  British-based 
company,  majority-owned  by  British  share- 
holders, but  its  heart  is  in  the  U.S.,  where 
54%  of  sales  routinely  growing  at  a  dou- 
ble-digit rate  are  booked.  The  proprietary 
instincts  of  British  broadsheets  are  in- 
flamed by  ti^e  fact  that  the  normally  stern- 
faced  and  press-shy  Garnier— a  French- 
man!—has  '.,  ;de  Philadelphia  and  not 
London  the  i.  ■.■  headquarters.  And  the 
local  press  fea  on  the  fact  rhat  GSK 
shareholders  nix.  i  a  fat  $6.5  million  sever- 
ance package  (pK- ,  of  course,  generous 
stock  options)  as  being  too  Amcri. m  Th',^ 
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constant  drip  of  negative  coverage  de- 
presses the  stock  and  obscures  the  fact  GSK 
is  well  managed. 

Consider  what  happened  when  U.S. 
sales  of  the  $2  billion-a-year  antibiotic  Aug- 
mentin  fell  46%  in  the  second  half  of  2002 
over  the  same  period  in  2001,  when  gener- 
ics tore  it  apart.  GSK  retaliated  with  a  flurry 
of  lawsuits,  temporarily  slowing  the  attack. 
It  then  lured  customers  to  newly  patented 
Augmentin  ES  (an  extra-strength  pediatric 
formula)  and  Augmentin  XR  (a  slow- re- 
lease adult  version).  These  "new  and  im- 
proved" antibiotics  now  account  for  30% 


Discount  Drugs 


On  a  price/earnings  basis  Glaxo  is  the  cheapest  of  the 
top  pharmaceutical  companies,  reflecting  a  paucity  of 
new  medicines  ready  for  market. 

Recent  share  Sales 

price         P/E      ($bjl) 


AstraZeneca  ^ 


AstraZeneca       $44.16        28     $18 


Eli  Lilly 


67.40       26       11 


i?< 


ClaxoSmithKline 


GlaxoSmithKline  41.70       16       32 


Merck 


O  MERCK 


^'>  NOVARTis     Novartis 


Pfizer 


62.30       18       53 


41.60       20       21 
35.60       21       33 


Sources:  Thomson  Financial/IBES  and  Multex  via  FactSet  Research  Systems 


of  Augmentin's  sales  and  have  extended  the 
product's  life. 

Goldman  Sachs,  which  owns  at  least 
1%  of  the  company  but  is  not  its  invest- 
ment banker,  figures  such  sophisticated 
"life  cycle"  management  will  save  40%  of 

GSK's  US.  branded  sales  at  risk.  That  brings      reaUty,  blockbusters  have  just  5  to  7  years 
Glaxo's  real  sales  exposure  to  generics      earn  returns  before  the  core  compouni 


depreciation,  interest  and  taxes)  rosfe 
to  $8.7  bilHon  on  a  modest  4%  rise  in  si 
But  Garnier 's  true  ambition  is  to  r 
cally  cut  the  time  it  takes  to  bring  a  proi 
ing  compound  to  market  as  a  drug.  W^ 
a  plant  near  London,  manufactures  14 
of  GSK's  pharma  sales.  In  this  factory  t 
latest  equipment  presses  powders,  buii 
asthma  mhalers  and  packages  pills.  Fon 
men  are  under  orders  to  do  whatever 
takes  to  speed  production.  . 

An  intermediate-stage  warehouse 
been  eliminated  so  finished  drugs  m( 
right  into  packaging;  shutdowns  of  p 
duction  lines  to  clean  n 
zles  have  been  elimina 
by  off-line  preparati 
and  cleaning.  Since  ye 
end  2002  Ware  has  : 
duced  to  45  days  from : 
the  time  between  deliv 
of  raw  materials  to  sh 
ment  of  Combivir,  GSl 
AIDS/HIV  drug 

"I've  been  in  the  bu 

ness  20  years,"  says  Jim 

Soulsby,  a  crusty  sho 

floor  engineer.  "A  lot 

managements  talk  abo 

'empowering     peopl 

This  is  the  first  lot  I 

seen  who  really  mean  il 

That's  because  in  t 

age  of  generics  speed  is  key  to  survival.  ( 

average  it  takes  pharmaceuticals  makers 

years  to  turn  a  patented  compound  int( 

drug  approved  by  regulators;  that's  befc 

the  cosdy  ramping-up  of  production 

marketing  and  the  education  of  doctors 


down  from  22%,  in  2001,  to  an  estimated 
13%  by  tlie  end  of  diis  year,  and  to  6%  or 
7%  by  2004.  Top-line  assistance  in  the  near 
term  also  comes  from  the  new  asdima  drug 
Seretido/Advair,  and  a  joint  venture  to  sell 
Bayer's  Levitra,  a  promising  competitor  to 
Viagra  cleared  in  Europe  and  awiiiting  U.S. 
approval. 

CiSK  has  shut  30  of  its  102  plants  since 
the  merger,  iind  100  coimtry-specific  adver- 
tising agencies  in  Europe  are  on  their  way 
down  to  2,  EU-wide.  Such  moves  have  cut 
$3  billion  out  of  GSK's  running  costs  and 
■XiMain  why  2002  operating  profits  (before 


20-year  patent  expires.  By  shortening 
time  it  takes  to  get  a  drug  to  market — thl 
extending  its  patent-protected  years  in  th( 
market — GSK  should  be  able  to  cut  drui 
prices  and  keep  profits  healthy  befoi 
generics  ruin  its  game. 

"Because  die  life  cycle  is  so  short,  drug. 
are  rarely  declining  when  they  lose  thej 
patents,"  says  Garnier.  He  points  out  thj 
drug  like  Advair/Seretide  is  already  over 
billion  a  year  in  sales — and  rocketing.  " 
always  the  last  year,  when  a  drug  is  at  its  al 
solute  peak,  that  they  get  hit.  That's  why 
are  trying  to  cut  down  on  cycle  time.' 
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►      HOLD      UP     TO      MIRROR.     ANSWER      HONESTLY,     i 
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Soul  searching.  It  starts  with  a  lingering  question.  And  an  answer  you  may  not  like.  But  the  power  to 
change  the  outcome  is  in  your  hands.  Wharton's  executive  education  programs  offer  a  breadth  and 
depth  of  knowledge,  giving  you  the  ability  to  approach  each  new  challenge-and  question-with 
confidence. The  right  answers  can  change  the  world.  Will  you? 


Essentials  of  Management 

December  7-12,  2003  (wk.  1  of  2) 
January  25  -30,  2004  (wk.  2  of  2) 

Executive  Development  Program 

January  18-30,  2004 
•May  2-14,  2004 


Executive  Negotiation  Workshop 

Nov.  2" -7,  2003 
March  21  -26,  2004 

Strategic  Thinking  and  Management 
for  Competitive  Advantage 

Nov.  30  -  Dec.  5,  2003 


Wharton 

ijNiVERSITY  of  PENNSYLV.ANIA 
Aresty  Institute  of  Executive  Education 


215.898.1776  or  800.255.3932  ext.  3215 
execed.wharton.upenn.edu/3215.cfm 
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PUTTING  THE  PEDAL 
TO  THE  MICROCHIP 


i 


TODAY'S  GM  CARS  AND  TRUCKS 
ARE  AS  MUCH  ABOUT  BRAINPOWER 
AS  THEY  ARE  ABOUT  HORSEPOWER. 


From  DVD  players  that  entertain  the  kids,  to  XM® 
Satellite  Radios  that  entertain  you,  we  use  technology 
to  make  driving  better. 

And  safer.  When  your  front  air  bag  deploys,  our 
OnStar''  service  pinpoints  your  vehicle's  coordinates 
and  calls  for  help.  You  can't  see  in  the  dark,  so  we 
created  a  technology  that  can.  You  don't  have  eyes  in  the 
back  of  your  head,  but  our  sonar-based  rear-parking 
assist  does.  And  since  you're  not  always  sure  which 
way  you're  going,  we  put  GPS  on  board. 

These  are  just  a  few  of  the  cutting-edge  innovations 
available  on  a  surprising  selection  of  GM  vehicles. 
And  a  few  of  the  reasons  why  so  many  people  are 
coming  back.  Last  year,  GM  led  the  industry  with  more 
repeat  customers  than  any  other  automaker.  Drivers 
liked  what  they  saw.  And  felt.  And  heard.  And  touched. 

We're  taking  a  more  intelligent  approach  to 
car  building  these  days.  And  it's  one  of  the  reasons 
we're  back  at  the  head  of  the  class. 

GM  RADIOS  GET  A  TUNE  UP. 

.Music  and  driving  go  hand-in-hand.      channels  cranking  out  whatever 
So  when  radio  started  shifting  ^^>>  you  want  to  hear,  wherever  you 


to  satellite,  we  dialed  right  in.  >J*  want  to  hear  it.  From  rocl<'n  roll 
Today  we  install  XM  Satellite  ^^  to  reggae.  From  sea  to  shining 
Radio  on  more  vehicles  than  *•*— ^  sea.  And  it's  available  today  in 
any  other  automaker  101  all-digital      a  GM  dashboard  near  you? 


Going  above  and  beyond  with  OnStar. 

It  gets  directions  and  makes  reservations.^  It  even 
saves  lives.  Is  there  anything  OnStar  doesn't  do? 
Not  really  This  GM-pioneered  innovation  has  been 
the  standard  ever  since  we  launched  it  seven 
years  ago.  And  today,  some  22  million  customer 
contacts  later,  we're  still  going  beyond  the  call. 
Here's  a  look  at  how  OnStar  helped  last  month: 

■  Responded  to  over  360  stolen  vehicle  reports. 

■  Called  575  people  when  their  air  bags  deployed. 

■  Helped  over  6,000  people  involved  in  car 
accidents  and  emergency  situations. 

■  Came  to  the  rescue  of  over  13,000  stranded 
drivers  who  ran  out  of  gas,  got  flat  tires  and 
otherwise  needed  our  help. 

■  Ran  diagnostic  checks  on  over  1 3,900  vehicles. 

■  Popped  the  locks  on  25,000  car  doors. 

■  Gave  directions  to  223,000  lost  drivers. 


The  all-new  Saab  9-3  offers  the  ultimate  personal  touch, 
the  Saab  Profiler.  This  central  computer  lets  drivers 
customize  40  different  on-board  systems. 


Every  Cadillac,  including  the  head-turning  Escalade, 
is  equipped  with  a  one-year  OnStar  service  plan.' 
Now,  getting  assistance  is  only  a  button  away 


The  heads-up  display  available  in  the  Corvette 
borrows  technology  from  F-15  fighter  jets,  projecting 
practically  every  gauge  onto  the  windshield. 


The  latest  news,   reviews  and  a  glimpse  of  the  road  ahead.   See  it  all   at  www.gm.conn/story 


CHEVROLET 


PONTIAC 


OLDSMOBILE 


BUICK 


CADILLAC 


CMC 


SATURN 


HUMMER 


SAAB 


OnStar  uses  existinq  smerqency  service  providers  and  cellular  telephone  and  satellite  technologies.  Vehicle  electrical  system  must  be  operating 

for  0  Star   0  w3  Ca7  ?00^^^^  or  visit  www.onstar.com  for  system  limitations  and  details.  ^Available  in  the  48  contiguous  states, 

•^Activation  fee  and  service  subscription  are  extra.  Go  to  www.xmradio.com  for  details,^Services  vary  depending  on  service  plan  purchased. 


Unfit 

For  Public  Consumption 

MeVC  took  the  lofty  idea  of  making  venture  capital 
public  and  dragged  it  through  the  gutter. 


IT  SEEMED  LIKE  A  BRILLIANT  IDEA  AT 
the  time.  The  year  was  1999,  and  Wall 
Street  worshipped  all  things  venture. 
Newly  public  tech  stocks  shot  up 
instantly  in  aftermarket  trades.  Indi- 
vidual investors  clamored  for  access 
to  the  deals  spun  out  of  Silicon  Valley's 
Sand  Hill  Road  venture  capital  country 
club.  So  an  accountant,  an  investment 
banker  and  a  research  analyst  decided  that 
what  the  world  needed  was  a  publicly 
traded  venture  capital  fund.  They  dubbed 
their  creation  MeVC.com. 

But  instead  of  a  refreshing 
democratic  inroad  into  the 
private   world    of  venture, 
MeVC  has  become  a  very 
embarrassing  public  display  of 
bad    judgment    and    back- 
scratching.    Investors    have 
brought  two  lawsuits  against 
MeVC's   former  chairman, 
lohn  M.  Grillos,  and  his  part- 
ners.    The     Securities     &: 
Exchange    Commission    is 
looking  into  a  $3  million  loan 
to  a  shell  company  and  the 
questionable  assumption  of  a 
$300,000-a-year  lease  liability. 
No  surprise,  given   the 
Nasdaq  colJapse..  that  only  one 
of  the  fund's  M)  investments 
has  risen  in  v,i!i.;-.  Half  of  the 
$330  million  rai&ed  by  the  ini- 
tial offering  in  \h  r  .]■  7000  has 
vanished.  What',  i...,  \  $U1  • 
million  in  cash  and  >:-,r.rt- 
term  debt  and  $45  miiJio!-;  in 
20   flea-bitten  startups.  .At 
$8.40,  the  shares  trade  60% 
below  the  offering  price  and 
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13%  below  the  putative  net  asset  value. 

A  group  of  angry  hedge  funds  seized 
control  in  March  and  fired  Grillos.  Eager 
to  get  some  juice  from  this  lemon,  the 
board  will  put  to  a  shareholder  vote  both  a 
tender  offer  for  25%  of  the  outstanding 
shares  at  what  would  now  be  $9. 1 5  a  share 
and  the  hiring  of  Michael  Tokarz,  a  former 
Kohlberg  Kravis  Roberts  financier,  to  run 
MeVC.  He  would  then  invest  the  cash  in 
older,  private  nontech  firms. 

Grillos  defends  his  decisions,  saying 


he  was  in  the  wrong  place  at  the  wr<  * 
time.  "The  environment  got  extrerr  i 
ugly,  and  I  couldn't  implement  our  st  e 
egy,"  he  says.  "It  wasn't  like  a  bunch  » 
crooks  were  trying  to  skin  the  public."  te 
But  the  public  got  skinned  anyvy  )« 
None  of  MeVC's  early  leadership — ^ban  ei 
Andrew  Singer,  research  analyst  Pe  « 
Freudenthal  and  accountant  Paul  W  if 
niak — had  ever  led  a  venture  deal.  T  a| 
didn't  stop  Timothy  Draper,  a  well-repu  i 
VC  running  Draper  Fisher  Jurvetson  in  1  fe 
icon  Valley,  fi-om  buying  in.  1  nf 
concept  was  that  a  privately  h  A 
parent  firm,  MeVC.com,  wot  s, 
run  a  series  of  investment  fin  :. 
that  would  be  offered  to  t  ip 
public.  Draper  invested  $4.5  n  i 
Uon  of  his  firm's  money  in  ffltd 
parent  and  joined  as  chairmi 
of  the  first — and  what  turn( 
out  to  be  the  only — fiind,  MeV 
Draper  Fisher  Jurvetson  Fund 
Draper  stepped  down  when  I 
and  his  partners  picked  Grill* '  Vi 
to  run  the  fund.  Grillos,  then  5  ijoo 
had  an  electrical  engineerifl  .. 
background,  with  an  M.B.^  H, 
from  the  University  of  Chicagl  nse 
He  had  been  chief  operating  c»  M 
ficer  of  SmartForce,  an  edua 
tional  software  company,  an 
had  had  venture  experience  i 
Robertson  Stephens.  Prior  t  ier 
coming  to  MeVC  he  ran  a  i  i!lo 
million  angel  fund. 

MeVC  took  a  fatal  blo' 
before  it  even  got  in  the  rin 
Its  mass  appeal  was  based  o 
its  ability  to  invest  in  the  be 
companies  seeded  earlier  I 
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on  shareholders'  behalf,  usually  in  favor 
of  management.  But  days  before  the  vote 
MiUenco's  Knapp  alerted  the  New  York 
Stock  Exchange  and  overnighted  a  letter 
to  other  investors  saying  Grillos  was  tak- 
ing away  their  rights.  Hours  before  the 
meeting  the  NYSE  said  the  proxy  was  non- 
routine,  requiring  shareholders  to  cast 
their  own  votes.  Grillos  lost. 

In  May  Grillos'  lavvyers  sent  the  board 
of  the  publicly  traded  fund  a  proposal 
that  would  allow  him  to  internally  man- 
age the  fund,  rendering  MeVC  Advisers 
powerless.  The  board  didn't  go  for  it.  A 
month  later  MeVC  Advisers  received  a 
$400,000  legal  bill.  They  didn't  have  the 
money.  Fearing  that  paying  that  and 
other  debts  would  force  them  to  with- 
draw more  than  the  maximum  fee  of 
2.5%,  the  founders  resigned.  The  rest  of 
the  MeVC  Advisers  resigned  the  next  day, 
triggering  the  resignation  of  Draper 

"It  wasn't  like  a  bunch  of  crooks 

Wprfi  trying  tn  skin  the  public." 

Advisers.  The  board,  packed  with  Grillos 
loyalists,  put  him  in  charge. 

In  August,  sick  of  what  it  called  "the 
board's  contempt  for  shareholders,"  MLl- 
lenco  filed  suit  in  Delaware  chancery 
court  to  void  the  election  of  two  Grillos 
cronies  on  the  board.  The  two  directors 


3t  hands  at  Draper  Fisher  lurvetson, 
lat  depended  on  getting  an  unprece- 

d  exemption  from  an  SEC  rule  pro- 
ng affiliated  parties  from  influenc- 

ne  another's  investments.  Fund  I 
public  while  waiting  for  SEC 
aval,  and  thousands  of  individuals 
,ht  in  at  $20  a  share  three  weeks 
■e  the  crash  in  April  2000.  Four 
ths  later  the  SEC  denied  MeVC's 
;st  to  invest  in  follow-on  rounds  of 
leals,  while  permitting  MeVC  and 
0  invest  at  the  same  time  and  on  the 

terms.  But  after  tech  swooned,  few 
vere  in  the  mood  to  share  anything, 
eft  to  his  own  devices,  Grillos  made 
r  lousy  calls.  Of  the  30  companies  he 
ed  in  his  three-year  tenure,  10  were 
ered;  all  but  one  were  written  down. 
>ecember  2000  MeVC  was  trading  at 
?nts  on  the  dollar.  Arbitrage  funds 
ed  in.  Robert  Knapp,  managing  direc- 
f  Millenco,  a  New  York- 
aged  hedge  ftmd,  began 
iing  a  7%  position, 
in  mid-2001  Grillos  com- 
tied  to  the  MeVC.com 
d  that  he  needed  more  staff  to  dig  up 
5,  as  well  as  a  bigger  cut  of  the  fund's 
.  The  way  MeVC  was  set  up,  two 
ips  had  claim  to  the  fund's  2.5%  man- 
nent  fee:  MeVC  Advisers,  which  pro- 
d  back-office  services  and  paid  the  bills. 
Draper  Advisers,  which  did  the  invest- 
Grillos  led  Draper  Advisers,  which      were  top  executives  at  Evineyard,  an 


ed  in  40%  of  the  fee.  MeVC  Advisers, 
by  two  of  the  founders,  got  the  other 
).  Grillos  thought  he  deserved  50%,  but 
/C  Advisers  refused  to  give  in.  "We  had 
3ody  brawl,"  says  Grillos. 
He  invested  in  2  new  companies  in 
1,  down  from  16  in  2000,  yet  paid 
iself  a  $150,000  bonus  and  a  $600,000 
ry.  When  Draper  found  out,  he  sent 
llos  a  flaming  e-mail,  telling  him  he 
"biting  the  hand  that  feeds"  him  and 
sting  he  return  the  money.  "I  was 
er  about  to  pay  any  money  back,"  says 
llos.  "The  only  ones  who  could  say 
thing  were  my  directors,  and  they 
n't  ask  for  it."  Draper  won't  comment. 
In  March  2002  Grillos  tried  to 
rease  his  share  of  the  fee  by  submitting 
roxy  that  he  hoped  would  slip  by  as 
utine,"  meaning  brokerage  firms  vote 


online  wine  merchant  that  Grillos  had 
backed  in  two  of  his  prior  funds — a  fact 
he  never  disclosed  to  shareholders.  (Gril- 
los had  earlier  tried  to  invest  in  Evineyard 
with  MeVC  funds — also  something  he 
never  told  shareholders.) 

Despite  the  growing  scrutiny,  in 
October  Grillos  hired  another  buddy  as 
president,  William  (Boots)  Del  Biaggio,  a 
36-year-old  venture  debt  financier  he'd 
met  on  an  earlier  deal.  Del  Biaggio  would 
lead  the  fund's  new  loanmaking  strategy. 
Del  Biaggio's  last  fund.  Sand  Hill  Capital 
II,  was  burdened  by  its  own  debt  and 
returned  -50%  over  three  years. 

Their  first  decision  as  a  team  was  to 


a  year  for  the  next  three  years,  was  ten 
times  the  going  rate  in  nearby  towns,  but 
close  to  the  amount  Del  Biaggio  was 
reportedly  paying  for  his  fund's  overhead 
costs.  Del  Biaggio  insists  there  was  noth- 
ing unethical:  "Being  on  Sand  Hill  was 
like  a  marketing  expense." 

Grillos'  problems  mounted.  In 
November  SmartForce,  where  he  served  as 
chief  operating  officer,  restated  three  and  a 
half  years  of  filings,  starting  in  1999.  A 
class  action  followed.  Grillos  says  he  left 
the  firm  before  the  books  were  cooked  but 
he  was  a  director  until  September  2002. 

In  mid-December  the  Delaware  court 
ruled  in  MiUenco's  favor  to  ax  Grillos' 
two  board  appointees.  MiUenco's  next 
step  was  to  build  its  own  slate  of  directors 
and  put  both  to  a  shareholder  vote  at  the 
annual  meeting  in  February.  Grillos  kept 
on  investing:  He  arranged  $20  million  in 
debt  deals  in  December,  including  $3  mil- 
lion to  a  shell  company,  BS 
Management,  located  on  the 
Isle  of  Man,  that  was  sup- 
posed to  invest  the  funds  in 
another  firm. 
The  final  proxy  battle  began  in  January 
as  Grillos  and  Knapp  each  proposed  a  slate 
of  directors.  Grillos  sued  the  opposing 
shareholders  for  conspiring  to  raid  the 
flmd.  A  judge  dismissed  that  suit  four  days 
before  investors  voted  out  GrUlos'  board  4- 
to-1.  "Charles  Manson  and  O.J.  Simpson 
could  have  run  against  Grillos  and  I  would 
have  voted  for  them,  if  they  closed  the  dis- 
count," says  shareholder  Phillip  Goldstein 
of  Opportunity  Partners. 

On  Mar.  3,  days  after  an  early  vote 
count  showed  he'd  lost  the  election,  Gril- 
los modified  terms  of  the  $3  million  Isle 
of  Man  loan,  delaying  the  repayment  date 
and,  Knapp  says,  making  it  possibly 
uncollectable.  Grillos  says  this  will  be  the 
best  investment  he  has  made  at  MeVC. 

Knapp  is  suing  to  reclaim  the  $3  mil- 
lion. Meanwhile,  MeVC  shareholders  are 
on  the  hook  for  $4  million  in  legal  fees 
run  up  by  both  past  and  present  manage- 
ment. Grillos  is  mulling  his  future.  "I  did 
what  I  said  I  was  going  to  do.  People 


move  into  new  digs  on  Sand  Hill  Road.  As  could  say  I  was  a  moron,  but  I  didn't 

it  happened,  MeVC  took  over  a  space  at  want  them  to  think  I  wasn't  a  standup 

the  same  address  as  Del  Biaggio's  old  guy  This  has  not  turned  out  well  for  any- 

fimd.  The  new  rental  payment,  $300,000  body,"  says  Grillos.  F 
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IMAGINE  GOING  TO  A  FORD  CAR  DEAL- 
ership  and  insisting  on  a  certain  size 
and  type  of  fuel  tank,  exhaust  pipes 
and  axles  for  your  car.  You  could 
bring  in  a  color  sample  and  tell  them 
to  match  it.  You  could  even  tell  the 
salesman  to  install  an  engine  that  was 
made  by  General  Motors. 

That's  how  it  has  long  worked  in  the 
heavy-truck  market  in  North  America, 
where  tractor-trailers  weigh  33,000  pounds 
or  more.  The  brawny  rigs  are  as  different  as 
snowflakes.  This  is  appealing  to  truck  buy- 
ers but  a  costly  headache  for  Daimler- 
Chrysler  and  Volvo.  Instead  of  selling  their 
ovm  $20,000  engines,  for  instance,  they  end 
up  installing  Cummins  engines. 

Truck  drivers  elsewhere  in  the  world 
somehow  get  by  with  far  more  limited 
options.  Now  DaimlerChrysler  and 
Volvo,  the  world's  two  biggest  truckmak- 
ers,  are  saying  it's  high  time  their  U.S. 
customers  weaned  themselves  from  the 
notion  of  the  bespoke  vehicle.  "We  have 
to  learn  to  say  'Mr.  Customer,  this  is  the 
truck  you  will  need,'"  says  Michel  Gigou, 
head  of  Volvo's  North  American  truck 
operations. 

Perhaps  mass  production  would  do 


Volvo  engines  in  Volvo-brand  trucks  from 
10%  to  about  half,  the  rest  being  sold  with 
Cummins  engines.  Customers  get  up  to 
$1,500  off  the  cost  of  a  Volvo — which 
range  in  price  from  $70,000  to  $120,000— 
if  they  pick  a  Volvo  engine.  Leif  Johans- 
son, Volvo's  chief  executive,  says  he  hopes 
to  save  at  least  another  $400  million  over 
the  next  several  years  by  replacing  the 
now-distinct  Volvo  and  Mack  engine  lines 
with  a  single  family  of  engines. 

DaimlerChrysler  is  on  the  same  track. 
Eckhard  Cordes,  its  commercial  truck 
chief,  is  pushing  his  North  American  cus- 
tomers to  use  engines  supplied  by  Mer- 
cedes-Benz or  Detroit  Diesel,  the  heavy- 
duty  engine  maker  DaimlerChrysler 
bought  in  2000.  DaimlerChrysler  puts  its 
own  engines  in  60%  of  its  Freightliner 
trucks,  but  it  won't  say  how  that  com- 
pares with  earlier  years.  Cordes'  next 
move:  Replace  three  engine  families — 
from  Europe,  North  America  and  Asia — 
with  one. 

Truckers  are  a  finicky  bunch,  though. 
A  hauler  who  wants  to  fill  his  truck  to  the 
top  with  heavy  material  wants  a  light- 
bodied  truck  with  a  small  fuel  tank,  so  he 
can  pile  on  as  much  as  possible  and  stay 


A  Long  Haul 

The  world's  two  biggest  heavy-truck  makers  are  trying  to 
get  heartland  truck  buyers  to  act  like  Europeans.  Good  luck. 


BY  JONATHAN  FAHEY 

something  for  the  bottom  lines.  Last  year 
Volvo,  which  owns  the  Mack  brand  and 
Renault's  truck  operations,  made  just 
$321  million  on  sales  of  $20  billion. 
DaimlerChrysler's  commercial  vehicle 
division,  which  includes  Freightliner, 
Sterling,  Western  Star,  Mercedes-Benz 
trucks  and  Mitsubishi-Fuso,  lost  $360 
million  on  sales  of  $30  billion.  ■ 

Volvo  (no  relation  to  Ford's  Volvo  car 
division)  says  it  has  saved  $  100  million 
over  the  last  two  years  integrating  its  truck 
business  and  commonizing  parts.  Over 
that  period  it  has  increased  penetration  of 


within  weight  limitations.  A  hauler  who 
has  to  go  cross-country  as  fast  as  possible 
wants  a  speedy,  comfortable  truck  with  a 
big  fuel  tank. 

Yellow  Transportation,  one  of  Volvo's 
biggest  customers,  puts  millions  of  miles 
on  each  of  its  2,000  Volvo  trucks,  and  has  a 
pretty  good  idea  about  what  kind  of  truck 
it  needs.  When  its  drivers  complained  that 
the  grab  handles  on  the  doors  got  slippery 
in  bad  weather,  Yellow  had  Volvo  redesign 
its  doors  to  put  the  handles  on  tlie  inside. 
"We're  willing  to  listen,  but  our  specifica- 
tions are  based  on  years  of  experience," 


says  James  Welch,  who  runs  Yellow  Tram 
portation.  Most  of  Yellow's  Volvos  hav 
engines  made  by  Detroit  Diesel,  the  rivi 
engine  maker.  To  wm  Yellow  over  to  Volv 
engines  on  new  vehicles,  it  let  the  bu\  ^ 
heavily  test  the  engines  on  the  road  an 
sweetened  tlie  warranty. 

If  the  U.S.  truck  market  were  a  duop 
oly,  the  manufacturers  could  have  thei 
way.  But  they  aren't  the  only  game  ii 
town.  Truck  buyers  also  have  Pacca 
(whose  brands  are  Peterbilt  and  Ken 
worth)  and  Navistar  (brand:  Interna 
tional).  Neither  Paccar  nor  Navista 
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:es  its  own  heavy-duty  engines,  so 
1  buy  engines  from  Cummins  and 
;rpillar.  Under  the  circumstances,  a 
ihanded  "You  can  have  any  engine 
want  as  long  as  it's  one  of  ours" 
ht  cost  Volvo  or  Daimler  a  lot  of  sales. 
The  truckmakers  have  allies:  the  deal- 
Dealers  would  be  pleased  to  equip 
r  mechanics  with  only  one  set  of 
ine  replacement  parts  and  manuals. 
)  helping  the  cause  of  limited  engine 
ice:  the  Environmental  Protection 
ncy.  Antipollution  rules  are  forcing 
:omers  to  buy  new  engines  anyway,  so 


they  might  just  end  up  buying  from  the 
manufacturer  of  their  truck. 

Not  just  the  engines  need  an  upgrade. 
After  a  three-year  drought  in  purchase  or- 
ders, the  nation's  fleet  is,  on  average,  over 
seven  years  old,  older  than  it  has  been  since 
1993.  Looking  to  a  quick  end  to  the  capital 
goods  recession,  investors  are  ignoring  a 
6%  decline  in  sales  volume  for  the  first  six 
months  of  the  year  (per  wardsauto.com) 
and  bidding  up  the  ADRs  of  Volvo  and  the 
shares  of  Navistar  and  Paccar. 

If  truckmakers  succeed  in  getting 
customers  to  accept  their  engines,  they 


will  then  try  to  reduce  the  choices  for 
other  components.  Volvo  doesn't  yet 
offer  a  homemade  transmission  in  the 
U.S.,  but  has  plans  to  introduce  one. 
DaimlerChrysler  announced  a  plan  in 
July  to  consolidate  its  now  far-flung 
truck  development  operations  so  it  can 
standardize  components  like  transmis- 
sions, axles,  chassis  and  cabs.  The  cus- 
tomers might  go  along,  says  Jan  Nuss- 
baum,  owner  of  Central  Illinois  Trucks 
in  Normal,  111.,  provided  the  vehicles 
have  real  curb  appeal.  This  is  beginning 
to  sound  like  the  car  business.  F 
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The  Fall  of 
The  House  of  Gilma 

How  family  feuds,  business  neglect  and  extravagant  spending  destroyed 
a  billion-dollar  fortune  by  robert  lenzner  and  tomas  kellner 


HOWARD  GILMAN  LED  A  DOUBLE 
life.  He  ran  a  group  of  compa- 
nies thar  churned  out  the  most 
niundanf  products  you  could 
imagine:  paper  bags-,  bleached 
cardboard  and  t\vo-by-fours.  Yet  he  could 
be  found  hosting  glitzy  flmctions  where 
he  would  sip  champagne  wii.h  rhc  likes  of 
actres.s  Isctbclla  Ros,sviUni,  or  entertaining 
dancer  Mikliail  Baryshnikov  ai  'm  elegant 


plantation  near  Jacksonville,  Fla.,  which 
Gilman  transformed  into  a  dance  center 
and  wUdlife  preserve. 

It  was  at  the  7,500-acre  White  Oak  Plan- 
tation diat  Gilman  was  felled  by  a  heart  at- 
tack at  age  73,  in  Jiuiuary  1998.  By  this  time 
the  Gilman  family  fortune,  with  $1.1  billion 
in  assets,  carried  $550  million  in  debt.  Now, 
iust  over  five  years  later,  much  of  the  re- 
maining money  is  gone.  Gilman,  who  was 


'J 

ndii 


childless,  bequeathed  the  vast  majority  ( 
his  assets  to  the  Howard  Gilman  Founc 
tion.  Yet  at  die  close  of  2001  the  fair  mark< 
value  of  the  charit/s  assets  was  only  $22' 
million.  The  foundation's  2002  IRS  filiii 
won't  be  available  until  this  fall.  But  the  cii 
cuinstantial  evidence  is  that  it  is  in  a  down 
ward  spiral.  One  of  the  assets  it  held  was  i  \ 
$47  million  lOU  from  the  parent  of  thi  jtn 
buyer  of  the  Gilman  paper  mill.  Widi  thi 
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;r  in  bankruptq^ — and  the  parent  suing 
jilman  estate  for  fraud — that  asset  may 
/orth  nothing.  The  foundation,  which 
:ally  gave  to  arts  groups,  is  so  broke  that 
)pped  handing  out  new  grants  in  2003. 
>  honoring  existing  grants.) 


Shirtsleeves  to  shirtsleeves 
in  three  generations,  says  the 
adage  about  family  fortunes. 
The  rise  and  fall  of  the 
Gilmans  fits  that  pattern.  Like 
many  American  success  sto- 
ries, this  one  begins  on  Man- 
hattan's Lower  East  Side,  the 
first  stop  for  Jews  fleeing  east- 
ern Europe.  Isaac  Gibnan  ar- 
rived in  the  1880s  and  peddled 
trinkets  on  the  crowded 
streets.  By  1907  he  had  enough 
money  to  take  over  a  dis- 
tressed New  England  paper 
company  in  the  village  of  Fitz- 
dale,  Vt.,  making  newsprint  and  wrapping 
paper:  The  locals  were  so  grateful  they 
changed  Fitzdale's  name  to  Oilman  in  1921. 
Isaac  passed  the  business  to  his  son 
Charles,  who  in  1939  moved  the  business 
south  to  the  Georgia-Florida  border,  not 


far  from  Jacksonville.  There  he  built  a  large 
mill  with  three  paper  machines.  He  added 
a  short-line  raikoad  to  haul  trees,  pulp  and 
paper.  The  Gilman  Paper  Co.  prospered 
and  grew  into  the  largest  privately  held 
paper  company  in  the  U.S. 

When  Charles  died  in  1967  the  prob- 
lems for  the  third  generation  of  Gilmans 
began.  Charles  Jr,  known  as  Chris,  was  pres- 
ident; Howard,  the  older  brother,  was  a  se- 
nior officer.  Their  relationship  became 
strained,  riven  by  jealousy  and  bitterness 
over  control  of  the  company,  according  to 
friends  and  family  In  1979  their  mother, 
Sylvia,  sided  with  Chris,  disinheriting 
Howard  and  leaving  Chris  with  control  of 
the  business. 

Enter  Bernard  D.  Bergreen,  a  New 
York  City  attorney  who  says  he  met 
Howard  at  a  New  York  party  in  1979  and 
became  his  personal  counsel  and,  later,  fi- 
nancial adviser  and  general  counsel  to  the 
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it,  Gilman  wasn't  the  right  person  to  turn 
it  around.  He  says  he  could  not  convince 
Gilman  to  invest  the  capital  necessary 
to  keep  the  paper  business  competitive.  A 
papermaking  machine  today  costs  $100 
million  or  more;  Bergreen  claims  Gilman 
had  other  uses  for  the  money.  Between 
1988  and  1997  he  lavished  $300  million  on 
his  philanthropy  and  what  Bergreen  calls 


The  White  Oak  Plantation  is  home  to  60  species  of  endangered  and  threatened  animals. 


business.  "Howard's  financial  fixture  in 
1979  was  clouded  at  best,"  says  Bergreen, 
80.  He  also  states  Gilman  had  no  equity 
in  the  company  and  limited  business  or 
investing  experience. 

Bergreen  spoke  only  briefly  with 
FORBES.  His  account,  which  largely  blames 
Howard  and  Chris  for  the  demise  of  the  for- 
tune— ^and  of  course  can't  be  disputed  since 
the  two  men  are  now  dead — is  contained 
in  an  81 -page  petition  filed  with  the  Surro- 
gate's Court  in  Manhattan.  Bergreen  says 
he  managed  to  reinstate  Howard's  stake  in 
the  paper  company  by  arranging  for  the  two 
brothers  to  each  obtain  50%  of  Gilman  ba- 
sically for  free  from  the  trust  that  controlled 
their  father's  estate. 

In  the  middle  of  this  turmoil  Chris 
died  from  a  heart  attack  in  1982,  at  51.  A 
new  round  of  litigation  ensued  between 
Chris'  widow,  Sondra,  and  Howard  over 


to  U.S.  presidents  and  celebrities  and  t 
families,  often  using  the  company's  p 
to  ferry  them  to  White  Oak.  The  gu 
were  fed  meals  prepared  by  top-no 
chefs.  Bill  Clinton  played  golf  on  Gilm 
private  nine-hole  course. 

The  Gilman  fortune  also  was  de 
tated  by  huge  losses  in  the  bond  mai 
during  tiie  years  1992-94  and  by  a  bad 
vestment  in  the  entertainment  busin 
$63  million  spent  on  a  forgettable  tel( 
sion  series  called  Space  Precinct. 

But  Howard  GUman  never  neglec 

his  philanthropy,  making  big  gifts  to 

Howard  Gilman  Gallery  at  the  Metrop 

itan  Museum  of  Art  and  the  How; 

Gilman  Opera  House  at  the  Brook 

Academy  of  Music.  Gilman  also  back 

many  dance  and  theater  companies  a 

was  Baryshnikov's  patron  from  the  n 

ment  the  Russian  dancer  landed  in  the  I  i 

Bergreen,  coexecutor  of  Gilman 's  w 

sold  off  some  assets,  including  timber  ho 

ings  and  the  plane.  A  division  that  sold  lu 

ber  declined  in  value  from  $230  milli 

after  Gilman's  death  to  around  $67  milli 

today,  according  to  Dun  &  Bradstre 

Bergreen  blames  a  glut  of  Canadian  lu 

ber.  Other  foundation  assets  at  year-en 

2001:  $38  million  in  securities  (not  coun&i 

the  dubious  loan  on  the  mill),  White  Oa 

and  a  highly  regarded  collection  of  phot< 

If  the  Gilman  Foundation  is  aili 

Bergreen  is  not.  Between  1985  and  19 


Gilman  played  host  to  presidents 
and  celebrities.  Bill  Clinton  played  golf 

QPJlis  privatft  ninfi-hplp  oniir.<;fi 
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"pet  projects."  Back  at  the  mill,  a  big  source 
of  this  largesse,  the  business  faltered  and 
profits  turned  into  losses— $55  million 
over  the  last  two  years  of  Howard's  life. 
The  biggest  pet  project:  $154  million 


whether  she  was  required  to  sell  her  share     spent  transforming  the  White  Oak  Planta- 


FORBES  she  decided  finally  to  sell  her 
shares  to  Howard  because,  she  says,  she 
didn't  want  to  leave  her  fijture  "in  irre- 
sponsible hands."  That  left  Howard  as  the 
sole  owner  of  the  Gilman  empire. 

But  after  two  decades  of  leci.il  wars,  the 
business  was  ailing  and,  as  Bergreen  tells 
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the  Gilman  family  in  1938,  into  a  dance 
center  for  Baryshnikov  and  other  noted 
artists,  a  conference  center  and  a  home  for 
60  species  of  endangered  and  direatened 
animals,  including  reticulated  giraffes, 
okapis,  black  and  white  rhinoceros,  and 
cheeti\hs.  Howard  played  host  at  White  Oak 


he  earned  $40  million  from  Gilman, 
cording  to  a  court  filing,  and  in  201 
Bergreen  wanted  another  $40.5  milli 
for  services  from  1998  to  2000.  The  foi 
dation's  board  sliced  that  to  $17  millio:, 
and  the  New  York  attorney  general's  o( 
fice  is  trying  to  force  a  ftirther  reduction 
Why  didn't  Gilman  sell  the  holdings  if 
as  suggested,  he  had  little  interest  in  run 
ning  the  business?  The  former  corpon 
controller  of  Gilman  Paper,  Michael  Pall( 
offers  this:  "He  felt  tremendous  loyalty 
his  family  and  employees."  Sentiment, 
this  case,  seems  highly  overrated. 
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PROTECTION   AND   FUN   HAVEN'T   BEEN   PACKAGED 
TOGETHER  THIS   SUCCESSFULLY    SINCE    BUBBLE   WRAP 
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,s  ...■  safo-  hclb  anJ  pr.,r«  chiU  a-smints,  even  With  .ir  Hag..  Even  with  the  Passenger  Sensing  System,  children  .re  sate  when  properly  secured  ,n  a  rc.,r  .ear.  See  thc^a^ie, 
i,r  .no,.  ...fcty  infurn.ution.  ttX-pcmlahility  hased  oa  longevity.  lySl-J.ly  200!  full-line  hsht-dnty  truck  company  re«is>n>tion..  txcudcs  other  GMJ,v,s,ons.  BUBBI. 
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BUBBLE  WRAP' packaging.  It's  fun  to  play  with  and  it  keeps  everything  .inside  it  safe  and  secure.  Kind  of  like  th< 


:hevy  Tahoe.  With  dual-level  front  air  bags'  and  a  Passenger  Sensing  Systern',  Tahoe  lets  you  get  out  there,  have  a  good 
ime,  and  come  back  in  on^  piece.^From  Ae  family  of  Chevy  Irucks-.  thq  ^tiost  deperidahle,bngestdasting  trucks  on  the  road: 
:all  800-950-2438  or  visit  chevy.com/tahoe  '""Wv'^^BB^    LI  lit  R  IIUull 


Insights  By  Peter  Huhcr 


Al  Qaeda  and  the  ACLU 


A  GOVERNMENT  PROPOSAL  TO  ACQUIRE  "TOTAL  [OR 
Terrorist]  Information  Awareness"  does  have  an 
Orwellian  ring  to  it,  but  today's  reality  is  nothing  like 
the  one  imagined  in  1984.  In  the  book,  Big  Brother 
owned  all  the  computers  and  compiled  all  the  data- 
bases, while  ordinary  citizens  were  vaporized  if  they  kept  paper 
diaries.  In  real  life  in  2003,  corporations,  ordinary  citizens  and 
al  Qaeda  agents  collectively  have  access  to  far  more  electronic 
information  than  the  FBI  and  other  government  agencies.  This 
inversion  of  OrweUian  reality  places  disproportionate  power 
not  in  the  hands  of  a  totaUtarian  state  but,  rather,  in  the  hands 
of  its  antithesis,  the  stateless 
anarchists. 

Every  month  or  two  we 
read  of  another  trove  of  files 
found  on  some  terrorist's  lap- 
top showing  detailed  maps  of 
potential  targets  or  technical 
information  relevant  to  the 
manufacture  of  dreadful 
weapons.  Like  it  or  not,  once  it 
gets  out,  such  information  can 
never  be  stuffed  back  into 
secret  files.  So— at  the  very 
least — we  certainly  shouldn't 
bar  the  FBI  from  searching  and 
cataloguing  the  same  public 
files  that  are  being  combed 
daily  by  the  opposition. 

The  Defense  Department  plan  would  certainly  go  much 
further  than  Aat,  of  course.  And  within  Umits,  the  corporate 
owners  of  commercial,  telecommunications  and  medical  data- 
bases would  willingly  cooperate,  if  allowed  to.  They  already 
cooperate  electronically  among  themselves,  after  aU,  because 
most  routine  interactions  these  days  are  electronic,  and 
because  good  citizenship  and  national  security  are  more  prof- 
itable than  the  alternatives. 

Then  there  are  the  much-feared  financial  databases.  They 
do  mdeed  track  our  every  economic  move— that's  how  they 
give  us  all  the  power  to  buy  goods  (nitrate  fertUizer  and  diesel 
fuel,  say)  and  services  (rental  trucks,  say)  from  complete 
strangers,  anywhere  we  like,  on  five  minutes'  notice.  It  is  because 
the  bank  and  credit  card  comp.mies  know  so  much,  diat  sellers 
everywhere  can  get  away  with  kj  lowing  so  little. 

As  currendy  operated,  the  financial  networks  don't  spawn 
'total  information,"  they  spawn  instant,  ubiquitous  economic 
aiionymity  A  9-year-oid  can  sign  „p  for  preapproved  plastic  in 

the  name  of  Osama  or  Saddam,     

because  it  makes  more  business 


With  so  much 

electronic  data  in 

everyone's  hands, 

why  bar  the  FBI 

from  searching  and 

cataloguing  the 

public  files  that  are 

being  combed  daily 

by  the  terrorists? 


sense  for  Visa  to  issue  first 
track  down  mistakes  later  t 
to  try  to  screen  out  jokes 
and  deadbeats  in  advaj 
Much  the  same  holds  for 
electronic  ID  tags  that  leJ 
stroll  through  stores  freely  h 
dling  the  expensive  goods 
move  briskly  through  toU  g 
on  the  highway,  or  book  a  pi 
ticket  on  the  Web,  print  oi 
boarding  pass  at  an  electro 
terminal  at  the  airport  and — truth  be  told— ghde  fairly  pj 
lessly  through  the  now  essential  layers  of  screening. 

Absent  such  screening,  however,  the  financial  netwo 
themselves  become  instruments  of  terror,  just  as  surely  as 
jumbo  jets  topped  off  with  enough  kerosene  to  bring  dow 
skyscraper.  U.S.  carriers  board  almost  700  miUion  passenj 
onto  U.S.  aircraft  every  year.  The  numbers  can  be  that  big  o 
because  the  wired  databases  are  so  fast,  efficient  and  indiscri 
inate.  The  private  databases,  in  short,  place  vast,  fluid,  ano: 
mous  crowds  within  easy  reach  of  the  profiasion  of  powerfii 
potent  goods  and  services  that  prosperity  and  technology  co 
bine  to  create.  We  are  able  to  deal  quickly,  convenientiy  and 
but  anonymously  with  huge  numbers  of  strangers  every  d 
because  private  databases  behind  the  scenes  give  us  instJ 
clearance.  Us,  and  terrorists,  too. 

It  is  from  this  starting  point  that  one  must  weigh  the  heate< 
debated  proposals  for  the  government  to  comb  many  of  th< 
same  databases  in  search  of  patterns  of  conduct  that  foreshad( 
a  terrorist  attack.  The  combing  has  to  be  very  smart  and  selectr 
or  it  will  be  altogether  useless.  And  when  suspicious  patterns 
activity  are  occasionally  spotted,  the  computers  can  only  sugg( 
a  conventional  investigation  or  screening,  notiiing  more.         '  f 

The  only  alternative  is  a  huge  increase  in  the  much  moi 
conventional  intrusions.  When  you  head  to  the  Supreme  Cou 
to  listen  to  the  American  Civil  Liberties  Union  argue  the  ca 
against  government  computers,  check  your  Fourth  Amendme 
rights  at  the  door  while  the  guards  wand  your  body  and  sear 
your  handbag.  Expect  comparable  screening  systems  to  multif 
by  die  thousands  if  die  evil  ones  ever  manage  to  detonate  a  trud 
bomb  under  a  Hudson  River  tunnel  or  release  poison  gas  onl 
crowded  subway  platform  in  downtown  Washington,  DC.  WM 
ought  to  scare  civil  libertarians  most  aren't  die  limited  and  e^ 
cu-cumscribed  virtual  intrusions  on  our  civil  liberties,  but  die 
more  offensive  physical  ones.  You  don't  like  taking  off  your  sh( 
to  get  on  an  airplane?  It  could  get  a  lot  worse. 


i'CrbeS    i   ''^^'  ""''*^-  ^  Manfanan  Institute  senior  fellow,  is  the  author  of  Hard  Green  Saving 
——.-•-        tho  Environmentalists  and  the  Digital  Power  Report.  Visit  his  home  page  at  www.forb. 


the  Environment  fl 
.forbes.com/huber. 
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THE  9TH  ANNUAL 
FORBES  CEO  FORUM 

Rethinking  Our  World 

October  1-3  -  Richmond,  VA 


Every  October  you  reset  your  clocks. 

This  October  reset  your  thinking. 

Ihc  fact  is:  the  world  never  w  ill  be  the  same.  And  there's  no  turning  back. 
The  number  of  challenges  faced  by  CEOs  will  continue  to  escalate.  So  you 
can  blame  it  on  9/11  or  Saddam.  Or  Ihe  Street.  Or  you  can  change  the  way 
you  ix'rcei\e  our  vNorld  in  order  to  better  comiiete  in  it. 

At  the  9th  Annual  I'orbes  CEO  Forum  you  will  hear  and  speak  at 
length  with  some  of  the  best  brains  in  business  today.  Peo  )le  like 

Craig  Barrett  of  Intel.  Anne  Mulcahy  of  Xerox.  Rick  Wagoner 

of  GM.  Clayton  Christensen  of  Hai-vard  Business  School.  People 
who  have  alrcadj  rethought  their  worlds  and  are  succeeding  —  despite 
everything  that's  going  on  in  our  world. 

And  you'll  learn  to  succeed  in  a  world  where  Verizon  is  buying  equipment 
offof  eBa\.  I  low  E 'IVade  has  cut  its  server  costs  by  9^.2%.  And  why  P>MW 
is  manufiicturing  in  China.  We  call  it  Vhc  Cheap  Revolution.  It  is  the  Next 
Big  Thing.  And  if  you  don't  join  it,  you're  really  going  to  have  to  rethink 
your  world. 

Delegates  will  receive  the  South's  most  giacious  hospitality  by  enjoying 
a  reception  and  dinner  at  the  Governor's  Mansion  a.s  well  as  golf  at  the 
new  Kin  loch  Club. 


,,  wvyfvv.foibcsconl'ciciiccs.foni.  Or  c 


■  sD^nsorsmi) 


at  'l\'>-'.',(>l-.'>'A'-'>:  kliaiicHC"  fori 


Compulsivfi  Shopping 


Stop  Me  Before 
I  Shop  Again! 


The  psychiatric  industry 
is  now  looking  closely— 
and  suspiciously— at 
folks  who  buy  stuff 
they  don't  need. 

BYDANSELIGMAN 

WHAT  IS  NEXT  IN  THAT  LIST  OF  BAD 
behaviors  that  the  medical  pro- 
fession  classifies  as   impulse- 
control  disorders?  Kleptomania,  pyroma- 
nia  and  trichotillomania  (the  habit  of 
pulling  out  one's  hair)  are  already  listed 
in  the  fourth  and  latest  edition  of  the 
Diagnostic  and  Statistical  Manual  of  Men- 
tal Disorders — better  known  as  the  DSM- 
IV — published  by  the  American  Psychi- 
atric Association.  Compulsive  shopping  is 
not  yet  listed,  but  in  recent 
years  it  has  been  intensively 
studied  by  an  APA  panel  led 
by  Dr.  Eric  Hollander  of  the 
Mount  Sinai  School  of  Medi- 
cine in  New  York  City  and 
seems  likely  to  be  included  in 
DSM-V.  DSM-IV  tells  us  that 
the     essential     feature     of 
impulse-control  disorders  is 
"the    failure    to    resist    an 
impulse,  drive,  or  temptation 
to  perform  an  act  that  is 
harmful  to  the  person  or  oth- 
ers." The  manual  adds  that 
the  individual  typically  "feels 
an  increasing  sense  of  tension  or  arousal 
before  committing  the  act,  and  then 
experiences  pleasure,  gratification  or 
relief  at  liie  time  of  committing  the  act." 
None  of  tl-iis  sounds  like  your  typical 
outing  at  Rio. .  .•:■<■  i.ile's  or  Best  Buy,  but  it 
does  seem  cic.:  i,  -  ,,.  deeply  disi  urbed  sub- 
culture matcbii,-  ^hove  descriptions  lurks 
at  many  a  mal  i  ^ed  a  compulsive 

shopper,  you  mu  ,  i'  ue  a  lot  of  stuff 

you  don't  need— di,.'        must  know  that 
you  don't  need  it.  It  is  al  o  rcqi-ir  ,i  ;h-.  the 


shopping  be  at  a  level  where  it  impairs  your 
job,  or  creates  serious  family  problems,  or 
leads  to  financial  distress.  The  country's 
most  prominent  "support  group"  for  these 
shoppers  is  Debtors  Anonymous. 

Neatly  reversing  the  stats  on  compul- 
sive gambling,  a  disorder  that  gets  an 
ample  dose  of  research  and  treatment  dol- 
lars, roughly  85%  of  compulsive  shoppers 
are  women.  Dr.  Howard  Shaffer  of  the 
Harvard  Medical  School,  who  has  treated 
both  the  shoppers  and  the  gamblers,  says 
that  despite  the  sex  difference  the  clinical 
issues  are  quite  similar:  In  both  groups  the 
patients  keep  telling  him  that  during  the 
event  problems  and  worries  just  vanished. 
Shaffer  adds  that  among  a  significant 
minority  in  both  groups  there  is  a  "black- 
out" effect,  i.e.,  the  patient  has  no  clear 
memory  of  what  was  happening  in  the 


I 


a 


store  or  casino.   In  these  and  other 
impulse-control  disorders,  women  tend  to 
act  when  they're  depressed,  men  when 
they're  manic.  Female  compulsive  shop- 
pers are  most  likely  to  buy  clothes  they 
don't  need,  the  men  to  buy  electronic  stuff 
and  other  hardware.  Dr.  Lorrin  Koran  of 
the  Stanford  Medical  School  had  a  male 
patient  who  had  acquired  2,000  wrenches. 
As  for  treatment.  Dr.  Koran  and  oth- 
ers claiin  to  have  had  success  with  cogni- 
tive behavior  therapy,  a  procedure  in 


which  the  object  is  to  alter  the  thii 
routines  by  which  the  patients  keep 
^  ing  themselves  into  trouble.  Also  wi( 
used,  with  some  degree  of  success, 
serotonin  reuptake  inhibitors  and  ot 
antidepressant  drugs. 

How  widespread  is  the  shopping  di 
der?  The  nearest  approximation  of  an  < 
demiological  study  is  a  survey  done  in 
mid- 1 990s  by  Ronald  J.  Faber,  a  journal 
professor  at  the  University  of  Minnea 
(He  got  interested  in  the  shoppers  via 
own  academic  specialty,  advertising 
consumer  behavior.)  The  survey,  mailed 
to  some  800  randomly  selected  adults  in 
nois,  tried  to  identify  compulsive  shopp 
by  seeking  responses  to  such  statemen 
"I  feel  anxious  on  days  when  I  don't 
shopping."  The  survey  drew  only  about : 
responses  and  suggested  that  1%  or  2% 
adults  have  compulsive-shopping  problen 
In  talking  to  these  researchers  one  gri 
ually  becomes  aware  of  a  larger  probl 
about  compulsive  shopping — and  abo 
impulse-control  disorders  in  general.  oJi 
problem  cited  by  Harvard's  Howard  Shal 
fer  is  that  the  underlying  tensions  and  aav 
eties  tend  to  be  "nonspecifi 
This  means  that  the  patient 
respond  in  many  differe 
ways.   Women   respond   b;. 
shopping  because  that's  whal 
they  are  familiar  with.  Geeki 
kids     respond    by    gettinl 
addicted  to  the  Internet.  But ; 
seems  quite  possible  that  a 
these  bizarre  behaviors,  eac 
with  its  own  support  groups 
are  really  manifestations  of  th' 
same  problem. 

In  many  cases,  further- 1 
more,  it  is  simply  unclear  tha^  f 
we  are  dealing  with  a  medical 
problem  rather  than  a  character  flaw  ^ 
Some  compulsive  shoppers  do  not  exhibit 
the  standard  neurobiological  symptoms, 
and  many  psychiatrists  identify  their 
behavior  not  as  iUness  but  as  simple  folk 
and  believe  they  are  basically  untreatable. 
This  is,  for  example,  the  view  of  Dr.  Elissa 
Benedek,  a  past  president  of  the  APA  and 
now  a  clinical  psychiatrist  at  the  University  j 
of  Michigan  Medical  School.  Unfortu- 
nately we  lack  data  on  the  incidence  of 
folly  among  American  shoppers.  T 


xw. 

% 


74 


F    O    R    n    E    S    .    August  11, 


i^tifxtmimvnu 


Viewpoint  provides  the  best  quality  video 
at  the  lowest  cost: 


Eliminate  the  need  for  video  infrastructure 

°  increase  ROI  with  a  client-side  application: 

■  Scalable  architecture 

■  Less  expensive  deployment 

Reduce  cost  by  repurposing  video  assets  across 
your  sales,  marketing  and  training  activities 


Viewpoint  Corporation  is  a  leading  provider  of 
interactive  media  technology  and  services  for 
website  marketing,  online  advertising,  and 
enterprise  applications.  Clients  include  industry 
leading  and  Fortune  500  companies  worldwide  such 
as  Toyota,  America  Online,  HP/Compaq,  Samsung, 
Lexus,  CBS  SportsLine.com,  MTV  and  more. 


Viewpoint  now  provides  the  most  dynamic  video  presentation 
available  on  the  Internet. 

For  more  information:  call  toll-free  1  866  Viewpoint  (843  9764) 
or  email  video@viewpoint.com. 
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i  Peter  Blackmore. 


CARLETON  S.  FIORINA  SHOULD  TAKE  A  LIT- 
tle  time  out  to  celebrate.  The  chief  execu- 
tive of  Hewlett-Packard  has  pulled  off  the 
biggest  merger  in  high-tech  history,  van- 
quishing her  bitter  nemesis,  a  son  of 
cofounder  William  Hewlett.  One  year  into 
the  $19  billion  purchase  of  Compaq  Com- 
puter, she  has  cut  $3.5  billion  in  annual 
costs — a  billion  dollars  more  and  a  year 
earlier  than  promised. 

And  despite  erasing  17,000  jobs  since 
the  merger,  HP  has  gained  market  share  in 
key  categories,  scored  3,000  new  patents 
and  debuted  367  new  products.  It  just  won 
a  ten-year,  $3  billion  outsourcing  deal  with 
Procter  &  Gamble.  No  wonder  HP  is  pro- 
moting itself  with  a  $400  million  brand 
blitz  while  the  rest  of  tech  reels. 

But  Carly  Fiorina  sees  no  time  to  party. 
Steel  in  her  eyes,  she  speaks  of  more  con- 
flict to  come,  of  a  great  tech  reckoning  that 
will  unleash  cataclysmic  consolidation  in  a 
Slow  New  World.  In  days  past,  high  tech 
grew  at  five  times  the  rate  of  GDP,  but  in  the 
future  tech  will  grow  at  only  twice  GDP, 
Fiorina  figures.  Corporate  customers  will 
demand  sure-bet  returns  on  their  invest- 
ment, and  vendors  will  have  to  supply  ever 
more  service  and  power  per  dollar.  The 
technology  sector  will  have  to  ax  tens  of 
thousands  more  jobs,  some  tech  stocks  will 
lose  billions  more  in  value  and  dozens  of 
companies  will  disappear,  go  bankrupt  or 
be  swallowed  by  the  few  survivors. 

"Some  companies  will  get  rolled  up; 
others  will  slowly  slip  away,"  Fiorina,  48,  says 
in  an  interview  at  HP's  base  in  Palo  Alto, 
Calif.  She  adds  that  her  rivals  at  Dell  Com- 
puter will  find  that  "the  growth  they 
achieved  in  the  past  doesn't  prepare  them 
for  the  growth  they  have  to  have  in  the  fu- 
ture." Sun  Microsystems  Chief  Scott  Mc- 
Nealy  "will  be  one  of  those  guys  who  tries  to 
hang  on,"  but  "the  business  model  doesn't 
work."  Companies  that  can't  create  new 
markets  or  steal  business  from  competitors, 
she  says,  will  be  valued  more  like  an  old-line 
maker  of  washing  machines.  There  won't  be 
any  more  world-beaters  that  come  out  of 
nowhere,  like  Microsoft. 

Fiorina  insists  HP  can  dominate  this  new 
environment  of  diminished  expectations. 
The  main  challenge  will  be  facing  dovm  one 
other  giant.  "If  you're  talking  about  global, 
full-line  suppliers,"  she  says,  "it's  us  and 
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IBM."  She  adds:  "We're  chipping  away  at  them.  We  can  beat  them." 
This  is  HP's  pitch  to  corporate  America:  You  have  to  consol: 
idatc  and  you  have  to  cut,  and  we  can  help  you  do  it  because  we 
have  done  it  to  ourselves.  HP  has  slashed  billions  in  costs  by  over- 
hauling its  data  processing  operations  and  its  supply  chain.  Now 
it's  portraying  itself  as  The  Greatest  Case  Study  Ever  Told.  In 
merging  its  systems  with  Compaq's,  HP  erected  a  single  commu- 
nications network  linking  more  than  a  quarter  of  a  million  PCs 
and  handhelds;  it  handles  26  million  e-mails  a  day  HP  also  cut  the 
number  of  software  applications  it  uses  from  7,000  to  5,000,  and 
of  components  it  buys  from  250,000  to  25,000. 

We  can  perform  similar  miracles  for  you,  Fiorina  and  her 
acolytes  tell  such  clients  as  General  Electric,  the  Department  of 
Homeland  Security  (an  amalgam  of  22  federal  agencies)  and  the 
Walt  Disney  Co. 

"When  we  look  at  how  Disney  will  grow,  it's  through  a  few 
key  partnerships,"  says  Disney  President  Robert  Iger.  HP  is  "more 
than  a  partner— we  have  common  interests."  Combined  sales  to 
Disney  have  more  than  doubled  since  2001;  HP  built  technology 
for  Walt  Disney  World's  newest  ride.  Mission:  Space,  and  wireless 
headsets  that  explain  the  theme  park  in  five  languages. 

HP  veteran  Ann  Livermore,  who  runs  the  services  business, 
has  been  talking  up  the  HP  integration  story  for  a  year.  It  clicks,  she 
says,  because  businesses  now  see  tech's  complexity  as  "an  in- 
hibitor, not  an  enabler,  of  change."  Last  October  HP  gathered  to- 
gether 25  business  prospects  in  Scodand  and  laid  out  the  details 
of  its  transformation.  Sbc  of  those  prospects  signed  consulting 
contracts  by  the  end  of  that  week. 

What's  going  to  get  in  the  way  of  further  conquests?  IBM's 
ability  to  make  die  same  pitch.  IBM  says  it  has  shaved  $5  billion  in 
annual  costs  by  integrating  its  tech  and  supply-chain  systems. 
Hire  us,  its  salesmen  say,  and  we  will  deliver  the  same  streamlin- 
ing to  your  operations. 

HP  calls  its  approach  "adaptive  enterprise,"  which  deploys 
new  tech  and  smarter  consulting  to  serve  more  people  widi  less 
gear  and  lower  overhead.  HP  vows— and  guarantees  in  written 
contracts— that  its  adaptive  model  will  save  companies  15%  to 
30%.  HP  says  its  own  information  technology  budget  feU  24% 
postmergcr  with  that  adaptive  approach. 

IBM  dubs  its  approach  "on-demand  computing,"  and  it  is  well 
equipped  to  deliver  on  the  promise.  Its  annual  revenue  is  only  $9 
bUlion  more  than  HP's  $72  billion,  yet  its  stock  market  value  of 
$142  bilhon  IS  more  than  twice  Hewlett-Packard's.  That  owes  in 
large  part  to  IBM's  prodigious  profits-$l  .4  biUion  of  net  income 
in  Its  most  recent  quarter,  more  than  double  HP's,  even  though 
IBM  employs  more  than  twice  as  many  people.  IBM  is  huge  in 
higher-profit  services;  HP  stUl  gets  most  of  its  revenue  from  hard- 
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HOW  IS  THE  TECHNOLOGY  MARKETPLACE  CHANGING? 

Customers  are  less  willing  to  experiment.  Information  ted 
nology  has  become  so  central  to  business  that  the  trad( 
offs  are  bigger  than  they  used  to  be,  so  technology  has  1 
yield  to  business  discipline.  It  has  been  too  mysterious  f( 
too  long.  We  will  demystify  it,  step  by  step,  with  the  bei 
return  on  information  technology,  simple  and  rewardin 
consumer  experiences  and  focused  innovation. 

CANT  ANYONE  DO  THAT? 

It  takes  scope  and  sustainability.  It's  about  be 
able  to  deliver  multiple  things:  lower  total  cost  of  own 
ship,  improved  quality,  risk  mitigation  and  agility.  It  i 
complex  sell. 

DOES  THE  MARKET  GET  IT? 

They're  thinking  back  to  the  1990s,  when  pure 
Sun,  the  pure  Unix  play  Dell,  the  pure  PC  play 
kind  of  market  anymore.  All  the  pure-play  guys  are  trying  to 
be  something  else.  Dell  wants  to  be  in  printers  and  network- 
ing, Sun  wants  to  be  in  Linux,  maybe  storage.  The  power  is 
in  the  portfolio  right  now. 

We  have  not  hit  our  stride  in  marketing  our  value  propo- 
sition. We're  going  to  keep  at  it. 

YOU  FIRST  THOUGHT  ABOUT  ACQUIRING  COMPAQ  IN  DECEM 
BER  1999.  WHY  DID  YOU  WAIT  UNTIL  2001? 

We  weren't  ready  sooner.  We  were  fat  and  slow.  It  happens 
to  companies  that  stop  aspiring,  lose  their  competitive  edge 
and  get  self-satisfied,  instead  of  striving  to  be  better. 

HP'S  PRODUCTS  RANGE  ALL  OVER  THE  LOT  FROM  SERVERS 
TO  CAMERAS.  IS  THERE  A  COMMON  THEME? 

The  hardest  thing  to  do  is  to  create  a  very  complex  low-price 

product  that  works.  An  Inkjet  cartridge  puts  out  18  million  drops 

of  ink  a  second.  Each  one,  for  2  microseconds,  passes  through 

a  heater  that  packs  seven  times  the  energy  of  the  sun.  That 

kind  of  engineering  prowess  is  throughout  this  company 

DO  YOU  NEED  PARTNERS? 

They  are  even  more  important.  The  bets  get  bigger,  and 

fewer  people  are  able  to  make  them.  There  are  companies 

that  are  important-Oracle,  SAP.  Intel,  Microsoft.  Each  of 

those  companies  recognizes  that  we  are  a  true  innovator, 

and  that's  important  to  them-growth  requires  innovation. 

WILL  YOU  BECOME  IBM? 

There  are  major  differences.  We're  not  going  to  do  high 

end  consulting-there  are  too  many  high-priced  people 

in  the  market.  They're  never  going  to  do  consumer 

[electronics]. 

NEED  ANOTHER  ACQUISITION? 

We  have  holes  to  fill,  in  terms  of  software  around 
adaptive  enterprise.  But  in  terms  of  big  things  we  have  to, 
get  in,  no.  _q  ^ 
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ware  such  as  printers,  servers  and  PCs.  Some  of  this  manufactur- 
ing scarcely  covers  its  costs.  In  HP's  most  recent  quarter  its  $5  bil- 
lion PC  business  posted  a  pretax  profit  margin  of  0.4%. 

Moreover,  IBM  is  strong  in  software,  earning  more  than  $850 
million  last  quarter,  a  22%  pretax  margin.  In  the  past  two  years 
IBM  has  made  nine  major  software  acquisitions,  spending  $3  bil- 
lion alone  on  Rational,  Informix  and  CrossWorlds. 

Eyeing  the  challenge  from  HP,  IBM's  software  chief,  Steven 
Mills,  throws  down  the  gauntlet.  "Who's  got  the  guts,  the  strength, 
the  expertise?"  he  asks.  "Okay,  show  up  with  your  code — let's  see 
what  you  can  do."  He  sees  "a  fijndamental  change  in  the  indus- 
try and  it's  about  making  customer  purchases  come  together  as 
an  entity"  That  will  play  to  IBM's  strength.  Mills  says,  not  to  HP's. 


)     W  ■ 
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HP  sefvers  tr^de  money  on  Unix, 
^  I  not  Linux.        \ 
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/-6cMnmercial  1?Cs^ 

qompaq  made  money ...  HP  lj)st. 

Consumer  PCs 
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\  Printers 
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Compaq  conTracted  f  out. 

Handhelds 
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\indivickial^rvers  \  , 

jfo  woi-lTRarder ...  j  "^ — 

^  HPJjQd  software  to-manage 
[         big  groups  of  servers. 

Direct  s^les  over  the  fnterffdt 

N     Comgao^ad  a  $1500  wlfWenginb ...     ' 
'         \    HP  needed  oneTx.     )      \ 

V_^       /Headquarters 

Sorry,  Houston:  HP  was  the  a/quirer. 
Corhpany^taycd  in/Paio  Alto. 

'HP  closed  the  Cai»)jaa<Jomnicicial  lirt»^ut  Itfpt  the  brand  to 
maximizrf  retail  shelf  space.  Source:  Cbiixpany. 


But  if  any  company  can  best  IBM,  the  new  and  braw.._ 
Hewlett-Packard  has  the  best  shot.  Fiorina  reigns  over  a  con  \ 
pany  of  breathtaking  scale,  with  $6. 1  bilhon  in  operating  incoi|.- : 
(net  before  depreciation,  interest  and  taxes),  141,000  employe* ' 
42  factories  in  30  countries  and  a  product  line  that  extends  frojiif 
$25  printer  cartridges  to  the  $3  million  Superdome  server.     T  c 

Three  of  HP's  four  main  lines  of  business — ^printing,  PCs  aop 
services— are  profitable.  The  fourth  (servers)  is  close  and  recent 
surpassed  IBM  as  the  top  seller  in  revenue,  according  to  IDC 
is  the  world's  largest  user  of  contract  manufacturing,  ft  cons._ 
15%  of  the  world's  dynamic-memory  chips.  Its  yearly  sales  o 
million  printers,  18  million  PCs  and  1.2  million  digital  earner 
it  to  100,000  retailers  in  175  nations. 


"ft's  outstanding  when  a  customer  gets  what  we're  about,"  . 
says  Jeff  J.  Clarke,  executive  vice  president  for  global  operations  fl 
and  likely  HP's  next  chief  financial  officer.  "We  buy  more  com- 
puter components  than  anyone.  We'll  see  the  trends,  drive  pric-Ji 
ing,  redefine  die  industry"  j* 

Including  Fiorina,  each  of  HP's  15  highest-ranking  executives  P 
(10  from  HP,  5  from  Compaq)  is  a  seUer  as  well  as  a  manager,  L 
calling  on  7  to  15  accounts.  They  adjoin  one  another  in  glass- L 
walled  offices  with  Fiorina  inhabiting  a  far  corner. 

The  execs  have  been  united  by  the  divisiveness  of  the  merger  pd 
battle,  in  which  Walter  Hewlett,  an  HP  board  member,  first  voted  00 
in  favor  of  the  Compaq  deal  and  then  waged  a  noisy  public  cam-  % 
paign  against  it.  The  combat  united  some  longtime  HP  insiders  lut 
behind  their  controversial  new  leader,  despite  the  fact  that  she  ilat 
was  initially  resented  as  an  outsider  who  didn't  understand  "die  l» 
HP  way"  HP's  personnel  chief,  Susan  Bowick,  still  seethes  over 
Walter  Hewlett's  betrayal.  "None  of  us  anticipated  the  conflict," 
she  says.  "Carly  was  characterized  as  someone  who  destroyed  the 
soul  of  HP,  and  we  were  her  willing  accomplices." 

Walter  Hewlett  voted  his  famUy's  24%  of  the  baUots  against  fl 
the  merger,  which  was  cleared  by  a  mere  three-point  margin,  i 
Then  he  sued,  unsuccessftilly  charging  Fiorina  and  HP  with  il-  | 
legally  manipulating  the  vote.  When  his  board  term  expired  ' 
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as  not  renominated. 

iaving  survived  that  civil  war,  Fiorina  and  her  lieutenants 
a  sense  of  destiny  about  tech's  coming  Reconstruction.  Says 
'It  was  dear  to  me  when  I  came  here  in  Tuly  1999  that  cus- 
;rs  would  deal  with  fewer  players  and  this  would  lead  to  a 
rtural  shift.  It  was  clear  HP  could  lead:  It  was  global,  it  had  the 
e  and  scale  to  do  sustained  R&D  and  it  had  a  powerful  brand 
positive  associations." 

\fter  joining  HP  from  a  long  career  spent  at  AT&T  and  Lu- 
Fiorina  took  on  a  fragmented  empire  that  was,  in  her  words, 
and  slow."  She  consolidated  85  different  business  lines  and 
brands  spawned  by  HP's  previously  decentralized  manage- 
it.  Her  cost-cutting  and  her  sense  of  urgency  sometimes 


Riders  on  Disney's  Mission:  Space  get  thrills,  HP  marketing 


\/e  buy  more  than  anyone.  We'll 
ee  trends,  redefine  the  industry." 


aught  admiration  but  more  often  sparked  overblown  rumors 
out  her  lavish  spending  and  high  Ufe. 

Fiorina  began  searching  for  a  big  deal  soon  after  settling  in.  HP 
d  Compaq  agreed  to  the  rough  outline  of  a  merger  in  June 
01,  then  spent  four  months  planning  the  combination  before 
jiouncing  it.  Compaq  technology  chief  Shane  Robison  sketched 
It  the  big  chaUenges  in  erecting  a  single,  simpUfied  technology 
atform  and  in  building  a  compeUing  tech  proposition  for  the 
!w  HP  to  sell.  His  work  became  the  basis  for  the  company's 
laptive  enterprise  approach. 

One  month  after  the  merger  announcement,  Robison,  Exec- 
ive  Vice  President  Clarke  and  a  few  other  execs  entered  a  "clean 
lom,"  where  10,000  decisions  about  the  new  company,  from 
hat  product  lines  to  keep  to  which  pension  plan  to  use,  would  be 
lade  ahead  of  the  merger's  approval.  The  group  began  with  not 
aite  100  employees  and  had  2,500  by  the  merger's  completion. 

As  they  looked  at  each  other's  books,  the  guys  in  the  clean 


room  were  floored  by  the  contrasts:  HP  lost  $100  million  a  quar- 
ter on  an  industry-standard  product  called  NetServer  but  made 
money  on  a  proprietary  model.  Compaq  had  the  reverse  problem. 
HP's  PC  money  came  from  retail,  while  Compaq  had  a  profitable 
Web-based  business.  One  company  got  a  better  deal  from  Mi- 
crosoft on  Windows,  while  the  other  did  better  on  Intel  chips. 
"Only  a  one-  or  two-percentage-point  difference,  but  over  bil- 
lions of  dollars,  diat's  a  lot  of  money,"  says  Robert  Wayman,  HP's 
current  chief  financial  officer. 

Any  early  didiering  was  curbed  by  a  dictum  from  HP  strategist 
Robert  Napier.  "Every  business  decision  triggers  an  IT  event,"  which 
would  force  the  new  HP  to  rejigger  its  systems,  he  declared.  In  other 
words,  just  pick  one  of  the  two  companies'  practices  and  make  it 
law.  The  new  merger  mantra:  "Adopt  and  go." 
The  clean-roomers  killed  the  HP  Jornada 
handheld  in  favor  of  the  Compaq  iPAQ .  They 
killed  the  moneylosing  HP  NetServer  and  kept 
Compaq's  rival  Proliant  line.  They  also  dis- 
manded  Compaq's  consumer  PC  business  in 
favor  of  the  HP  business;  and  they  killed  HP's 
corporate  PC  business  and  kept  Compaq's. 

A  similar  triage  folded  into  one  the  two 
companies'  four  incompatible  e-mail  systems, 
connecting  215,000  PCs  and  49,000  other  de- 
vices. HP  also  used  "virtualization"  software  to 
increase  flexibility  among  its  21,700  servers  by 
assigning  extra  tasks  to  gear  that  previously  had 
performed  one  function — now  making  a 
server  dedicated  to,  say,  Web  applications  also 
manage  data  storage. 

Premerger,  HP  and  Compaq  had  more  than 
a  thousand  locally  set  policies  on  such  things  as 
rebates  for  customers  and  dental  coverage  for 
employees.  These  they  unified  into  a  single  set 
of  rules  for  160  countries.  The  old  HP  spent 
$90  million  a  year  printing  documents,  $50 
million  of  it  for  manuals  and  brochures  that 
went  unused;  the  combined  giant  now  spends 
$130  million,  with  just  an  estimated  $10  million  wasted. 

HP's  postmerger  PC  manufacturing  costs  are  down  26%.  For 
the  most  recent  sue  months,  HP's  10.7%  average  pretax  profit  mar- 
gin m  services  exceeds  IBM's  9.7%.  HP  now  has  just  five  supply 
chains  to  organize  all  vendors.  Many  suppliers  are  connected  to 
HP  via  the  Internet  and  get  real-time  consumption  data  and  auto- 
matic replenishment  orders.  This  will  help  save  another  $1  billion. 
HP's  financiers  sliced  inventory  from  48  days'  worth  to  40 
days,  freeing  up  $1.2  billion  in  working  capital.  They  shrank  re- 
ceivables by  4  days,  freeing  up  $800  million.  HP  plans  to  triple  to 
$6  billion  worth  the  materials  it  buys  on  electronic  auctions  (out 
of  its  $50  billion  total  for  such  purchases);  just  one  of  these  auc- 
tions, to  buy  PC  disk  drives,  saved  $25  million.  Jeff  Clarke  says 
that  IBM's  claims  of  $5  billion  in  supply-chain  savings  include  a 
billion  or  two  from  faUing  parts  prices.  "If  HP  chose  to  count  the 
way  IBM  counts,  we'd  be  over  $5  billion  as  well,"  he  insists. 
Armed  with  a  few  billion  in  real  savings,  Livermore,  Robison 
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and  Peter  Blackmore,  a  Compaq  alum  who  runs  the  $  1 1  biJlion- 
a-year  large-computer  business,  developed  the  adaptive  model 
as  a  product.  Their  first  big  test  was  the  $3  billion  P&G  deal,  for 
which  the  bidding  specs  ran  10,000  pages.  Up  against  stalwarts 
IBM  and  Electronic  Data  Services,  HP  was  the  dark  horse,  yet  it 
won  the  contract  on  the  first  round,  touting  cost  savings,  data 
virtualization  and  new  across-the-company  roles  for  2,000  P&G 
techies  it  agreed  to  take  in  the  deal.  "We  had  no  due  of  their  ca- 
pability, and  they  won  us  in  94  days,"  says  Linda  Clement- 
Hohnes,  P&G's  director  of  infiastructure  services.  "This  was  proof 
of  concept  for  what  they'd  done." 

Some  IBMers  say  that  HP  took  a  big  future  loss  on  the  P&G 
contract  to  get  a  trophy  win.  "It's  good  news  to  hear  that,"  says 
Livermore,  "they're  still  underestimating  our  capabilities." 

With  the  win,  selling  moved  into  high  gear.  Blackmore,  who 
spends  aknost  every  weekday  on  an  HP  jet,  manages  sales  reps 
who  bring  in  as  much  as  $400  million  a  year  each  and  handles  an 
advisory  council  of  25  companies  in  finance,  retail  and  telecom. 
"The  thing  you  have  to  learn  is  the  sheer  scale  of  all  this,"  he 
says.  "Wherever  you  are,  you  have  to  get  each  process  implanted 
right,  or  it  won't  work.  People  watch  you  all  the  time,  your  body 
language— you  can't  have  an  off  day"  It  is  worth  the  exhaustion, 
he  says.  "It  took  IBM  eight  years  to  get  their  act  together.  We're 
going  to  beat  them  in  two  or  three." 

The  rest  of  the  troops  may  lack  Blackmore's  stomach  for  bat- 
tle. In  May  a  survey  asked  94,000  HP  employees  to  grade  the  man- 
agement in  15  categories  and,  while  HP  got  high  marks  in  seven 
segments,  the  workers  gave  below-average  grades  in  three:  The 
troops  said  they  don't  yet  understand  the  adaptive  strategy  and 
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feel  stretched  thin  by  their  new  roles. 

Give  them  time  as  die  industry  shakes  out,  says  Fiorina.  Givi 
tiiem  a  few  more  big  victories.  In  late  Jime  she  stood  before  an  all' 
HP  meeting  as  customers  Jeffrey  Katzenberg  of  DreamWorks  SKC 
and  basketball  great  Earvin  (Magic)  Johnson  waxed  on  about  th(  I 
pleasure  of  working  with  HP.  The  biggest  cheers  fi-om  the  hungr) 
survivors,  though,  were  for  the  boss,  as  she  ran  through  die  sav 
ings,  the  patents,  die  profits,  die  wins.  Then  her  voice  dropped,  at 
she  faced  die  arena  and  talked  about  the  days  to  come. 

"A  year  ago  die  questions  you  asked  me  were  about  'Is  this 
going  to  work?'"  she  told  the  crowd.  "Now  you  ask,  'Who  are 
we?  Where  are  we  going?'  These  are  questions  of  die  heart."  From 
her  own  heart  she  told  them  where  she  wants  to  go  next.  "It  is  my 
unshakeable  conviction,"  she  said,  diat  "it  is  our  destiny  to  be  a 
leading  company  unlike  any  in  die  world.  It's  time  to  break  away 
from  the  pack."  p 
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.  260-hp  Acura  TL  Type-S.  Most  cars  simply  get  you  from  here  to  there.  For  those  who  enjoy  the  pavement 

.etween,  there's  the  TL  Type-S.  It  sports  a  robust  260-hp  V-6,  laser-quick  acceleration,  available  OnStar^  service 

n-ear-telepathic  handling.  Thank  you,  Mr.  Cartographer.  Call  1-800-TO-Acura  or  visit  acura.com.    ®  ACURA 


Why  Not?  By  Ian  AyrBS  and  Barry  Nalfihiiff 

Black  Box  for  Cars 


WHEN  WE  STARTED  THIS  COLUMN  LAST  YEAR, 
FORBES  challenged  us  to  report  back  if  any  why- 
not  ideas  make  it  to  the  product  shelf.  Road  Safety 
International  offers  an  inspiring  example  of  bring- 
ing a  why-not  idea  to  market.  Driving  a  car  is  one 
of  the  most  dangerous  things  people  do.  There  are  24  million  auto 
accidents  a  year,  and  2.4  million  people  are  injured  in  them.  An- 
nually the  number  of  auto  fatalities  would  be  equivalent  to  the 
deaths  from  a  737  plane  crash  every  day 

Most  of  us  don't  want  to  think  about  the  dangers  of  driving. 
That  fatalistic  attitude  is  wrong.  It's  possible  to  make  automo- 
biles safer  and  make  money  in 
the  process.  To  see  how,  take  a 
lesson  from  airplanes.  The  first 
thing  people  do  after  a  plane 
crash  is  look  for  the  "black 
box"  (more  formally  known  as 
the  event  data  recorder).  Why 
not  a  black  box  for  cars?  It 
would  allow  police  and  car- 
makers to  understand  what 
happened  just  before  the  crash. 
The  traditional  way  of  recon- 
structing events,  looking  at  skid 
marks  and  steel  deformation, 
is  extremely  unreliable. 

The  National  Highway 
Traffic  Safety  Administration 
(nhtsa)  determined  this  while 
investigating  a  fatal  accident 
that,  based  on  the  skid  marks  and  appearance  of  die  bent  steel,  ap- 
peared to  have  occurred  at  23  miles  per  hour.  Was  there  a  design 
flaw?  General  Motors  let  the  investigators  know  diat  the  car  had 
stored  its  speed  at  die  time  of  crash.  The  estimate  was  off  by  more 
than  a  factor  of  two.  The  car  was  doing  50mph. 

Remember  the  scare  about  sudden  acceleration  in  Audis?  Widi 
event  data  recorders,  we  would  have  known  from  die  beginning 
that  die  drivers  had  their  feet  on  the  accelerator,  not  the  brake. 
How  about  die  Ford  Explorer  rollovers?  We  would  know  what 
the  g-forces  were  at  the  time  of  an  accident.  Job  one  for  fixing 
something  is  to  understand  what  went  wrong. 

It  isn't  only  diat  black  boxes  can  make  cars  safer.  They  can  also 
make  safer  drivers.  The  Berlin  highway  .safety  administration  found 
that  after  die  city's  police  departrnent  started  using  data  recorders 
in  their  patrol  cars,  damage  during  rescue  ln],-«s  fell  by  ic>%.  Also  in 
Germany,  a  taxi  company  installed  diee  boxes  in  its  fleet  .ind  col- 


^'  Forbes       '*"  **"^**  '*  Townsend  Professor  at  Yale  Law  Scho.   nnd  Barry 
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lision  rates  fell  by  66%.  In  1 
U.S.,  Sunstar  Emergency  Medi 
Services  found  that  black  bo: 
reduced  its  ambulance  accidei 
by  95%.  If  there  were  a  drug 
effective  in  saving  lives,  peoj 
would  be  clamoring  outside  1 
Food  &  Drug  Administration 
its  approval. 
j   -  gjj  Just  knowing  the  box  is  th 

^^^^^  m    changes  drivers'  behavior.  Fear 

j^^^  '^    getting  caught  may  be  a  mo 

powerful  motivator  dian  fear  of  getting  killed.  Better  still,  diese  d 
vices  give  real-time  feedback  to  drivers  when  diey  are  doing  soni 
thing  dangerous.  Ricardo  Martinez,  the  former  head  of  t 
NHTSA,  remembers  his  days  working  ambulances  in  Louisiai 
The  vehicles  had  something  called  a  Growler.  If  he  accelerate 
too  fast  or  took  a  corner  too  hard,  die  machine  would  squawk, 
he  didn't  slow  down,  it  would  squawk  louder  and  make  a  recor 
of  die  transgression.  When  he  got  back  to  base,  he'd  have  to  ^ 
plain  die  indicators.  The  Growler  made  him  drive  more  safeW 
Larry  H.  Selditz,  owner  of  Road  Safety,  a  ten-year-old  firmT 
Thousand  Oaks,  Calif,  has  taken  die  idea  and  made  it  available  for 
die  family  car.  As  he  points  out,  teenagers  drive  much  better  wher 
dieir  parents  are  sitting  next  to  diem.  His  black  box  device  is  al 
ways  diere  watching  die  driver.  When  die  kids  come  home,  dii 
parents  can  download  driving  information  to  review. 

Road  Safety  has  sold  some  10,000  black  boxes  (at  $4,000 
shot)  to  operators  of  ambulances,  squad  cars  and  odier  high-ri.s= 
vehicles.  On  Sept.  8  the  firm  v^dll  launch  a  $280  consumer  ver 
sion.  It  won't  have  all  die  ftirbelows,  but  it  will  report  on  safet) 
belt  use,  acceleration/deceleration  and  four  other  measures  of  po 
tentially  unsafe  driving. 

For  teenagers  (and  thefr  parents)  diere  are  two  large  costs  as 
sociated  widi  having  a  new  driver  in  die  family  Insurance  pre- 
miums go  dirough  die  roof  And  parents  lie  awake  at  1  a.m.  won- 
dering if  they  will  get  a  call  from  an  emergency  room. 

Some  people  are  worried  about  privacy  We're  not.  If  our 
teenagers  are  concerned  about  privacy,  they  can  get  their  own 
cars  and  buy  their  own  insurance. 

The  privacy  issue  becomes  more  serious  when  insurance  com- 
panies come  into  play  But,  even  here,  die  system  gives  warnings. « 
Thus  drivers  can  correct  dieir  behavior  before  any  black  marks 
are  recorded.  You  can  bet  diat  diere  will  be  a  carefiil-driver 
count  given  to  people  who  agree  to  install  a  black  box.  Insuran 
companies  are  lining  up  to  distribute  Road  Safety's  product.  Sooi 
people  who  drive  more  responsibly  (and  wear  safety  belts) 
be  able  to  buy  insurance  at  a  discount.  Perhaps  GM  wall  use  its 
isting  technology  to  create  a  rival  product.  Stay  tuned. 
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Technology 

VIDEOGAMES 


MICROSOFT'S  VIDEOGAMES  HAVE  HAD  MORE 
fits  than  starts.  Its  console,  the  two-year-old 
Xbox,  loses  something  like  $100  per  unit  sold, 
or  a  billion  dollars  a  year.  Xbox  had  a  disas- 
trous launch  in  Japan  and  still  runs  far  behind 
Sony's  PlayStation  2  in  worldwide  sales.  But 
the  game's  not  over.  Witness  the  Electronic 
Entertainment  Expo,  or  E3,  the  gaming  industry's  annual  confab 
in  May  For  the  goateed  and  backpack-toting  attendees,  E3  is  a  big, 
honking  sneak  peek  at  the  next  killer  games,  and  Microsoft  had 
the  best  of  them  all:  Halo  2,  the  sequel  to  its  2001  sci-fi  action 
masterpiece.  People  waited  hours  in  line  just  to  see  the  eight- 
minute  demonstration.  "It's  one  of  our  most  ambitious  projects," 
says  Robert  (Robbie)  Bach,  the  Microsoft  senior  vice  president  in 
charge  of  Xbox.  "It's  a  tide  that  will  sell  anytime,  anyplace." 

But  it  will  play  only  on  Xbox.  And  if  you  want  to  blast  away 
online  with  far-flung  friends  you  have  to  pay  $50  a  year  to  sub- 
scribe to  Microsoft's  new  gaming  network,  Xbox  Live.  Halo  is 
just  the  first  of  several  new  Xbox  and  Xbox  Live  exclusives, 
including  sure  hits  such  as  Doom  3,  Project  Gotham  Racing  2 
and  Counter- Strike.  AU  of  them.  Bach  says,  play  better  online. 

More  than  anyone  predicted,  online  gaming  is  driving  the 
all-important  software  sales  that  are  the  profit  engine  of  the  $10 
billion  videogame  industry.  Dwarfed  by  Sony,  which  claims  60% 
of  the  North  American  market,  Microsoft  has  bet  far  bigger  and 
bolder  to  grab  the  online  advantage  as  both  feverishly  race  to  get 
their  next-generation  consoles  into  stores  by  2006. 

"This  generation  we  were  statistically  out  of  the  playoffs  before 
we  even  laced  up  our  shoes,"  concedes  J  Allard,  vice  president  in 
charge  of  Xbox  Live.  "Next  season,  there  won't  be  an  18-month 
head  start.  We'U  be  neck  and  neck  right  out  of  the  gate,  and  Xbox 
Live  will  give  us  a  huge  online  head  start." 

The  Xbox  Live  network  launched  in  November  and  passed 
the  500,000  subscriber  mark  in  seven  months,  beating,  by 
80,000,  the  number  of  people  registered  to  play  PlayStation  2 


Showdown 

Microsoft  s  imdi     ig  Xur.x  is  looking  like  a  leader  online.  Sony  had  better  look  alive,  j 
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les  online,  despite  the  fact  that  Microsoft  has  sold  only  9.4 
lion  Xboxes  to  Sony's  51  million  PlayStations.  Nintendo, 
h  9.6  million  GameCubes  sold,  has  limited  online  ambitions. 
Consider  the  case  of  Ghost  Recon.  This  military-style  shoot- 
game  was  released  on  both  Xbox  and  PlayStation  2  in 
vember.  The  Xbox  version  was  online-enabled,  and  the 
y'Station  version  wasn't.  Despite  the  enormous  differences  in 
tailed  base,  more  copies  of  the  game  have  sold  on  Xbox, 
0,000)  than  on  PS2  (550,000). 

Sony  sniffs  at  the  comparisons.  "Online  gaming  is  a  very  im- 
rtant  part  of  our  strategy,  but  not  the  end-all  and  be-all,"  says 
luo  Hirai,  the  president  of  Sony  Computer  Entertainment 
lerica.  "When  you're  losing  market  share,  you're  tempted  to 
c  about  things  down  the  road." 


Microsoft  has  a  habit  of  herding 
customers  into  its  own  technology 
corrals.  Xbox  Live  is  no  exception, 
with  Microsoft  reaping  nearly  all  of 
the  financial  benefits  and  exerting 
total  control  over  the  game  network. 
PlayStation  throws  the  gate  open  to 
allow  any  game  developer  to  run  its 
own  player  network.  In  May  Elec- 
tronic Arts,  the  world's  biggest  game 
publisher,  shunned  Microsoft  and  an- 
nounced that  through  March  2004  its 
bestselling  sports  games  will  be 
playable  online  only  with  Sony. 

But  Microsoft  may  be  onto  some- 
thing. There  are  currently  28  online 
games  for  Xbox  and  18  for  PS2.  By  Jan- 
uary the  gap  will  widen  a  bit:  50  for 
Microsoft,  32  for  Sony.  Bach  has  di- 
rected much  of  his  reported  $500  mil- 
lion marketing  budget  toward  Xbox 
Live  games  such  as  Mechassault.  Live 
kiosks  are  now  prominent  at  many  re- 
tailers, and  Xbox  is  sponsoring  high- 
profile  events  like  this  summer's  Lolla- 
palooza  rock  tour. 

In  June  Microsoft  launched  the 
XSN  Sports  network,  which  will  allow 
players  to  create  leagues  and  maintain 
long-term  records  while  playing  games 
such  as  NFL  Fever,  a  nice  counter  to  the 
Electronic  Arts  snub.  The  network  will 
also  be  capable  of  paging  cell  phones 
and  PDAs  to  invite  players  to  join 
games.  "Xbox  is  the  superior  online 
gaming  platform,  and  by  the  next  wave 
of  consoles,  Xbox  will  be  the  online 
brand,"  says  Daniel  Hsu,  editor  oi  Elec- 
tronic Gaming  Monthly  magazine. 

Xbox  Live's  success  almost  didn't 
happen.  In  1999,  when  Xbox  was  still 
a  skunkworks  project,  Allard  and  online  strategist  Cameron  Fer- 
roni  wanted  to  produce  a  console  without  a  jack  for  what  were 
then  ubiquitous  dial-up  modems  and  install  only  a  jack  for 
speedier  broadband  cable  or  DSL  modems.  At  the  time  broad- 
band was  only  in  4.6%  of  U.S.  households,  and  most  analysts 
were  saying  it  would  take  years  to  catch  on.  "My  attitude  has 
always  been  to  bet  on  the  future,  not  against  it,"  says  Allard. 

Bach  and  gaming  content  vice  president  Edward  Fries  were 
adamantly  opposed.  Says  Allard:  "Bill  [Gates]  played  both  sides, 
but  Ed  and  Robbie  said  the  numbers  were  not  enough.  Their 
first-year  subscriber  estimates  were  between  20,000  and  80,000, 
and  we  needed  hundreds  of  thousands  of  gamers  online  in  the 
first  year,  and  millions  by  the  next  generation,  to  be  successfiil." 
So  Allard  and  Ferroni  conducted  a  survey  with  3,000 
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gamers,  who  told  them  they  craved  the  ability  to  quickly  down- 
load large  files  such  as  new  game  levels  and  characters,  making 
broadband  a  must.  Bach  got  the  picture,  but  he  didn't  make  the 
financial  decision  to  go  exclusively  with  broadband  until  the 
summer  of  2000,  several  months  after  Xbox  was  officially 
announced.  Since  then,  broadband  penetration  in  the  U.S.  has 
doubled,  to  20%. 

Sony's  original  option  for  online  gamers  was  to  sell  them  a 
network  adaptor  as  a  separate  $40  peripheral.  Then  it  saw  what 
happened  last  year  when  it  released  Socom  Navy  Seals.  The  miJ- 
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itary-style  shooter  sold  1  million  copies  rapidly,  with  nearly  1 
of  the  buyers  routinely  engaging  in  online  play  Lesson  learn 
In  June  Sony  began  prepackaging  a  network  adaptor  with  ev 
PlayStation.  The  next-generation  PlayStation  3  will  doubtl 
have  a  broadband  jack  built  in. 

Xbox  Live  may  gross  $25  million  this  year,  a  nanoparticle 
Microsoft's  income  statement.  But  for  now,  an  online  footpr 
slighdy  bigger  than  Sony's  is  reward  enough.  "Xbox  Live  will 
in  20  countries  this  year,"  Allard  says.  "Most  game  develop( 
don't  have  servers  or  lawyers  in  20  countries." 


Rocket  Science 
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Gas  or  oil      OR       Gasified  coal,  refinery 

residues  or  biomass  (rice 
hulls,  wood  chips,  etc.) 


Can  you  make  a  greener  power  plant 
out  of  a  rocket  engine?  Clean  Energy 
Systems,  a  small  firm  in  Sacramento, 
Calif.,  says  it  can.  The  idea  is  to  strip  car- 
bon dioxide— a  greenhouse  gas-out  of 
the  smokestack.  In  a  conventional  fossil- 
fuel  plant  that's  prohibitively  expensive, 
since  the  COz  is  mixed  in  with  nitrogen. 
Clean  Energy  separates  the  nitrogon  be- 
fore, not  after,  combustion.  The  oxygen 


Three-stage 

turbine  turns 

shaft  of 

generator, 


Electrical 
generator. 


that  remains  is  burned  with  fuel  and  water 
in  a  chamber  modeled  after  a  rocket  en- 
gine. The  output  is  a  hot,  high-pressure 
mix  of  steam  and  COz  that  powers  a  tur- 
bine. Too  hot,  as  it  turns  out:  The  gas 
stream  has  to  be  chilled  to  1,100  degrees 
Fahrenheit  before  hitting  the  turbine 
blades.  The  recovered  COz  is  sent  down 
pipelines  to  be  reinjected  into  oil  and  nat- 
ural gas  wells.  A  demonstration  plant  will 


be  running  next  year,  but  economic  hur-, 
dies  remain.  One  is  that  a  modest  70- 
megawatt  plant  would  require  a  $60  mil- 
lion air  separator.  Another  is  that,  until 
turbines  are  built  to  withstand  3,000-de- 
gree  steam,  a  fair  amount  of  the  fuel's  en- 
ergy is  wasted.  The  rocket  engine  power 
plant  runs  at  a  35%  themial  efficiency,  ver- 
sus 55%  for  conventional  gas-fired  plants. 

—Daniel  Fisher 
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ASCFCr,YOU  HAVE 
TWO  CHOICES: 


1.  FIND  A  WAY  TO  REDUCE  HEALTH  INSURANCE  COSTS. 
2?AC0UIRE  A  TASTE  FOR  MACARONI-AND-CHEESE  DINNERS. 


»5? 


niess  your  idea  of  a  power  lunch  is  a  heaping  helping  of  orangey-yellowy  goodness,  it's  probably  a  good  time  to  talk  to 
our  HR  director  about  Blue  Cross  of  California's  new,  cost-effective  health-coverage  solutions.  With  our  n^generation 
f  innovative,  consumer-directed  plans,  you  can  help  put  a  lid  on  your  company's  rising  healthcare  costs.  While  Jaelping 
our  company  weather  through  tough  times,  you'll  also  be  giving  your  employees  the  power  to  takexontrol  of  their 
wn  health-coverage  costs.  So,  ask  your  HR  director  to  show  you  our  affordable,  new  options -over  lunch,  perhaps. 
'=  -^^  Health  .  Dental  •  Pharmacy  •  Behavioral  Health  •  EAP  I  Blue  Cross  of  Califorhia.  The-  Power;oi  Blue- 


;r^"bundied  w.h  Medical,  8CC  and  BCLfttfare  indejiend^nt  tlpensees  a(  .h.  Blue  Cros.  Association,  « .2d03  BC£ 


Insutatice  Co.  lBa&H).tife,insur3nc<.  from  BC1,I4;11  Pliaimscy  and  Behaviors!  Heailh 


of  California   -, 


l£j^nology  I  DigitaUiml^ 

by  Stephen  Manes 


Light  But  Not  Less  Riling 


WHEN  SONY  INTRODUCED  ITS  SLIM,  ELEGANT  VAIO 
505  model  five  years  ago,  I  became  addicted  to 
lightweight  notebook  computers.  But  I  learned  to 
live  with  their  drawbacks,  like  meager  battery  life, 
special  connectors  and  external  optical  drives. 
Now,  ever-shrinking  components  let  manufacturers  stuff 
everything  you  need  into  a  compact  package  weighing  less  than 
4  pounds  and  able  to  play  a  2  V2-hour  movie  with  a  few  drops  of 
juice  to  spare— if  you're  willing  to  pay  the  price.  Sony's  $2,000 
Vaio  PCG-TRIA  and  Fujitsu's  LifeBook  P5000  series,  $1,700  and 
up,  use  small  but  wide  screens  that  are  dandy  for  watching 
movies  from  the  built-in  DVD/CD-RW  combo  drives. 

Both  models  are  built 
around  Intel's  900-megahertz 
Pentium  M  processor,  and 
Sony's  Intel  Wi-Fi  hardware 
qualifies  it  for  the  Centrino  logo. 
But  in  the  Fujitsu  world,  you're 
better  off  skipping  Centrino 
entirely:  The  P5000D  I  tried 
includes  a  Broadcom  Wi-Fi  chip 


Light  new 
subnotebooks 
cram  the  power 
of  big  machines 
into  small 
packages. 


that  uses  the  faster  802.1  Ig  stan 
dard  yet  costs  no  more  than  a 
Centrino-labeled   P5000   with 
Intel's  slower  Wi-Fi. 

Frequent  fliers,  take  note:  The  Fujitsu  mod- 
els are  heavier,  weighing  in  at  a  shade  under  4 
pounds.  You  can  slim  them  down  by  swapping 
the  half-pound  combo  drive  for  a  featherlight 
spacer,  but  the  Sony,  which  I  tested  in  a  prere- 
lease version,  weighs  just  3 'A  pounds  including 
its  fixed  combo  drive.  It  also  has  handy  volume 
controls  and  a  screen-mounted  camera  that  can 
produce  low-res  stills  and  video. 

Both  the  Fujitsu  and  the  Sony  use  10.6-inch 
l,280x768-pixel  screens,  but  cineastes  will 
instantly  prefer  Sony's.  Its  new  coating  makes 
movies  sharper  and  dearer,  with  blacker  blacks 
and  higher  contrast.  On  the  Fujitsu  and  most 
LCDs  you  view  wan  images  through  what  seems 
like  lightly  frosted  glass.  Though  Sony's  mirror- 
like  display  produces  more  screen  reflections  in  dark  scenes,  it 
simply  looks  better.  Both  brands  have  typically  tinny  speakers; 
headphones  revealed  an  irritating  rumble  in  the  Fujitsu's  audio.' 

The  Sony  comes  with  512  megabytes  of  ram,  twice  the 
Fujii.Mi's  complement  unless  you  pay  $100  extra. 
But  the  Fujiusu  has  a  40-gigabyte  hard  drive  that's 


upgradable  to  60  gigabytes 
another  $100;  Sony  offers  onj 
30-gigabyte  drive  pervers 
partitioned  into  two  15-gij 
byte  virtual  drives,  a  schei 
that  once  made  sense  but  i 
nuisance  with  Windows  XP 
course  the  biggest  nuisance 
XP  itself,  including  21  fixes  I  h 
to  download  and  install  on  f^ 
tory-fresh  machines. 

Both  units  come  with  pier 
of  connectors:  two  fast  USB  2.0  ports  and  one  Firewire,  pi 
video  and  Ethernet  ports,  a  PC  Card  slot,  the  modem's  phoi 
jack,  and  headphone  and  microphone  jacks.  Sony  include! ' 
slot  for  the  latest  version  of  its  Memory  Stick  cards.  Fujitsu  al^  ■ 
adds  Compact  Flash  and  SD  memory  slots,  and  optical  digit 

audio  and  S-Video  port 
Both      keyboards      aiR 
quirky  but  serviceable,    t- 

Similar  specs  mak 
for  similar  performance 
On  my  merengue  tes 
running  Internet  radi 
over  Wi-Fi  with  powei 
saving  turned  off,  th 
Sony  danced  for  3  hour  ~ 
the   Fujitsu   6   minute  I 


1 


"^"^^^^ 


i^^'i 


more.  Neither  unit  couli 
play  all  202  minutes  q 
Apocalypse  Now  Redia 
but  the  Fujitsu  lasted  at 
excellent    167   and   th 
Sony,  164.  With  Adob 
Photoshop  Elements  thi 
two  units  again  behavec 
like  twins,  except  whei 
the    Sony's    extra    RAIV 
helped  with  huge  images, 
Sony  doesn't  charg« 
more  just  for  the  ma- 
chine. It  dings  you  an  outrageous  $300  for  the  spare  battery  I'c 
recommend,  even  though  Fujitsu's  similar  battery  goes  for  one 
third  that  price.  But  I'd  probably  pay  Sony's  ransom  for  it' 
screen  and  its  bearable  lightness  of  being.  r 

FbrbeS  I  ^^^'^^^'^  "^""  (steve@cranky.com)  was  cohost  of  Digital  Duo  mA  has  been  covering 
technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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Sony  Vaio  PCG-TRIA  (top);  Fujitsu  LifeBook  P5000D. 
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^H  YOUR  COMPANY  FOR  FREE!  www.forbes.comAedc 


ining  your  company  is  hard  enough. 

orbes/IEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator 
ies  a  faster,  smarter  way  to  make  expansion  and  relocation  decisions.  In  addition  to 
alculator,  this  onenaf-a-kind  resource  offers  instant  access  to  relocation  hot  spots, 
IS  research,  conference  resources,  a  site  selection  guide  and  links  to  Business 
ation  Guide  resources. 

Dt  only  easy  —  it's  all  free  ...  from  Forbes  and  the  International  Economic  Development 
cji  _  the  one  source  for  economic  development  information.  Go  to  www.forbes.com/iedc 
live  the  Corporate  Relocation  Calculator  a  try  today.  Then  start  packing! 

jct  Peter  Malloy  at  212-620-2224  for  more  information. 


Forbes 


Forbes 

CAPITALIST  TOOL 


lEDC  Business  Relocation  Guide  featuring  the  Corporate  Relocation  Calculator  is  brought 
ou  by  lEDC.  Forbes  and  these  featured  relocation  hot  spots: 


lEATER 

.TIMORE 

LIANCE 


Charlotte 
USA. 

Life.  In  Balance. 


VIRGINIAS 

HAMPTON 
RUDStiii 

wwwJireda.coin 

Hampton  Roads  Economic 

Development  Alliance 


New  York  City 
Economic  Development 
Corporation 


HI'TBCH    


p  rEgt<>4dL  ECONOMic 


.  b  m  da . Of g 


MRGMd 

Is    For    Business 


HENRICO 

COUNTY 


^„ 


T" 


Maryland 


www.ch(h)semaivland.org 


J^LONGVIEW        Henry  County 

▼  fi'A^'-  ■'VIRGINIA 


VIRGINIA 

Instant  start-ups.' 


irpvacom 

'      -l  Greater  Richmond  Partnership  Inc 


San   Antonio 
Economic   Development  Foundation 

602  E  Commefca,  PO  Box  1628*  San  Anton.o.  TX  7S296 

(210)226-1394 -FAX  (210)223X386 

edf@dcci.con>  ■  www.sanBfitornoecH.com 


A 


■ 


• 
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Never  settle . 
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Join  fellow  members  of  the  Forbes  community  on  the  new  Forbes  Advisory  Panel 
We  II  ask  for  your  input  on  timely  business  and  lifestyle  topics  via  online  surveys 
throughout  the  year. 

We  value  your  time  as  well  as  your  pnvacy  -  your  individual  answers 
and  personal  information  will  remain  completely  confidential. 

To  become  a  member  of  the  Forbes  Advisory  Panel  simply  visit 
www.ForbesAdvisoryPanel.com. 


We're  eager  to  hear  from  you! 


Forbes 

ADVISORY  PANEL 


Marketing 

some  agencies  are  creating.  Pretty  un-Madi- 
son  Avenue,  all  in  all. 

While  other  ad  agencies  are  famished  for 
new  business,  the  Richards  Group  last  year 
picked  up  11  new  clients,  including  Hyundai 
Motor  America  ($160  million  in  billings)  and 
the  Hyundai  dealers'  associations  ($200  mil- 
lion). It  opened  four  regional  offices  and 
watched  revenue  jump  20%  to  $101  million.  So 
far  this  year  the  560-person  shop  has  landed  six 
more  cHents,  including  Gadzooks,  Red  Roof 
Inns  and  TV  Guide,  and  expects  sales  to  rise 
14%.  Richards,  70,  has  laid  off  nary  a  soul. 

With  solid,  smart  advertising  there  "should 
be  an  immediate  response  at  die  cash  register," 
Richards  says.  That's  the  fiction,  anyway  It's  al- 
most impossible  to  measure  the  precise  effects  of 
a  commercial  on  sales.  Still,  since  the  Hyundai 
campaign  broke  last  Oct.  17,  Hyundai  sales  are 
up  5.5%,  says  J.D.  Power  &  Associates,  compared 
with  a  1.4%  drop  for  the  industry  as  a  whole. 
That  pleases  the  client.  The  ads  tell  "a  credible 
and  engaging  story,"  raves  Paul  Sellers,  market- 
ing director  for  Hyundai  Motor  America. 

Brand  managers  like  Richards  for  crasser 
reasons.  He's  long  had  a  policy  of  returning 
money  to  clients  when  his  net  profits  exceed 
20%  on  the  account.  That  happens  only  rarely 
these  days.  Richards  has  been  forced  to  accept 
lower  budgets  to  keep  good  business.  That, 
along  with  higher  overhead  carrying  a  ftill  staff 
at  headquarters  and  opening  four  new  offices 
dented  pretax  profits  in  2001,  when  they 
dropped  56%  to  an  estimated  $6  million.  That 
year  more  employees  were  mobilized  to  help 
'  ALLISON  PASS  reel  in  new  cUents.  The  effort  helped  boost  pretax  profits  last  year 

a      YOU'VE  PROBABLY  SEEN  THE  NEW  HYUNDAI  SONATA      to  an  estimated  $8  million. 

k'#  commercial.  A  shot  of  a  fetching  young  woman  in  the  Richards  has  gone  his  own  way  ever  since  he  discovered  Dal- 

W     passenger  seat  The  sound  of  tires  on  the  road,  a  hum      las  en  route  to  Los  Angeles  50  years  ago.  A  Philadelphia  native. 

■  from  inside  the  car-and  the  slurps  of  a  couple  pas-      he  opened  a  graphic  design  firm  that  became  an  ad  agency  m 

■  sionately  kissing  in  the  back,  from  which  a  high-heeled      1976.  The  agency  has  remained  privately  held  through  a  tu- 

muhuous  decade  of  consolidation,  rejecting  even  probes  tor 
buyouts.  "If  we  were  a  holding  company  agency  our  primary 
focus  would  have  to  be  enhancing  the  wealth  of  our  sharehold- 
ers," he  says,  poking  fim  at  the  gargantuan  likes  of  Omnicom, 
Interpublic  and  WPP. 

In  fact,  Richards  has  gone  to  some  lengths  to  ensure  auton- 
omy When  he  dies,  he  plans  to  pass  the  bulk  of  his  100%  own- 


Lone  Ranger 

fhere  rivals  are  starving,  STAN  RICHARDS' 

gency  is  thriving  on  smart,  cute  ads. 


sionately  kissing  in  the  back,  from  which  a  high-heeled 
oe  appears.  Total  embarrassment  in  front.  The  young  guy  who's 
iving  puUs  in  front  of  a  restaurant  and  deUvers  the  punch  line: 
Aom,  Dad,  we're  here."  Ba-da-bum. 

A  classic  from  Stanford  Richards,  founder  of  the  Richards 
roup,  based  in  Dallas.  So  is  the  eight-year-old  campaign  for 
hick-fil-A:  Its  black-and-white  cows  urging  folks  to  "Eat  Mor 
hikin"  moved  from  billboards  to  broadcast.  Or  the  Home 


hikin    moved  trom  DUiDoarus  lu  ui<jciu<.aai.  vyi  i^^v.  ^xv....^  — ,-  x  -         ,      •      /tt   j     r  j      n 

epot  ad  where  the  dad  assembles  aU  the  stuff  he  needs  to  build  ership  to  an  undisclosed  DaUas-area  charity.  (Under  federal  law 

treehouse  for  his  son.  Such  spots  are  cute  and  Norman  Rock-  so  long  as  the  beneficiary  is  a  publicly  supported  charity,  no 

eUwholesome;  each  is  set  to  an  original  score.  Nothing  from  private  foundation  it  is  not  required  to  divest  ownership  ot  a 

>e  culmral  fringes,  no  msults,  none  of  those  branded  short  films  business.)  Meanwhile,  he  has  no  plans  to  retire.  F 
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Collateral  Damage 

DR.  JAMES  ANDREWS  has  saved  the  careers  of  countless  pro  athletes. 
But  his  own  was  on  the  line  when  HealthSouth  went  down. 


BY  MONTE  BURKE 


m      »HEN  ATLANTA  BRAVES  PITCHER  JOHN  SMOLTZ 
^k   M  tore  the  medial  collateral  ligament  in  his  elbow,  a 
^^m  potentially  career-ending  injury,  there  was  only  one 
■  ■■    guy  to  see.  He  flew  to  Birmingham,  Ala.  and 
W    W     checked  in  with  Dr.  James  Andrews.  After  surgery, 
[Itz  was  back  in  baseball  in  a  year  and  a  half;  his  fastball  now 
out  at  97  miles  an  hour,  faster  than  before  his  operation.  "It 
litely  gave  a  boost  to  my  career,"  says  Smoltz. 
Andrews,  61,  is  top  doc  for  the  Tampa  Bay  Devil  Rays  and  the 
lington  Redskins.  He's  repaired  thousands  of  shoulders,  elbows, 
and  knees  of  the  sporting  elite,  helping  the  likes  of  Derek  Jeter, 
Nicklaus,  Michael  Jordan,  even  the  San  Diego  Chicken— peo- 
or  whom  orthopedic  success  is  a  matter  of  career  life  and  death. 
3ut  at  the  start  of  this  year's  baseball  season  Andrews'  own  ca- 
was  in  jeopardy  That's  when  he  suffered  collateral  damage 
n  the  federal  investigation  of  Richard  Scrushy,  his  friend  and 
former  chief  of  HealthSouth.  Professionally,  at  least,  Scrushy 
Andrews  have  for  years  been  as  intertwined  as  a  pair  of  snakes 

caduceus.  Andrews'  private  practice,  Alabama  Sports  Medicine 


mechanical  lab  for  studying  throwing  motions  and  golf  swings, 
and  equipped  with  cadavers  and  synthetic  body  parts,  enabling 
fellows  to  hone  their  surgical  skills.  With  a  $1.5  million  annual 
budget  provided  by  donors  like  HealthSouth,  Pfizer  and  the  state 
of  Alabama,  the  institute  is  what  Andrews  calls  "the  exclamation 
point  to  my  career." 

But  the  clinic  has  been  his  bread  and  butter,  earning  an  esti- 
mated $15  million  a  year  on  revenues  of  $60  million.  Every  year 
75,000  people  come  in  for  consultation,  arthroscopy  of  the  knee  or 
shoulder,  hip  replacements  and  back  operations;  20%  of  the  cus- 
tomers are  amateur  or  pro  athletes.  "The  techniques  have  a  trickle- 
down  effect  on  the  whole  society  and  get  the  mechanic  or  the 
farmer  back  to  work  faster,  too,"  says  Dr.  Claude  Moorman  III, 
director  of  sports  medicine  at  Duke  University. 

Success,  and  overlapping  social  circles,  brought  Andrews  even 
closer  to  Scrushy  They  both  served  on  the  board  of  Banc  Corp.,  in 
Birmingham,  and  often  appeared  at  the  same  HealthSouth-backed 
events,  sometimes  traveling  together  in  HealthSouth's  $6  million 
Sikorsky  helicopter.  Outside  the  institute,  up  went  a  statue  of 


)rthopaedic  Center,  .s  located  in  a  HealthSouth  hospital  and  Scrushy,  Andrews  and  Lemak.  "  [Andrews]  and  Richard  were  real 

administered  by  the  company  until  May;  his  nonprofit  research  close,"  says  James  A.  Taylor,  chief  executive  of  Banc  Corp. 
education  foundation,  the  American  Sports  Mediane  Insti-  The  partnership  between  HealthSouth  and  the  chnic  enabled 

has  been  generously  supported  by  HealthSouth.  The  hospital  Andrews  to  perform  an  amazing  15  to  20  surgeries  a  day  (five 


/hich  the  center  was  located  was  initially  targeted  for  liquidation 
lelp  pay  outstanding  bills;  plans  to  move  both  operations  to  a 

0  million  digital  hospital— tricked  out  with  wireless  networking 

1  bedside  touch  screens— that  HealthSouth  was  building  were 
:  on  hold.  "We  were  in  panic  mode  for  a  while,"  says  Andrews. 


times  the  usual  rate  for  orthopedists),  twice  a  week,  in  assembly- 
line  fashion.  The  duo  had  big  plans  for  the  ftiture:  The  digital  hos- 
pital was  to  be  the  new  home  for  Andrews'  clinic  and  his  institute. 
Was — until  March,  when  scandal  erupted.  The  SEC  was  said 
to  have  evidence  of  doctored  earnings  at  HealthSouth.  Scrushy  re- 


on  noia.    we  were  m  uaim.  uiuut  lui  u  ....i»v,,    .^j^. -  ,    ^„     1  ^ 

A  strange  place  to  be  after  a  long  career  that  began  in  Homer,      signed  and  HealthSouth's  stock  feU  98o/o  over  two  weeks,  prompt^ 
m  what  he  describes  as  a  "country  upbnngmg."  His  grandfa-      ing  rumors  of  bankruptcy.  The  company  desperately  searched 


r,  a  cotton  farmer  who  concocted 
memade  salves  for  his  neighbors, 
d  the  young  Andrews  he  wanted 
n  to  be  a  doctor.  "I  never  thought 
out  doing  anything  else,"  he  says, 
high  school  he  played  "every  sport 
d  in  the  halftime  band."  Andrews 


Someone  spray-painted 
THE  WORD  "THIEF"  on 

the  statue  of  Scrushy. 


for  ways  to  raise  capftal.  Out  went 
Andrews'  plans,  three  years  in  the 
making,  for  the  big  move  to  the  new 
hospital.  While  he  feared  for  his 
practice,  Andrews  reserved  his  great- 
est anxiety  for  the  fiiture  of  the  in- 
stitute, 27%  of  whose  annual  bud- 


lO  m  me  nainmie  udiiu.    ruiuit.vo  uuc^.,tu 

5n  the  state  championship  in  pole-vaulting,  earning  a  scholarship      get  was  bemg  picked  up  by  HealthSouth 

^  '  .  .         .  ,  ■  1-      1    j_  'Tl,^  ;«,,a<-f;rT-,ti/-,n  Irac  hurt  Annrpws    1 


Louisiana  State  University,  where  he  also  got  his  medical  de- 
ee.  During  a  residency  at  Tulane  University  he  decided  to  pursue 
lorts  medicine,  a  perfect  marriage  of  his  interests.  He  did  a  fel- 
wship  under  Dr.  Jack  C.  Hughston,  who  ran  one  of  the  country's 
"St  sports  medicine  clinics,  in  Columbus,  Ga. 

While  Andrews  was  at  the  Hughston  CUnic  in  1985,  a  rookie 
itcher  named  Roger  Clemens  came  to  him  with  an  injury  to  the 
)tator  cuff  of  his  right  shoulder.  Andrews  repaired  the  joint,  and 
vear  later  Clemens  led  the  Red  Sox  to  the  Worid  Series,  and 
rnied  both  the  American  League's  Cy  Young  and  MVP  awards, 
ndrews,  meantime,  joined  forces  with  orthopedist  Dr.  Lawrence 
emak  and  started  a  clinic  at  South  Highlands  Hospital  in  Birm- 
igham.  In  1989  HealthSouth  bought  the  hospital  and  poured  a  re- 
orted  $50  miUion  into  an  addition,  putting  Andrews  at  the  cen- 
:r  of  his  own  sports  medicine  empire  and  making  him  the  rehab 
hain's  national  medical  director.  As  part  of  the  deal,  HealthSouth 
dopted  the  nonprofit  foundation  next  door,  complete  with  a  bio- 


The  investigation  has  hurt  Andrews'  friendship  with  Scrushy. 
Asked  about  it,  the  orthopedist  says  pointedly,  "There's  been  no 
contact  with  all  that's  going  on."  Larry  D.  Striplin,  a  board  mem- 
ber of  both  the  institute  and  HealthSouth,  says  Andrews  was  deeply 
disappointed  in  Scrushy.  In  a  grating  pubUc  embarrassment,  the 
statue  outside  the  institute  was  defaced  in  April:  Someone  spray- 
painted  the  word  "thief  on  the  figure  of  Scrushy  When  it  happened 
again  a  few  weeks  later,  Andrews  decided  to  take  the  statue  down. 

In  June  Andrews  received  a  bit  of  good  news.  HealthSouth  an- 
nounced it  would  not  sell  the  medical  center.  But  questions  about 
the  ftiture  of  the  digital  hospital  remain.  HealthSouth,  minus 
Scrushy,  insists  it  will  proceed.  But  Andrews'  status  as  Health- 
South's national  medical  director  is  in  limbo. 

Andrews  is  burying  himself  in  work—like  patching  up  the  knee 
of  Sacramento  Kmgs  star  Chris  Webber.  But  he  can't  shake  the  dis- 
trartion.  "I'm  motivated  to  get  through  this  HealthSouth  crisis  and 
get  this  new  hospital  built,"  he  says.  "It  wiU  be  my  last  hurrah."  F 

FORBES"   August  11,2003      95 


In  their  native  France  the  Gruet  family        California,  by  25%.  The 
watched  high  costs  threaten  their  winerv    i^^'^^  ^'"'^  ^™^'  ""^^^ 

So  they  voted  with  their  feet  fromablendofchardon- 

y     wiv^u  Willi  iiicii  icci.  nay  and  pinotnoir  grapes, 

RvuiiiiiAMn  ».»»-,.  sells  without  a  Stated  vin- 

BY  WILLIAM  P.  BARRETT  tage  year  for  $15,  compared  with  $20  for, 

^OMETIMES  A   GOOD   NOTION   IS  say,  a  nice  bottle  of  Domaine  Chandon 

^  nothing  more  dian  the  transplant  of  "Quality  and  value,"  says  Laurent.  "That's 

m^an  old  idea.  Faced  with  increasing  our  niche  " 

costs,  competition  and  limited  land  to  ex-  Certainly  not  bulk,  though  Gruet  Win- 

pand  his  dad  s  wmemaking  business  in  ery  is  growing  by  IQo/o  a  year.  For  the  fiscal 

Bethon,  France,  Laurent  Gruet  set  his  sights  year  ended  May  3 1  it  netted  an  estimated 


"Quality  and 
value— that's  our 
niche ":  Laurent 
Gruet  is  eyeing 
expansion  back  in 
the  Old  World. 


on  the  New  World.  In  1982  Laurent— then 
a  17-year-old  with  no  EngHsh— scouted 
with  his  older  sister,  Nathalie,  and  her  hus- 
band, Farid  Himeur,  an  unlikely  spot  for 
vineyards:  arid  New  Mexico.  Turns  out  the 
irrigated  desert  terrain,  high  altitude  and 


10%  on  some  $4  million  in  sales  from 
60,000  cases— up  fi-om  2,000, 14  years  ago. 
The  vineyard  is  on  a  quarter-square-mile 
of  leased  land  4,300  feet  above  sea  level,  east 
of  the  Rio  Grande  near  Truth  or  Conse- 
quences, a  two-and-a-half-hour  drive  south 


,  ,    .,     ,       ,  M"-"^^'^>"i"'"-aiiu-d-iiiiu-nouranvesoutn 

resulting  cool  nights  lengthen  the  growing  from  Albuquerque.  Laurent  says  Gruet  is 

season  and  create  a  more  acid,  but  bal-  the  country's  fifth-largest  producer  of 

anced,  grape  smted  for  .parkling  .vine.  The  sparkling  wine  by  the  methode  champencse 

scarcitv  or  rain — in  m  Koc  :,,  ., i  .,  ,  ..  ^ 


scarcity  of  rain— 10  nuhes  in  a  good 
year— helps  keep  down  plant  >.:     ases. 

Within  three  years  of  plant  .,  Gruet 
Wii  cry  'as  producing  a  higl  quality 
sparkler  t.       .  ndersold  rivals,  mainly  from 


process,  the  careftilly  controlled  fermenta- 
tion in  a  bottle  of  a  low-alcohol  table  wine. 
A  new  twist  on  an  old  art.  New  Mexico 
winemaking,  mostly  for  religious  ftinctions, 
is  said  to  go  back  375  years.  But  quality  was 


elusive;  the  local  w; 

was  sometimes  spil 

with  additives  like  \ 

bacco,  chile  pepp 

even  gunpowder.  T 

Gruets  took  a  difFeri 

tack  from  die  start.  Cost  was  a  big  fac^ 

Around  Truth  or  Consequences,  land  i 

irrigation  water  rights  can  be  had  f 

$20,000  an  acre  versus  maybe  $125,000 1 

comparable  land  in  California's  Carnef 

VaUey  and  $200,000  back  home  in  Fran^ 

Champagne  region. 

Where  to  put  the  winery?  The  farrJ 
wanted  visibility,  but  at  a  reasonati 
price— knocking  out  Santa  Fe.  Solution! 
wine  factory  with  a  grand  masonry  facac 
in  much  cheaper  Albuquerque,  fronting  tf 
interstate  that  ahnost  all  tourists  take  froi 
the  state's  only  big  airport  to  Santa  Fe.  " 
was  like  putting  up  a  big  billboard,"  Lai. 
rent  says.  With  gleaming  12,000-gallo. 
tanks,  the  refrigerated,  well-insulated  wir 
ery  is  a  cross  between  Dickens  and  The  Md 
trix.  It  operates  with  only  ten  employee 
and  benefits  from  the  low  labor  costs  in  thj 
not  very  prosperous  state.  Marketing  is  o 
the  cheap,  too.  The  Gruets  expend  muci 
effort  getting  their  wines  into  Santa  F 
restaurants,  figuring  on  word-of-moutl 
tourist  advertising. 

Laurent,  now  38,  is  president  and  wine 
maker,  handling  operations.  Farid,  divorcee 
from  Natiialie,  who  runs  the  wine-tastinj 
room  at  the  winery,  is  vice  president  anc 
oversees  the  business  side.  Ownership  o 
the  U.S.  operation  is  split  among  Laurent 
Nathalie  and  two  sibs  back  in  France  who 
head  up  the  original  operation.  Despitt 
interlocking  financings  and  other  relation- 
ships, the  two  businesses  run  more  or  less 
autonomously.  Early  loans  came  from 
French  banks,  but  now,  says  Laurent,  he 
can  borrow  locally. 

Growth  will  come  mostiy  from  out  of 
state,  where  Gruet  sells  70%  of  its  grog 
(largest  market  by  far:  New  York  City). 
Fresh  from  inroads  into  Canada  and  Mex- 
ico, Gruet  is  eyeing  England  and  other  Old 
World  countries.  Except  one.  "We'll  prob- 
ably stay  out  of  France,"  says  Laurent,  who 
married  a  New  Mexican  and  sounds  more 
like  die  U.S.  citizen  he  expects  to  become. 
"French  people  drink  French  wine. "       F 
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Voice  Pipe  saves 

my  business  money  on 
telecommunications. 


Donuts  on  me. 


VoicePipe,  the  new  IP  telephony  service  from  ICG 
Communications,  bundles  local  phone  service,  long 
distance  and  dedicated  Internet  access.  So  it  frees 
you  from  the  expense  of  maintaining  separate  net- 
works. VoicePipe  is  sophisticated  enough  to  make 
IT  happy,  yet  simple  enough  for  employees  who 


just  need  reliable  voicemail  and  call-handling 
features.  Visit  our  website  to  find  out  even  more 
about  the  many  benefits  of  VoicePipe  and  how  it 
frees  your  business  capital  for  more  important 
things.  Like  donuts 
in  the  breakroom. 


♦ICG 

Commun  ica  tion  s 


www.VoicePipe.com  •  800-438-4835 
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Menlo  Charity  Hois^ ShowJ  ^ 

Benefiting  Peninsula  Center  for  tl|||^nd  and  Visually  IcijMrtr 


•Cr*:^ 


VIEN'U) 


August  5  -  10,  2003,  8  a.m.  to  5  p.m. 
190  Park  Lane,  Atherton,  CA  94027 

Admission  $10  per  day 
(children  under  12  admitted  free) 

Nor/Cal  Hunter  Jumper  Show  of  the  Year  Award 

Championship  jumping  competition 

Over  forty  equestrian  boutiques 

Top  West  Coast  horses  and  riders 

Refreshments  available  on  the  grounds 

Over  $125,000  in  prize  money  and  awards 

Peninsula  Center  for  the  Blind 

and  Visually  Impaired  and 

the  Horse  Show  Committee 

salute  our  exhibitors  and  sponsors 

for  their  generosity. 

For  hirther  information  call:  (415)  584-7690 
Website  Address:  www.menlohorseshow.org 


Peninsula  Center  for  the  Blind 

and  Visually  Impaired  enables 

clients  to  achieve 

their  highest  potential 

through  programs 

that  promote  independence 

and  improve  quality  of  life. 

2470  El  Camino  Real,  Suite  107 
Palo  Alto,  CA  94306 
Phone:  (650)  858-0202 
www.pcbvi.org 

PENINSULA 

CENTER 
BLIND 

VISUALLY  IMPAIRED 
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)  to  invest  ill 
growtii  stocks  now? 

Or  could  you  be  loolcing  at  tlie 
opportunity  of  a  lifetime! 


^'^'^^''SSSS! 


SAVE 


It 


/r  raises  courage  to  ignore  the  noise  ot  a  stock  mam  that  moves  wildly  up  or  down  as  it  reacts  to  each  day's  news.  But,  look  over  the 
horizon  and  what  you  could  be  seeing  is  the  investment  opportunity  of  a  lifetime!  We  urge  you  to  ignore  the  headlines  and  look  at  the  facts: 
No  one  knows  how  long  it  will  take  for  the  geopolitical  uncertainties  facing  us  to  be  lifted.  But  experienced  investors  take  it  all  in  stride. 
The  fact  is  that  the  U  S  economy  is  much  stronger  than  the  purveyors  of  gloom  and  doom  would  have  you  believe.  The  quality  of  earnings 
now  being  reported  has  improved  dramatically  and  real  profit  margins  are  rising.  The  early  GDP  estimate  for  042002  was  an  anemic  07% 
That  has  been  revised  to  14%  and  personal  consumption  expenditures,  almost  70%  of  GDP,  were  greater  than  the  advance  figures  indicated 
While  this  is  certainly  not  a  worry-free  investment  environment,  corporate  spending  is  showing  signs  of  picking  up  and  it  is  only  a  matter 
of  time  before  this  market  will  once  again  reflect  the  underlying  power  of  the  American  economy 


What  should  you  be  doing  now?  Forget  hot  tips  and  hunches! 
Ride  out  this  storm  and  position  yourself  for  greater  profits  by 
substituting  the  cold-blooded,  disciplined,  cutting-edge  quantitative 
stock  picking  system  you  get  in  the  FORBES  GROWTH  INVESTOR. 
We  take  the  emotion  out  of  investment  decisions  by  guanf/^/ng  them 
with  the  Quant  Model ...  a  market-tested  system  to  determine  a  stock's 
short-term  performance  potential.  Launched  on  October  6,  2000, 
tJ»is  letter  has  outperlormed  the  S&P  500  by  3.982  basis  points 
through  May  2003. 

What  is  the  Quant  Model?  Formerly  available  only  to  large  funds 
and  money  management  firms  who  could  afford  to  pay  the  hefty 
fees  charged  by  independent  research  organizations,  the  Quant 
Model  filters  more  than  3,000  stocks  through  its  computer 
program  each  month ...  measures  and  weights  up  to  75  variables 
that  impact  future  share  prices. 
As  developed  by  the  Forbes  Investors  Advisory  Instituto,  the 
Quant  Model  combines  the  best  of  both  fundamental  and  technical 
analysis ...  identifies  the  stocks  most  likely  to  rise  in  the  next  6  to  18 
months ...  and  eliminates  the  costly  errors  made  by  most  investors. 
flow  effective  is  this  analysis?  For  the  10  years  ending  in  2000, 
it  you  had  $1 0,000  in  an  S&P  index  fund  it  would  have  grown  to 
$51 ,716.  That  same  $10,000  in  stocks  selected  by  the  Quant 
system  would  have  been  worth  $239,391! 
Now,  this  professional  stock  picking  system  is  available  to  toe 
individual  investor!  And  because  you  are  a  reader  of  FORBES 
MAGAZINE  you  are  invited  to  join  us  as  a  CHARTER  SUBSCRIBER  at 
a  most  favorable  low  rate.  Here's  what  you  will  find  in  every  issue: 

•  Our  Top  50  Portfolio ...  toe  best  growth  stocks  to  own  now. 

•  Our  Core  and  Expanded  Portfolios  to  help  smaller  investors 
focus  on  10  and  20  stock  portfolios  drawn  from  the  top  50. 

•  Analysis  of  Individual  Stocks  Being  Added  to  Our  Portfolio. 

•  Changes  and  Updatos  including  Dropped  Stocks  and 
Sell  Recommendations. 


Your  Exclusive  Risk-Free  Charter  Subscription  Offer ...  tor  FORBES 
MAGAZINE  READERS  ONLY!  Call  us  toll-free  at  1-800-249-7449  or  use 

the  coupon  below  and  judge  for  yourself  how  the  FORBES  GROWTH 
INVESTOR  can  help  you  make  profitable  decisions ...  guide  you  to 
developing  a  portfolio  of  stocks  poised  to  outperform  the  market 
during  the  coming  months . 

Just  $99  tor  a  6-monto  risk-free  trial  subscription!  Take  a  trial  subscrip- 
tion for  6  months  at  just  $99  ...  a  discount  of  67%  from  the  basic  single 
issue  price!  If  you  decide,  after  reading  your  first  issue,  that  the  FORBES 
GROWTH  INVESTOR  isn't  everything  we've  claimed,  tell  us  so  within  30 
days  and  we  will  refund  100%  of  your  money.  Send  payment  now  and 
we  will  add  one  additional  FREE  issue . . .  giving  you  7  in  all! 
Better  yet,  order  a  toll  year  at  only  $149!  You  save  even  more  -  75%  - 
and  get  12  important  issues.  Same  30-day  100%  money  back  guarantee 
plus  a  pro-rated  refund  if  you  cancel  later.  Pay  now  and  we'll  add  2  TREE 
issues  to  your  Charter  Subscription  term . . .  giving  you  14  issues  in  all. 

^__________«._^  —  •■  —  —  —  —  —  —  —  —  ^ 

Yesi^sign  me  up  as  a  Charter  Subscriber!  Risk  Free! 

□  I  want  your  best  deal!  Sign  me  up  as  a  Ctiarter  Subscriber  to  the 
FORBES  GROWTH  INVESTOR  for  a  full  year  at  just  $149!  I  understand 
I  may  cancel  within  30  days  of  receiving  my  first  issue  for  a  refund  of 
100%  of  my  money  ...  and  will  be  entitled  to  a  refund  for  all  unmailed 
issues  after  that  introductory  period.  ocDrriccniic 

□  My  payment  of  $149  is  enclosed.  I  will  receive  2  FREE  ISSUES 
...14  in  all. 

□  1  prefer  to  enter  a  6-month  trial  subscription  now  at  only  $99. 

□  My  payment  of  $99  is  enclosed.  I  will  receive  1  FREE  ISSUE 
...  7  In  all ...  my  satisfaction  is  fully  guaranteed. 

Charge  My;  □  VISA      □  MasterCard      UAMEX 

Card  # Exp.  Date 


Signature  for  Credit  Card  Orders  _ 

□  Bill  Me  Later. 

Name 


PLEASE  f  HINT 


Address 


City/State/ZIp 


Apt.# 


Mall  to:  Forbes  Growth  Investor,  60  5th  Avenue,  New  York,  NY  1 001 1  ■"^'<I''^B81 1 


m  FASTER  SERVICE  CALL:  1-800-249-7449 

l)RDER  ONLINE  AT:  torbesgrowthinvestor.com/ad03 


Monfiy  Ri.  Invp.^ting 


COLLEGE  PLANNING 


Pay 

Now, 

Learn 

Later 


You  can  protect  yourself  against  college  tuition  hikes.  But  the  scheme 
backfires  if  your  kid  goes  to  the  state  university  I  by  ira  carnahan 


BY  NOW  YOU  PROBABLY  KNOW 
that  earnings  of  Section  529 
college  savings  accounts  are 
free  of  federal  tax  if  used  for 
higher  education.  But  taxes 
are  only  part  of  the  problem. 
What  if  your  investments  tank?  Just  ask 
Laurence    and    Margo    Williams    of 
Alexandria,  Va.  In  2000  they  put  $45,000 
into  the  Virginia  Education  Savings  Trust 
to  open  accounts  for  daughters  Lea,  now 
5,  and  Anne,  now  3.  Since  then  their  in- 
vestment has  shrunk  5%  while  the  aver- 
age private  college  tuition  has  climbed 
18%  to  $18,300. 

So  there's  sure  to  be  much  interest  in 
September  when  more  than  200  private 


colleges  begin  offering  the  Independent 
529  Plan — a  complicated  new  scheme 
that  lets  you  prepay  a  child's  private  col- 
lege tuition  at  a  discount  to  today's  rates. 

The  Independent  plan  isn't  for  every- 
body But  it  should  appeal  to  some  affluent 
parents  and  grandparents  who  are  gun- 
shy  of  stocks  and  strongly  favor  private 
over  public  colleges.  "I  think  grandparents 
are  going  to  love  it,  because  they  tend  to 
take  a  conservative  approach,"  says  Ray- 
mond Loewe,  author  oiNew  Strategics  for 
College  Funding.  "People  who  have  been 
burned  in  the  market — and  a  lot  of  them 
have — will  like  this  approach." 

A  little  history:  Starting  in  the  mid- 
1980s  a  handful  of  states  began  offering 


prepaid  plans  for  their  own  schools.  These 
plans  had  little  appeal  for  parents  aiming 
to  send  their  kids  to  the  Ivy  League — or  at 
least  give  them  a  wide  choice  of  colleges.  In 
1996  Congress  added  Section  529  to  the 
tax  code,  allowing  states  to  offer  the  more 
flexible  and  popular  college  savings  plans 
that  can  be  used  at  any  school. 

Money  in  529  savings  plans  grows  tax 
deferred  and  can  be  withdrawn  federally 
tiix  ft-ee  if  used  for  certain  educational  ex- 
penses. Those  include  undergraduate  and 
graduate  tuition,  supplies  and  room  and 
board  (on  campus  or  off)  at  any  puWic  or 
private  college  or  university.  Plans  typically 
allow  total  contributions  of  more  than 
$200,000,  and  there  are  no  annoying  in- 
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ome  restrictions  for  contributors,  as  there 
ire  with  so  many  other  savings  breaks. 

Moreover,  529s  have  a  gift-tax  advan- 
age  as  well:  A  couple  can  contribute  up 
o  SIIO.OOO  at  once  to  each  child  or 
grandchild's  account  without  owing  gift 
;axes.  The  contribution  is  treated  as  five 
('ears'  worth  of  annual  tax-exempt  gifi^s  of 
M  1,000  per  year,  per  parent.  After  five 
yrears  all  the  money  is  out  of  a  donor's 
estate,  yet  he  or  she  can  take  it  back  for 
any  reason.  (Such  noncollege  withdrawals 
are  taxed  at  the  ordinary  income  rate, 
plus  a  10%  penalty  on  earnings.) 

You  can't  manage  the  investments  in 
a  529  yourself.  But  you  can  choose  from 
dozens  of  plans  offering  mutual  funds 


fi-om  such  firms  as  Vanguard,  Fidelity  and 
Smith  Barney.  Naturally,  your  return 
depends  on  the  performance  of  the  funds 
and  the  fees  you're  charged,  which  in  bro- 
ker-sold 529s  can  be  steep.  If  you're  dis- 
satisfied with  returns,  there's  an  out: 
Once  a  year  you  can  pick  different 
options  in  your  plan  or  roll  your  college 
kitty  into  a  different  state's  plan,  without 
taking  a  federal  tax  hit.  (Whether  the  state 
will  let  you  switch  without  a  redemption 
fee  or  tax  is  another  matter.) 

Choosing  a  plan  is  already  plenty  com- 
plicated. But  in  2001  Congress  authorized 
yet  another  type  of  529 — a  prepaid  plan 
sponsored  by  the  private  colleges  them- 
selves. The  first  and  likely  only  one  of  these 
is  the  Independent,  offered  through  the 
not-for-profit  Tuition  Plan  Consortium. 
Money  put  into  this  529  buys  tuition  cer- 
tificates that  can  be  used  at  any  participat- 
ing college.  Schools  that  have  already  signed 
on  include  Princeton,  Amherst,  Oberlin, 
Hmory,  Smith,  Notre  Dame  and  the  Uni- 
versity of  Chicago.  Harvard  is  one  big- 
name  school  that  is  definitely  not  expected 
to  participate  now.  (A  complete  list  should 
be  posted  at  www.independent529plan.org 
in  September.) 

Just   how  much   future  tuition   a 
deposit  today  buys  depends  on  which  col- 
lege your  child  attends,  the  number  of 
years  until  your  child  enrolls  and  the  dis- 
count rate  the  college  offers.  Here  it  gets 
complicated.  Colleges  must  offer  a  mini- 
mum 0.5%  annual  discount.  (Alas,  the 
discount  compounds,  making  it  a  bit 
smaller.  Fifteen  years  at  1%  adds  up  to  a 
14%  discount.)  If  a  college's  current 
tuition  is  $25,000  and  it  offers  a  typical 
1%  discount  rate,  you'll  need  to  plunk 
down  $21,500  to  lock  in  a  year  of  tuition 
15  years  from  now.  (A  discounted  tuition 
calculator  is  at  forbes.com.)  If  the  kid 
ends  up  going  to  a  participating  school 
that  either  is  cheaper  or  offers  a  better 
discount,  the  same  investment  will  buy  a 
bit  more  than  a  year  of  tuition. 

.  The  discounts  are  significant,  since 
most  state  prepaid  plans  now  charge  a 
premium  to  current  tuition  for  future 
years.  Compared  with  them,  the  Indepen- 
dent looks  like  a  good  deal.  Schools  are 


free  to  raise  or  lower  both  their  tuition 
and  discount  rates  each  year,  but  only  for 
new  deposits,  not  past  ones.  If  new 
schools  join  the  plan,  you  get  retroactive 
benefits — your  previous  contributions 
lock  in  whatever  tuition  the  new  school 
charged  when  you  invested,  at  a  discount 
equal  to  the  median  discount  schools  in 
the  plan  offered  that  year. 

Before  you  invest  in  the  Independent, 
consider  these  factors. 
School  Choice  Douglas  Brown,  chief  execu- 
tive of  the  Tuition  Plan  Consortium,  pre- 
dicts more  than  300  private  colleges  will 
eventually  join  the  plan.  "iTie  number  of 
colleges  is  key,"  says  CPA  Joseph  Hurley, 
who  runs  www.savingforcollege.com, 
which  offers  comprehensive  information 
on  529s. 

Here's  why:  If  your  child  ends  up  at  a 
state  school  or  a  private  school  outside  the 
plan,  or  not  going  to  school  at  all,  you  can 
get  your  money  back — but  with  a  paltry 
maximum  annual  return  of  2%,  or  a  neg- 
ative return  of  up  to  2%  if  the  plan  has 
lost  money.  (This  return  is  tax  free  if  the 
cash  is  used  for  college  or  rolled  into  an- 
other 529.)  If  you  are  funding  multiple 
kids'  educations  and  one  opts  for  a  non- 
plan  school,  you  can  roll  the  tuition  cred- 
its over  to  another  child's  prepaid  aca)unt, 
without  any  penalty. 

But  no  matter  how  long  the  list  of 
participating  private  schools  grows,  if 
you  live  in  a  state  with  a  top  public  uni- 
versity, consider  whether  your  child 
might  go  there  before  investing  big  bucks 
in  the  Independent.  In-state  tuition  at  the 
University  of  Michigan  averages  $8,000; 
at  the  University  of  Virginia  it's  just 
$6,000;  and  at  the  University  of  North 
Carolina  at  Chapel  Hill  it's  a  bargain- 
basement  $4,000.  Two-thirds  of  students 
at  four-year  colleges  attend  state  schools, 
and  a  growing  number  of  public  colleges 
offer  fine  honors  programs  for  top  stu- 
dents. Moreover,  the  Independent  plan 
is  of  no  use  if  your  kids  attend  state 
schools  as  undergraduates  and  then  pri- 
vate graduate  schools;  as  of  now  the  In- 
dependent covers  only  undergraduate  tu- 
ition, whereas  529  savings  plans  can  be 
used  for  graduate  school,  too. 
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Rate  of  Return  Assuming  your  child  is 
admitted  to  and  attends  a  participating 
college,  will  you  get  a  competitive  return 
on  your  money  from  the  Independent 
plan?  That  depends  on  how  market 
returns  compare  with  tuition  increases 
and  how  you'd  otherwise  invest. 

Since  1975,  which  includes  a  period  of 
high  inflation,  private  college  tuition  has 
risen  an  average  of  8%  a  year.  (Princeton's 
smaller  climb  is  illustrated  below.)  Add  in 
the  typical  1%  discount  expected  to  be  of- 
fered by  colleges  in  the  plan  and  the  annual 
return  on  the  Independent  would  have  av- 
eraged 9.1%.  During  the  same  period  the 
S&P  500  returned  an  average  of  13.5%  and 
long-term  government  bonds  9.9%,  ac- 
cording to  Ibbotson  Associates. 

On  the  other  hand,  stocks  are  trading 
at  about  twice  their  long-term 
price/earnings  average,  so  you 
might  expect  lower  returns  over 
the  next  decade.  And  the  three-year 
bond  rally  may  well  have  run  its 
course.  The  Independent  plan  also 
charges  no  initial  or  annual  fees  to 
eat  into  your  returns.  And,  assum- 
ing your  kids  do  go  to  private 
school,  the  Independent  is  simply 
less  risky,  especially  if  you  need 
your  money  in  a  particular  year; 
while  stocks  go  up  and  down,  tu- 
ition always  goes  up. 

There  are  low-risk  options  in 
some  529  savings  plans,  too,  but 
they  offer  mediocre  returns.  Most 
state  plans  run  by  TIAA-CREF  offer 
guaranteed  options  currently  pay- 
ing 3%  to  4%.  Montana  and  Arizona 
offer  certificates  of  deposit  paying  2%  less 
than  the  increase  in  private  college 
tuition,  with  a  guaranteed  minimum  of 
2%  a  year. 

Of  course,  the  fact  that  college  offi- 
cials are  willing  to  offer  a  discount  on 
future  tuition  shows  they  believe  they 
can  earn  more  on  investments  than  the 
increase  in  tuition.  If  you'd  rather  try  to 
earn  higher  returns  yourself,  consider 
529  plans  in  the  five  states  with  Vanguard 
funds  or  the  13  with  TIAA-CREF  funds. 
State  Tax  Breaks  If  you  opt  for  the  Inde- 
pendent 529,  you'll  miss  out  on  the  de- 
ductions that  half  the  states  offer  resi- 
dents contributing  to  their  own  plans.  In 


some  low- tax  states  this  doesn't  amount 
to  much.  But  a  New  York  City  couple  can 
deduct  up  to  $10,000  a  year  in  contribu- 
tions, saving  maybe  $800  (net  of  the 
value  of  the  federal  deduction  for  state 
and  city  tax).  There's  also  the  danger  that 
a  state  will  try  to  tax  the  return  from  the 
Independent  529;  Pennsylvania,  Ten- 
nessee and  Illinois,  for  example,  now 
punish  residents  who  go  out  of  state  by 
taxing  earnings  fi-om  out-of-state  savings 
plans,  says  Hurley. 

Consider  contributing  to  both  the 
Independent  529  and  your  state's  sav- 
ings plan,  putting  enough  in  the  latter 
to  grab  the  maximum  state  break.  This 
makes  sense  anyway,  because  the  Inde- 
pendent covers  only  undergraduate  tu- 
ition, whereas  savings  plans  can  be  used 
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to  pay  for  supplies  and  room  and  board 
and  graduate  school,  too. 
Financial  Aid  Money  you  save  in  any  529 
plan  might  lower  the  amount  of  aid  the 
federal  government  and  private  coUeges 
are  willing  to  provide  when  your  child 
reaches  college.  But  the  Independent  plan 
wiU  likely  have  a  bigger  impact  than  a  529 
savings  plan.  Families  with  incomes 
above  $125,000 — unless  they  have  two  or 
more  children  in  pricey  colleges  at  the 
same  time — are  unlikely  to  get  need- 
based  aid  anyway. 

Tax-Code  Roulette  If  Congress  fails  to 
extend  tax-free  withdrawals  from  529s, 
earnings  taken  out  after  2010  will  be 
taxed  at  the  child's  ordinary  income 


rates,  as  will  any  increase  in  the  value 
tuition  you've  bought  with  the'Indep< 
dent.  How  likely  is  that?  Parents,  stat 
"colleges  and  the  financial  service  indi 
try  would  all  scream  if  529s'  benef  | 
were  threatened. 

Alternative  savings  plans  are  no  b( 
ter.  Coverdell  Education  Savin 
Accounts  (previously  called  Educatic 
IRAs)  were  made  far  more  attractive 
the  2001  tax  act,  but  those  enhancemen 
also  expire  come  201 1 .  A  parent  or  gran  I 
parent  can  set  up  a  Coverdell  direct 
with  a  firm  like  Vanguard  or  T.  Ro\ 
Price  and  then  contribute  up  to  $2,0^ 
annually  per  child.  The  money  grows  t< 
deferred  and  can  be  withdrawn  tax  free 
used  for  "qualified  educational  expenses 
which  include  not  just  college  but  al 
private  elementary  and  seconda| 
tuition,  tutoring  and  even  a  corn 
puter.  To  contribute  you  must  hai  i 
an  adjusted  gross  income  belo' 
$1 10,000  if  single  or  $220,000  if  fi 
ing  jointly.  If  your  income  is  to 
high,  you  can  waltz  around  th 
limit  by  using  a  dummy  donor.  Yoi 
can  give  the  money  to  someon 
(including  the  child)  as  a  gift  am 
have  that  person  contribute. 

Custodial  accounts  (oftei 
called  UGMA  or  UTMA  accounts 
are  another,  more  traditiona 
form  of  college  savings.  With  th 
latest  tax  cut  kids  can  sell  stock 
in  their  accounts  at  a  long-tern 
gains  rate  of  just  5%.  But  beware 
Children  gain  legal  control  of  th^ 
money  at  18  to  21  (depending  on  stat 
law)  and  can  blow  it  on  a  Porsche  in 
stead  of  Princeton.  Also,  for  childrei 
under  14,  the  "kiddie  tax"  hits  invest 
ment  earnings  over  $1,500  at  the  par 
ents'  usually  higher  rate. 

What  about  saving  in  your  owi 
name?  That  has  some  nontax  advantages 
more  control  over  your  investments;  n( 
penalty  for  spending  on  whatever  yo 
want;  a  chance  to  pick  individual  stocks 
far  less  impact  on  potential  financial  aid 
You  can  harvest  any  losses  to  offset  tax- 
able gains,  and  the  top  rate  on  long-tern- 
capital  gains  and  on  dividends  is  now  jusi 
15%.  But  then,  this  favorable  rate  expires 
too,  come  2009.  §  U 
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Do-It-Yourself  Aid 

s  college  around  the  corner?  Families  too  wealthy 
or  need-based  aid  are  turning  to  the  tax  code  to 
lelp  pay  the  bill  I  by  ashlea  ebeling 


ASHLEY  YOUNG,  18,  IS  BE- 
ginning  her  freshman 
year  at  $28,000-a-year 
Westminster  College  in 
New  Wilmington,  Pa. 
Her  parents,  Robert  and  Susan 
Young  of  Clearfield,  Pa.,  earn  too 
much  to  claim  a  $2,000  federal  col- 
lege tax  credit  or  to  qualify  for  need- 
based  college  aid.  Yet  the  family  is 
getting  both  a  credit  and  $7,000 
knocked  off  her  tuition. 

How?  On  the  advice  of  neigh- 
bor Stephen  Dudurich,  a  stockbro- 
ker and  college  planner,  the  Youngs 
sold  stock  funds  in  Ashley's  custo- 
dial account  last  January,  generat- 
ing a  $27,000  capital  gain.  That 
income  allows  her  to  pay  her  own 
freshman  year  bills  and  claim  her 
own  personal  exemption  and  col- 
lege credit  on  her  tax  return. 
Meanwhile,  Ashley  chose  a  college 
that  provides  price  breaks  to  stu- 
dents with  good  grades.  "It's  like 
we're  getting  a  year's  tuition  for 
free,"  says  Susan,  a  fourth-grade 
teacher. 

If  you  and  your  spouse  to- 
gether earn  $125,000  or  more 
yearly,  you're  unlikely  to  get  tra- 
ditional need-based  college  aid, 
unless  you  have  two  or  more  kids 
at  expensive  universities  at  the 
same  time.  But  you  can  still  cut 
costs — by  seeking  out  merit 
grants  and  mining  the  tax  code. 
Here  are  some  strategies  for  fam- 
ilies who  are  facing  or  will  soon 
face  college  bills. 

Ask  for  a  Discount  Good  news  for 
smart  rich  kids:  Penn  State  edu- 
cation professor  Donald  Heller 
reports  that  between  1992  and 
1999  the  number  of  non-need- 
based  price  cuts  that  colleges 
awarded  to  families  in  the  top  in- 
come quartile  jumped  160%,  with 
one-fifth  of  the  kids  in  this  group 
getting  deals  in  1999.  Since  the 
discounts  are  available  only  to 
better  students,  they  go  by  such 
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euphemisms  as  "scholarships"  and 
"merit  grants."  But  in  function  they  are 
pretty  much  Hke  rebates  on  SUVs. 

Some  schools,  like  Westminster,  ad- 
vertise their  discounts  on  their  Web 
sites.  Others  don't  publicize  them.  They 
cut  prices  either  for  students  who 
squawk  or  for  those  who  appear  likely, 
absent  a  price  break,  to  matriculate  else- 
where. Troy  Miller,  a  Gold  River,  Calif 
college  planner,  advises  kids  to  list  at 
least  six  colleges  they  are  applying  to,  in 
alphabetical  order,  on  each  application. 
That  way,  a  school  won't  know  what 
your  top  pick  is  and  may  be  more  likely 
to  woo  you  with  merit  aid. 

To  get  merit  aid  at  some  schools,  you 
must  first  indicate  that  you  want  to  be 
considered  for  financial  aid  and  fill  out 
lengthy  financial  aid  forms.  "If  Bill  Gates 
was  my  client,  I'd  tell  him  to  fill  out  the 
forms,"  says  Miller. 

Some  elite  schools— Columbia, 
Emory,  Harvard,  Northwestern,  Stan- 
ford— are  pretty  circumspect  about 
price-cutting.  But  they  have  ways  of  com- 
peting for  academically  desirable  stu- 
dents. Fill  out  the  aid  forms,  and  you  may 
discover  that  the  school  can  cut  you  some 
slack  these  days  when  it  comes  to  award- 
ing its  own,  as  opposed  to  federal,  dollars. 
"They're  using  a  broad  definition  of 
financial  need,"  observes  Heller.  Families 
with  incomes  up  to  $250,000  and  two 
kids  in  expensive  colleges  should  defi- 
nitely apply. 

In  2001  Lewis  Lembeck  was  making 
$  1 30,000  at  a  Silicon  Valley  tech  company 
and  paying  fiill  freight  for  his  daughter  at 
an  Ivy  League  school  that  he  asked  not  be 
named.  He  called  up  the  aid  office  and 
said  that  with  the  economy  being  what  it 
was  and  money  tight,  he  was  thinking  of 
transferring  her  to  another  school.  At  the 
school's  request  he  filled  out  an  aid  form 
showing  that  he  also  had  a  son  enrolled  at 
a  state  college  that  cost  $13,000  a  year, 
including  room  and  board.  The  Ivy 
League  school  chopped  her  bill  in  half.  (A 
university  spokesman  characterized  the 
cut  as  "need-based.") 
Emancipate  Your  Kids  In  1997  Congress 
created  two  tax  credits  to  help  families 
pay  for  college.  The  Lifetime  Learning 
credit  equals  20%  of  the  first  $10,000  in 


undergraduate  or  graduate  tuition,  for  a 
maximum  $2,000  credit  for  2003.  (That's 
a  credit,  not  a  deduction;  it  reduces  your 
tax  bill  dollar  for  dollar.)  Any  student, 
even  an  adult,  who  attends  college  or 
graduate  school  can  claim  the  Lifetime 
credit.  But  only  one  credit  can  be  claimed 
per  couple  per  year,  and  couples  with  ad- 
justed  gross  income  of  more  than 
$83,000  lose  part  of  it,  with  the  credit  to- 
tally denied  at  $103,000. 

Alternatively,  there's  the  Hope 
credit,  which  applies  to  only  the  first 
two  years  of  college  and  equals  100%  of 
the  first  $1,000  in  expenses  and  50%  of 
the  second  $1,000— for  a  maximum 
$1,500.  If  eligible  expenses  are  less  than 
$7,500,  the  Hope  is  worth  more.  You  can 
claim  as  many  Hope  credits  as  you  have 
eligible  kids,  but  the  same  income  lim- 
its apply. 

With  a  little 
planning,  it's 
possible  for 
higher-income 
folks  to  tap  into 
the  Lifetime 
Learning  and 
Hope  tax  credits. 

Still,  as  the  Youngs  discovered,  it's 
possible  for  higher-income  folks  to  tap 
into  the  credits  by  having  their  kids  pay 
their  own  college  bills  and  claim  the 
credit.  A  child  can  claim  his  own  credit 
so  long  as  the  parents  don't  claim  him 
as  a  dependent  on  their  return,  even  if 
they  are  eligible  to  do  so.  That  may  be 
no  big  loss,  since  couples  with  adjusted 
gross  income  above  $209,250  lose  some 
or  all  of  the  benefits  of  personal  ex- 
emptions, as  do  the  growing  number  of 
taxpayers  caught  by  the  alternative  min- 
imum tax. 

Moreover,  if  you  do  this  right,  the 
child  can  claim  his  own  $3,050  personal 
exemption.  The  key  here  is  that  the  child 


I 

must  pay  at  least  half  his  own  expensim 
for  basic  support — food,  shelter  ajp 
^  clothing.  But  he  can  do  that  by  sellii  ii|' 
assets  his  parents  or  grandparents  ha  i' 
given  him.  If  your  child  doesn't  alrea(  * 
have  a  hefty  custodial  account,  start  oi  ' 
now;  you  can  give  anyone  else  $1 1,000  ir^ 
year  without  worrying  about  gift  tax,  so  a" 
couple  can  give  each  child  $22,000  j 
stocks  a  year.  The  children  will  be  able  I 
sell  the  stocks  at  a  5%  long-term  capit 
gains  rate,  compared  with  the  15%  thesR 
parents  would  likely  pay.  in 

It's  better  to  give  the  stocks  early— <ii  i 
least  in  the  calendar  year  before  the  chiliii 
will  be  selling  them,  says  Bernard  Kentjier 
partner  with  PricewaterhouseCoopers  i  ilu 
Detroit.  That  makes  it  harder  for  th 
Internal  Revenue  Service  to  argue  ths 
you  really  were  paying  the  child's  suppoi 
under  the  guise  of  a  gift.  "If  the  paren 
writes  a  check  to  a  child,  the  child  cashc 
it  and  the  child  immediately  writes  hi  di 
own  check,  that's  a  loser,"  says  Kent. 

Emancipation  works  better  if  you 
child  has  some  earned  income,  too.  Selt  I 
employed  parents  and  small-busines  Jb 
owners  should  consider  hiring  their  chil  i 
dren,  provided  they  can  show  the  kid  ^ 
are  really  working  and  the  pay  is  reason  ii 
able.  Anne  Wheeler,  an  employee-benc 
fits  consultant  in  Lake  Norman,  N.G|i(l 
who  grosses  $240,000,  is  paying  daughte 
Whitney,  a  computer  whiz,  $25,000  thi 
year  for  her  work  compiling  Exec 
spreadsheets.  The  income  is  taxed  aljiJi 
lower  rates  in  Whitney's  pocket  anc 
should  cover  her  last  semester  at  board-  « 
ing  school  and  her  first  semester  at  Sweefea 
Briar  College  this  fall.  jia 

If  your  child  starts  working  before  to 
college,  consider  having  him  or  her  con-  on 
tribute  $3,000  a  year  to  a  Roth  IRA.  A 
Roth  isn't  deductible,  but  it  can  grow  tax  jun 
free  for  a  lifetime.  If  Sally  needs  to  tap  the  |es 
funds  for  college  she'll  owe  tax  on  any 
earnings  she  takes  out,  but  no  penalty  for 
early  withdrawal  since  the  money  is  bein^ 
used  for  education.  If  she  earns  more 
than  $4,750  (the  amount  a  dependent  can  W 
earn  without  paying  income  tax),  she  L 
might  open  a  deductible  IRA  instead  and  L 
then  cash  it  in  or  convert  it  to  a  Roth   ei 
when  she  gets  to  college.  The  extra  eji 
income  will  help  her  qualify  as  self-sup- 
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ing,  and  she  can  then  offset  any  tax 
aiming  a  college  credit  and  personal 
ption. 

)ne  caution  before  you  rush  to 
ncipate  your  child:  Check  the  defini- 
of  "dependent"  in  your  health  plan 
ract.  Most  health  insurers  give  fami- 
coverage  for  full-time  students  up  to 
1  or  24,  regardless  of  how  the  child 
)rts  to  the  IRS.  But  your  health  plan 
be  one  of  the  exceptions. 
Real  Estate  Wisely  If  your  stock  port- 
)  is  down  and  your  home's  value  up, 
may  want  to  borrow  against  your 
rie  to  pay  for  college.  Watch  out:  The 
rest  on  a  home  equity  loan  isn't 
uctible  under  the  AMT,  which  espe- 
y  hits  families  in  high-tax  states  like 
V  York  and  California.  The  same  trap 
,ts  in  a  cash-out  refinancing — interest 
any  amount  you  borrow  over  your 
ting  house  acquisition  debt,  unless 
d  for  home  improvements,  is  treated 
a  home  equity  loan  and  disallowed  in 
•  AMT. 

Here's  an  alternative:  If  you're  sitting 
big  gains  in  your  house,  sell  it  and  use 
Tie  of  the  cash  to  pay  for  college.  Then, 
y  a  new  house  with  a  bigger  mortgage; 
;  interest  on  up  to  $1  million  of  this 
iginal  acquisition  debt  is  deductible 
ider  both  the  regular  tax  and  AMT. 
on't  transaction  costs  offset  the  tax 
vantages?  They  could,  but  remember, 
e  first  $250,000  in  capital  gains  from  an 
dividual's  sale  of  a  primary  residence 
nd  $500,000  of  gains  per  couple)  are 
empt  from  capital  gains  tax.  If  you're 
faring  that  limit  or  are  rattling  around 
,  a  \oo-big  house  now  that  your  kids 
Lve  left  home,  it  may  be  time  to  flip  your 
Duse  anyway. 

Rick  G.  Darvis,  a  college  planner  who 
jns  www.solutionsforcollege.com,  sug- 
ests  another  way  to  help  blunt  the 
oUege  cost  pain:  Buy  a  house  near 
le  college  for  your  child  to  live  in  and 
lanage.  That  will  give  him  some  income 
3  help  with  his  tax  emancipation  and 
ou  an  investment  property.  "You  build 
lo  equity  in  a  dormitory,"  Darvis  says. 
«t  Grandma  Pay  The  estate  tax  isn't  dead 
et.  So  families  still  should  consider  col- 
jge  planning  as  a  way  to  transfer  wealth, 
rhe  tax  law  allows  anyone  to  pay  anyone 
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-Money  &  InvR.sti 

else's  tuition  without  triggering  gi 
generation-skipping  tax.  And  that's 
top  of  the  annual  exclusion  amount — 
^11, 000  each  grandparent  can  give  ea 
grandchild  or  child  without  worryi 
about  gift  tax.  "Even  if  parents,  or  t 
kids,  can  well  afford  to  pay,  it's  an  attr; 
tive  way  for  grandparents  to  make  th 
own  estate  smaller,"  says  Jose 
Rubinelli,  a  tax  and  estate  planning  lawye 
with  McDermott,  Will  &  Emery  i 
Chicago.  The  key  is  this:  Grandma  mu 
write  the  check  directly  to  the  school. 

What  if  grandparents  have  alreac 
funded  a  Section  529  college  savinj 
plan  or  a  Coverdell  Education  Savinj  ^ 
Account?  If  they  have  cash  on  hand-  ,s( 
maybe  the  IRA  minimum-distributio  j  ' 
rules  are  forcing  them  to  take  out  mo]  jg, 
than  they  need  to  live  on — have  them  pj  i,{, 
tuition  directly.  Then  the  child  can  ui  |ei 
money  from  the  other  accounts  for  othi  L 
expenses,  like  room  and  board,  a  con  |o/ 
puter  or  even  graduate  school.  , \ 

Coordinate  Tax  Breaks  Congress  has  cr<  |ai 
ated  so  many  different  and  confusi 
college  tax  breaks  that  when  the  ti 
comes  to  pay  for  college,  coordinatin 
them  all  can  be  tricky.  If  a  child  ha 
funds  in  both  a  Coverdell  Education  Sav 
ings  Account  and  a  529  college  saving> 
plan  (see  previous  story),  use  up  tht 
Coverdell  money  first.  Any  balance  leH 
in  a  Coverdell  after  the  child  turns  3( 
is  subject  to  income  tax  and  a  10". 
penalty — unless  you  roll  the  money  into  i 
a  529  plan  or  into  a  younger  sibling's  k 
account.  Next,  tap  the  529  plan.  These  t 
accounts  can  be  saved  for  midcareer  \\ 
graduate  education  and  you  may  even  be  n 
able  to  stretch  out  the  account  to  fund  k 
your  great-grandchild's  college  educa-  L 
tion.  But  watch  out  for  residency  require-  [n 
nients  and  possible  gift  tax  consequences,  j 

Make  sure  any  cash  withdrawals 
from  the  Coverdell  or  529  fall  in  the 
same  calendar  year  as  your  payment  of 
tuition  or  other  permissible  expenses. 
And  if  you  or  your  child  plans  to  claim 
the  Lifetime  Learning  or  Hope  credits, 
be  aware  that  you  can't  count  expenses 
paid  from  the  tax-free  accounts  toward 
the  expenses  needed  to  claim  the  credit. 
Not  to  worry.  You'll  probably  have  big 
enough  bills  to  use  both.  r    ,i 
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OCK  FOCUS 


Jalvage  Operation 

vid  J.  Williams  of  U.S.  Trust's  Excelsior  Funds  seeks  value  among  troubled 
mpanies  on  the  mend  or  about  to  get  bought  I  by  andrew  t.  gillies 


Company 


Amvescap 


9  AVID  J.  WILLIAMS  IS  A  FORMER 
Navy  pilot.  He  has  the  stomach 
for  flying  dose  to  the  edge.  The 
fund  he  comanages,  Excelsior 
\alue  &  Restructuring,  invests 
stly  in  companies  trying  to  avoid  a 
«dive  into  oblivion. 
Williams'  fund,  one  of  the  Excelsior 
ids  advised  by  U.S.  Trust,  has  60%  of  its 
dings  in  firms  that  are  restructuring 
ir  balance  sheets,  selling  divisions,  lay- 
;  off  employees  and  the  like.  Another 
'/o  are  likely  acquisition  targets  in  con- 
idating  industries.  The  rest  are  stocks 
it  just  look  cheap. 

In  the  ten-plus  years  since  its 
jnding,  this  no-load  fimd  has 
own  to  $1.6  billion  in  assets. 
■  late,  performance  has  been 
r:  For  the  12  months  through 
ne  it  gained  2%,  against  a  0.3% 
Ivance  for  the  S&P  50<).  Williams 
Imits  he  cleaned  house  in  2002, 
tting  the  eject  button  on  stocks 
<£  energy  traders  Calpine  and 
ynegy.  "I  had  too  much  crap  in 
le  portfolio,"  he  confesses. 

Nevertheless,  the  fund  has  a 
5%  annualized  return  over  the 
asfdecade  versus  10%  for  the 
kP.  FORBES  grades  it  B  for  long- 
?rm  performance  in  both  up 
nd  down  markets. 

Williams,  61,  got  his  start  in  the  busi- 
ess  at  the  tail  end  of  the  1973-74  crash, 
fining  T.  Rowe  Price  as  a  portfolio  man- 
ger following  a  post-Navy  M.B.A.  from 
iarvard.  In  1987,  when  an  ascendant 
apan  hic.  appeared  to  be  eclipsing  Amer- 
ca  as  the  world's  economic  superpower, 
le  signed  on  with  U.S.  Trust  (now  a  sub- 
idiary  of  Charles  Schwab  &  Co.).  There 
le  concluded  that  American  business 
vould  be  forced  to  restructure  in  order  to 
;tay  competitive  in  the  global  economy. 


This  spurred  the  launch  of  Williams'  fund 
at  the  end  of  1992. 

One  of  its  first  bets  was  on  a  beaten-up 
IBM,  then  cutting  deeply  into  its  work 
force  and  posting  breathtaking  net  losses: 
$6.9  billion  in  1992  and  $8  billion  the  year 
after.  On  a  split-adjusted  basis,  IBM's  stock 
traded  in  the  low  teens,  half  its  level  five 
years  prior.  Williams  bought.  By  July  1999 
IBM  shares  were  changing  hands  at  $139 


focus  firom  commodity  products  to  pack- 
aged brands  like  Hunt's,  Chef  Boyardee 
and  Orville  Redenbacher.  In  September 
2002  ConAgra  unloaded  the  controlling 
stake  in  its  beef-processing  unit.  Earlier 
this  summer  it  agreed  to  sell  its  poultry 
slaughterhouses  for  $590  million.  Wil- 
liams likes  the  shift  and  the  man  imple- 
menting it,  Chief  Executive  Bruce  Rohde, 
in  particular.  He  also  likes  the  stock's  yield. 


Williams  has  reduced  his  position  in  IBM      4%,  and  its  improving  balance  sheet. 


since  then  but  still  owns  it,  along  with  a 
handftil  of  other  tech  outfits.  "The  funda- 
mentals really  haven't  changed  much  for 


Handyman  Spficials^ 


These  companies-which  are  either  working  on 
turnaround  plans  or  are  potential  takeover  targets- 
are  on  fund  manager  David  J.  Williams'  buy  list. 


Recent 
price 


Price/ 
sales 


Forward 
P/E»  (est) 


$15.03 


3.1 


18 


Baxter  International 


24.75 


1.8 


12 


Black  &  Decker 


43.12 


0.8 


11 


Bristol-Myers  Squibb  26.68 


2.9 


17 


Cendant 


18.75 


1.2 


13 


ConAgra  Foods 


23.22 


0.6 


14 


Georgia-Pacific 


18.99 


0.2 


20 


Prices  as  of  July  15.  'Next  12  months. 

Sources:  FT  Interactive  Data,  Multex  and  Thomson  First  Call 

via  FactSet  Research  Systeirts. 


the  better  yet,"  he  muses,  but  "when  they 
do,  those  stocks  are  going  to  fly." 

Williams  won't  buy  a  bedraggled  stock 
unless  he  sees  a  credible  plan  for  turning 
the  firm  around.  He  also  keeps  a  Graham 
&  Dodd-like  eye  on  how  share  prices 
compare  to  book  value,  earnings  and 
dividends.  He  prefers  companies  with  the 
operating  income  (in  the  sense  of  earnings 


Long-term  debt  is  now  at  just  over  half  of 
total  capital. 

ConAgra  shares,  14%  off  their  52- 
week  high  of  $27,  go  for  15  times 

trailing  earnings,  a  discount  to  a 

five-year  average  multiple  of  21. 
Williams  says  that  the  firm  should 
command  a  higher  multiple  as  it 
gets  rid  of  its  commodity-based 
businesses. 

When  it  comes  to  acquisition 
candidates,  Williams  looks  for 
scuffed-up  firms  ranked  no  higher 
than  third  or  fourth  in  their  in- 
dustries and  with  geographic  or 
other  attributes  that  might  appeal 
to  a  larger  competitor — hence 
financial  firms,  at  26%,  compose 
the  biggest  sector  of  his  portfolio. 
Holdings  here  include  Amvescap 
and  Mellon  Financial. 
The  pharmaceutical  giant  Bristol- 
Myers  Squibb  also  fits  the  profile.  The 
company,  whose  brands   range   from 
Excedrin  to  Glucophage,  has  been  shaken 
by  accounting  scandal,  the  high  cost  of 
getting  drugs  out  of  the  pipeline  and  onto 
pharmacy  shelves  and  the  threat  of  generic 
competition.  A  takeover  wouldn't  surprise 
Williams — and  it  would  come  at  some- 


before  interest,  taxes,  depreciation  and  thing  richer  than  the  17  times  estimated 

amortization)  to  manage  their  debt.  2003  profits  at  which  Bristol-Myers  now 

One  stock  Williams  favors  is  ConAgra  seUs.  While  waiting  for  the  rescue,  he  gets  a 

Foods.  The  Omaha  company  is  shifting  its  4.1  %  yield.  ^ 
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Yes.  But  By  James  Grant 

How  to  Short  T  Bonds 


rise— and  they  will- 


READ  THE  FOLLOWING  PRESS  RELEASE  WHILE 
sitting  down.  Grab  tight  to  the  arms  of  your  chair: 
Bethesda,  Md.,  June  26 — A  survey  conducted  by 
Harris  Interactive  on  behalf  of  ProFund  Advisors 
LLC  finds  that,  although  most  U.S.  investors  (57%) 
believe  interest  rates  will  rise  in  the  next  two  years,  nearly  two- 
thirds  (65%)  are  unaware  that  rising  rates  generally  have  a  nega- 
tive impact  on  the  value  of  bond  investments. 

So  much  for  the  vaunted  financial  Hteracy  of  a  new  genera- 
tion of  American  investors.  So  much  for  a  decade  of  nonstop 
financial  news  coverage.  But  wait.  Why  curse  the  darkness  when 
we  can  light  a  candle? 

Make  that  two  candles.  The  ... 

ones  I  have  in  mind  are  a  pair  W lien  TdteS  TindJIy 

of  unconventional  mutual 
funds,  Rydex  Juno  fund  and 
ProFunds  Rising  Rates  Opportu-  ygu  Can  Still  make 

nity  fund.  As  only  an  elite  mi- 
nority of  investors  seems  to  un        money  In  the  boncl 

derstand,  rising  bond  yields  1 1       *% 

mean  falling  bond  prices,  and  market.  HOW? 

vice  versa.  In  these  two  funds  p.,  --||:„-  |,««  J« 

that  age-old  relationship  is  re-  ^V  celling  bOntlS 

versed.  For  them,  rising  yields 
mean  rising  prices,  and  vice 
versa.  Rising  Rates  and  Juno  sell  mUtUai  f  UndS  are 

the  bond  market  short. 

With  the  understanding    experts  at  thls  game. 

that  interest  rates  can't  be 
forecast,  I  have  a  forecast: 

They  will  go  up.  I  believe  that  any  ten-year  Treasury  yield  begin- 
ning with  the  number  "3"  (the  prevailing  rate  is  just  under  4%) 
is  too  low.  I  say  this  without  reference  to  the  business  cycle.  I 
believe  that  the  risk  of  a  new  inflation  is  ever  present  when  the 
Federal  Reserve  is  campaigning  against  deflation.  Possibly,  as  in 
Japan,  today's  very  low  yields  are  only  a  prelude  to  tomorrow's 
ultralow  yields,  and  maybe  the  burden  of  debt  will  finally  sink 
the  S.S.  American  Economy  It  is  more  likely,  I  believe,  that  the 
Fed  will  overprint  the  doDar,  and,  in  the  countdown  to  the  2004 
presidential  election,  the  Administration  will  overstimulate  the 
economy  Or  maybe  the  cause  of  rising  rates  will  come  out  of 
left  field,  or  from  Asia.  Conceivably,  the  sickly  Japanese  econ- 
omy will  sit  up  and  take  nourishment.  In  the  past  six  weeks 
Japanese  bond  yields  have  more  than  doubled,  to  the  towering 
heights  of  just  over  1%. 

The  Rydex  Juno  fund  is  the  senior  of  the  two  bear  bond 
fijnds.  Established  in  1995,  its  business  is  to  sell  short  the  30- 
year  Treasury  bond,  and  its  goal  is  tc  ddWer  inverse  investment 
performance:  For  every  1%  the  bond  falls  in  value,  the  fund 


short.  A  couple  of 


f^'      ^I^^^^HPVi    should  rise  by  1%.  Juno's  b( 

year  was  1999,  when  it  was  i 
20.4%;  this  was  the  year  aft 
the  collapse  of  Long-Term  Ca 
ital  Management.  Its  worst  ye 
was  2002,  when  it  was  dov 
16.7%  as  a  weak  economy  w 
overlaid  on  a  weaker  stock  ma 
ket.  Since  inception,  Juno's 
staggeringly  wonderful  toi 
return  has  amounted  to  -4.4 
per  annum 

The  short-seUer  of  an  interest-bearing  security  must  rea< 

into  his  pocket  to  pay  the  interest  on  the  security  he  has  sol 

Anne  Ruff,  portfolio  manager  of  Rydex  Juno,  is  currently  shor 

ing  a  5V8%  coupon.  Partially  offsetting  this  cost  is  the  intere 

earned  on  the  cash  generated  by  the  short  sale  and  by  tl 

money  deposited  in  the  fund  by  the  investors:  The  interest  o 

these  balances  amounts  to  2.4%.  Subtracting  2.4%  from  S'M 

we  get  almost  3%,  a  residual  known  in  the  trade  as  "negati) 

cost  of  carry"  On  top  of  which  is  a  1.4%  management  fee.  F( 

the  privilege  of  betting  against  Alan  Greenspan,  you  are  then 

fore  paying  4.4%.  (Of  course,  if  short  rates  were  higher  tha 

long  rates,  the  "cost"  of  carry  would  be  positive.)  1 

Like  Juno,  the  Rising  Rates  Opportunity  fund  is  currentl 

paying  out  more  interest  than  it's  taking  in.  And,  of  course,  lit 

Juno,  Rising  Rates  prospers  in  a  bond  bear  market.  But  there  ai 

differences  between  the  two.  Rising  Rates  is  smaller  than  Jun 

($142  million  under  management  compared  with  Juno's  $54 

million)  and  younger:  It  came  into  the  world  in  May  2002.  i 

more  important  difference  can  be  measured  in  bang  for  th 

buck.  Rising  Rates  strives  not  for  a  100%  inverse  correlation  ti 

the  long  bond,  as  does  Juno,  but  for  a  125%  inverse  correlatior 

This  incremental  juice  it  squeezes  out  with  financial  leverage,  si 

let  the  buyer  beware.  Risk  and  volatility  are  commensuratel 

greater  than  in  the  unleveraged  fund. 

It  was  ProFunds  that  commissioned  the  above-quoted  sur 
vey.  Michael  L.  Sapir,  chief  executive  of  ProFunds  Advisors 
calls  the  results  "scary,"  as  indeed  they  are.  "I  think  there  an 
going  to  be  a  lot  of  surprised  people  out  there,"  Sapir  con 
eludes.  Surprised  people  don't  always  make  the  most  well-rea 
soned  investment  decisions 

One  final  cautionary  note.  According  to  a  new  canvass  b 
International  Strategy  &  Investment  Group,  professional  man- 
agers are  more  bearish  on  bonds  than  at  any  time  since  1994i 
We  bears  may  have  right  on  our  side,  but  we  can't  claim  to  W 
betting  against  the  crowd.  f 


'  "2 Forbes    I   '^^"'^^  ^f'""  is  'he  editor  of  Grant's  Interest  Rate  Observet. 
®"  ™™^™™.com    I   Visit  his  home  page  at  www.forbes.com/grant. 
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3  better  collaboration. 
3  faster  decisions. 
3  lower  costs. 


From  the  leader  in  collaboration,  a  new  way  to  do  business  that  increases  responsiveness  and  simplifies 
access  to  people,  information  and  processes.  Lotus  Workplace  delivers  wide-scale  collaboration  for  everyone 
in  your  workforce.  Openly.  Flexibly.  Affordably.  With  business  results  on  demand.  To  learn  more  about  the 
first  Workplace  offering,  see  our  demo  of  Lotus  Workplace  Messaging™  at  ibm.cbm/lotus/seewor'kplace ' 
^business  on  demand  software  — —   - 
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Stock  Trends  By  Laszin  Birinyi  .Ir 

Understanding  the  Rally 


THEY  SAY  A  BULL  MARKET  CLIMBS  A  WALL  OF  WORRY 
Climbs?  This  market  has  a  booster  rocket  strapped  to 
its  back.  It  has  blasted  past  Iraq,  the  economy,  the  col- 
lapsing dollar  and  plain  old  prudence.  I'm  a  hesitant 
bull.  But  whatever  qualms  I  have,  there's  no  denying 
that  the  2003  market  has  scored  a  powerful  advance  since 
spring.  In  fact,  I  don't  think  most  investors  are  aware  of  just 
how  powerful  this  surge  has  been. 

The  rally  is  broad.  As  an  experiment  I  took  the  tech  names 
in  the  S&P  500  (containing  both  New  York  Stock  Exchange  and 
Nasdaq  issues,  unlike  the  Nasdaq  100,  which  includes  nontech 
companies  and  only  covers 
Nasdaq  stocks)  and  double- 
weighted  them.  Upshot:  This 
tech-heavy  S&P  portfolio  beat 
the   standard   S&P  by  only 
under  two  percentage  points 
thus  far  this  year. 

While  tech  and  biotech 
have  clearly  been  the  places  to 
be,  with  the  Nasdaq  100  up 
31%  this  year,  other  stocks 
haven't  been  too  shabby  Look 
at  the  brokerage  sector,  which 
has  been  on  a  tear.  Goldman 
Sachs  is  up  40%  since  March, 
Lehman  Brothers  32%  and 
Bear  Stearns  27%.  I  don't 

know  if  the  market  is  forecasting  more  merger  activity,  renewed 
initial  offerings  or  simply  better  results  when  the  firms  trade  for 
their  own  accounts. 

The  market's  advance/decline  comparison  has  been  extra- 
ordinarOy  tilted  toward  buUishness.  Take  the  number  of  stocks 
that  go  up  every  day  and  subtract  the  number  that  go  down. 
TraditionaUy,  if  the  ten-day  trailing  total  of  this  statistic  exceeds 
2,000,  then  the  market  is  overbought;  at  -2,000,  it  is  oversold. 
And  when  the  ten-day  total  breaches  5,000,  the  bulls  are  so 
overextended  that  a  correction  is  imminent.  Well,  since  the  rally 
began  Mar.  12,  the  advance/decline  sum  has  stayed  above  5,000, 
35%  of  the  time. 

Should  you  be  concerned  by  that?  Short-sellers  obviously 
think  so.  I  recently  examined  the  short  interest  in  the  Nasdaq 
100  and  found  that  in  40%  of  its  issues,  shorting  has  increased. 
Cisco  Systems,  for  .jxaniple,  has-seen  its  short  interest  go  ft-om 
97  million  shares  in  Apii]  to  112  million  at  the  end  of  June. 

On  balance,  however,  von  shouldn't  be  concerned  about  a 
new  slump.  Irrational  behavior  is  common  at  the  outset  of  bull 

markets.  My  view  is  that  wc  : ~    — — 

are  overdue  for  an  end  to  liic  *  ^JT  DfS 


This  market  has 

been  as  giddy 

as  it  has  been 

broad-based.  If  you 

are  buying  for  the 

long  term,  you 

needn't  be  troubled 

by  the  giddiness. 


bear  market,  and  that  is  why  i 
are  seeing  this  giddiness  evi 
before  there  is  solid  econorr 
evidence  that  optimism  is  wa 
ranted.  Investors  are  ev( 
ignoring  some  earnings  restat 
ments.  And  the  Nasdaq  100 
trading  at  a  ridiculous  2' 
times  trailing  earnings. 

Plenty  of  evidence  exis 
that  a  lot  of  cautious  investo 
are  still  around.  Once  they  fe 
comfortable  about  joining  the  party,  we  should  have  a  sustaii 
able  bull  market.  But  now  traders  dominate,  and  volatility  w 
continue  to  exist. 

Foreigners,  perhaps  disconcerted  by  the  weak  dollar  (whic 
diminishes  any  U.S.  gains),  have  not  been  much  of  a  factor  t 
date.  One  simple  measure  of  foreign  activity  has  always  been 
watch  the  opening.  Managers  in  Zurich  or  Milan  tend  to  buy 
the  U.S.  opening  so  they  know  their  cost  before  they  leave  fc 
the  day  But  openings  have  generally  been  soft,  with  the  mark( 
gaining  force  as  the  day  goes  on. 

Mutual  ftinds  have  obviously  played  a  role  in  the  rally,  bi 
not  as  large  a  role  as  you  might  think.  Indeed,  as  of  May  (th 
last  data  point  available)  funds  were  increasing  their  cash  posi 
tions.  WhOe  small  investors  are  helping  to  fuel  this  rally  not  a 
are  buying.  Odd-lotters  (small-timers  who  buy  stock  in  batche 
of  fewer  than  100  shares)  have  sold  since  March. 

What  should  you  do?  This  is  too  much  of  a  trading,  news 
driven  market  for  individuals  who  want  quick  results  in  indi 
vidual  stocks.  Buy  decent  companies  that  won't  let  you  down 
regardless  of  what  the  broader  market  does.  Someday  this  mar 
ket  will  tire.  We  all  sat  through  the  same  movie— The  1990s  oi 
Wall  Street — and  you  may  recall  it  had  an  unhappy  ending. 

I  have  recently  been  buying  a  real  estate  investment  trus 
Vornado  Realty  Trust  (44,  VNO),  which  yields  6.5%  and  gets  an  I 
for  performance  in  the  FORBES  REITs  review  (Mar.  3).  Con^ 
tinue  to  hold  the  stocks  I  have  mentioned  earlier  this  year,  witl 
the  exception  of  Eastman  Kodak  (26,  Ek),  which  still  has  man; 
unresolved  issues.  Hold  ChevronTexaco  (71,  cvx)  and  J.P.  Morgi 
Chase  (35,  JPM),  but  buy  more  only  when  their  prices  suffer 
dip.  A  few  names  are  worth  considering:  OR  Norton  (28,  DHl)  an 
Lowe's  Cos.  (47,  LOW). 

Until  more  obvious  trends  emerge,  diversification  may  b 
the  best  route.  The  easiest  way  to  get  it  is  with  an  exchange 
traded  fund.  Diamonds  (91,  DM)  tracks  the  Dow  Jones  industria 
average;  Spyders  (98,  spy)  gives  you  the  S&P  500. 


Laszio  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westporf.  Conn. -based  financial  consulting  firn 
Web  site:  www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 
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Small  Stocks  By  Marc  Robins 


The  Virtue  of  Leverage 


LEVERAGE  HAS  GOTTEN  A  BAD  REP.  IN  ITS  SIMPLEST 
sense,  leverage  means  doubling  up  bets  with  borrowed 
money  so  that  wins  pay  off  bigger.  But  that  means  los- 
ing bets  lose  bigger,  as  we  saw  with  the  high-priced  AOL 
Time  Warner  merger  in  2000,  which  suffered  mightily 
when  the  economy  tanked  and  profitability  of  those  assets 
proved  disappointing. 

But  there  is  good  leverage  and  there  is  bad  leverage,  just  as 
there  is  good  cholesterol  and  bad.  And  balance  sheets  are  not 
the  only  way  to  lever  a  company.  You  can  have  operating  lever- 
age: This  comes  from  high  fixed  costs  that  magnify  small  per- 
centage changes  in  revenues 
into  large  percentage  changes 
in  net  income.  Next  you  can 
lever  a  smart  idea  into  a  big 
success  with  acquisitions. 
Finally,  you  can  have  what 
might  be  called  Wall  Street 
leverage:  A  profit  increase  will 
have  a  magnified  impact  on  a 
company's  valuation  if  it 
attracts  more  attention  to  the 
stock  and  causes  a  run-up  in 
the  price/earnings  ratio. 

Here  are  three  different 
kinds  of  good  leverage,  illus- 
trated by  small-capitalization 
stocks. 

•Margin  increases  A  com- 
pany  undergoing   a    turn- 
around can  enjoy  a  pronounced  effect  of  revenue  gains  on  the 
bottom  line. 

Rite  Aid  (s,  rad)  is  among  the  nation's  largest  drugstore 
chains,  yet  its  long-suffering  stock— down  90%  over  the  past 
five  years— has  plunged  it  into  small-cap  territory  with  only 
$440  million  in  market  value.  Indeed,  this  fallen  angel  took  on 
too  much  debt  to  fiand  an  ill-advised  acquisition  plan.  Com- 
pounding the  problem  was  a  scheme  to  fraudulently  inflate 
earnings  numbers,  which  has  resulted  in  guilty  pleas  by  four 
officers.  New  management  has  revamped  Rite  Aid's  store  oper- 
ations, shrunk  the  number  of  outlets  and  started  to  lower  the 
debt  burden. 

Although  the  shares  are  still  risky,  the  changes  have  begun  to 
bear  fruit.  Rite  Aid's  margin  on  sales  is  turning  positive,  and 
given  its  $32.60  in  sales  per  share,  that's  real  leverage.  In  other 
words,  an  investor  is  pu-chasing  seven  times  the  current  share 
price  in  sales.  True,  drug  retailing  is  not  a  high-profit  business, 

with  net  margins  in  the  2%  to  4%  range,  but  I        ^jp, — T 

with  every  percentage  point  gain  in  net  margin,  I        jOrbeS 
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Look  for  an 

angle  that  will 

magnify  a  small 

gain  in  revenues 

into  a  large  gain  in 

stock  price.  That 

can  range  from 

smart  acquisitions 

to  better  margins. 


shareholders  earn  32  cents 
profit.  I  expect  Rite  Aid 
return  to  the  black  this  year. 

•Smart  acquisitions  During 
downturn,  many  compani 
pull  back.  In  the  deeply  di 
tressed  tech  sector,  extreme  cai 
tion  is  particularly  acute.  Bi 
those  that  buy  valuable  assets 
tough  times  will  benefit  migh 
^  ily  later  on. 

Such  is  the  case  with  Exc 
Technology  (26,  xltc),  a  lasermaker  with  a  clean  balance  she 
that  has  stayed  profitable  during  the  recent  dark  days.  Excel  h 
been  gobbling  up  other  laser  outfits  that  will  expand  its  rea 
when  industrial  buyers  start  picking  up  the  phone  again.  F 
instance,  last  fall  Excel  bought  a  company  called  Continu 
which  makes  pulsed  lasers  that  do  things  like  machine  ti 
parts,  repair  semiconductor  circuitry  patterns  and  etch  invei 
tory  marks  into  goods  ranging  from  crankshafts  to  soda  can 
Excel  also  has  bought  a  company  that  makes  a  device  to  aii 
industrial  laser  beams,  and  another  that  develops  the  softwai 
for  laser  machine  tools. 

Any  pickup  in  activity  will  mean  that  the  new  business* 
should  garner  incremental  sales  and  should  benefit  froi 
expanding  margins.  My  firm's  guess  is  that  the  company  wL 
report  $1.10  in  earnings  per  share  this  year  and  $1.35  for  200^ 
up  from  72  cents  in  2002. 

•Awareness  When  a  little-known  company  in  a  ho-hun  I 
business  emerges  from  a  recession  as  the  top  player,  it  makes  fo 
a  good-story  stock,  as  they  used  to  say  on  Wall  Street.  Mobil 
Mini  (l7,  mini)  leases  steel  containers  as  storage  vaults,  certainly 
an  unglamorous  endeavor,  but  does  it  better  than  anyone  else. 
The  containers  it  makes  and  leases  range  from  large  oceangoing  \ 
cargo  boxes  to  small  offices.  You  see  some  of  the  latter  on  con-i: 
struction  sites.  These  are  temporary  workplaces  akin  to  mobile 
homes,  delivered  on  flatbed  trucks.  Mobile  Mini  also  solves 
storage  problems  for  homeowners  and  retailers  needing  tempo- 
rary warehousing. 

Mobile  Mini  has  been  growing  steadily  for  years.  In  the 
teeth  of  an  economic  downturn,  sales  have  climbed  at  a  double- 
digit  rate.  Its  $18  million  in  2002  profit,  although  down  a  hair 
from  the  year  before,  represents  a  fourfold  increase  from  1998. 
The  company's  sales  territory  is  now  coast-to-coast.  I  project 
that  earnings  per  share  this  year  will  be  on  a  par  with  last  year's 
$1.26,  but  will  surge  to  $1.40  in  2004.  If  that  occurs,  look  for  an 
upsurge  in  the  stock,  now  half  of  what  it  was  in  early  2002.     F 


Marc  Robins  is  president  of  the  Robins  Group,  an  institutional  equity  boutique  for 
I  small-  and  micro-cap  stocks.  Visit  his  home  page  at  www.forbes.com/roblns. 
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A  Quick  Lift  for  the 


A  gifted  Pfizer  chemist  may  have 

BY  ROBERT  LANGRETH 

UNLIKE  ALMOST  EVERY  OTHER  SE- 
nior  chemist  at  Pfizer's  Groton, 
Conn,  research  campus,  Harry 
Howard  Jr.  has  no  Ph.D.  He  does 
have  a  college  degree  in  chemistry, 
the  first  person  in  his  family  to 
even  attend  college;  he  went  on  to 
get  a  master's  while  at  Pfizer.  His  father,  a  custo- 
dian, has  a  sixth-grade  education  and  his  mother, 
a  dietician,  didn't  finish  high  school. 

But  Howard  more  than  holds  his  own 
against  his  pedigreed  colleagues.  He  was  a  lead- 
ing member  of  the  team  that  discovered  Pfizer's 
antischizophrenia  drug  Geodon,  having  put  the 
final  tweak  on  the  molecule  to  reduce  its  side  ef- 
fects. But  all  along  Howard  has  always  wanted 
to  design  a  blockbuster  drug  he  could  claim  as 
his  own.  He  is  closing  in  on  that  goal.  His  totally 
new  type  of  antidepressant,  now  in  midstage 
human  trials,  has  the  potential  to  eliminate  one 
of  the  biggest  weaknesses  of  Prozac,  Zoloft  and 
the  like:  their  agonizingly  slow  onset  of  action. 
Existing  antidepressants  can  take  up  to  six 
weeks  to  kick  in.  (To  be  sure,  drugs  like  cocaine 
and  amphetamine  are  instant  mood  lifters,  but 
they  wear  off  quickly  and  leave  the  patient  worse 
than  before.)  Howard's  new  drug,  elzasonan, 
aims  to  take  effect  in  a  week  by  blocking  tiny 
molecular  sensors  on  bram  cells  that  counteract 
the  effects  of  existing  drugs.  If  it  works,  it  could 
be  a  billion-dollar  seller  and  the  biggest  advance 
in  fighting  depression  since  Prozac's  debut  in 
1987.  The  compound  may  also  help  treat  obses- 
sive-compulsive disorder,  against  which  existing 
drugs  take  up  to  12  weeks  to  work. 

A  faster-acting  antidepressant  means  more 
than  convenience  to  the  45  million  depressed 
Americans.  "It  would  likely  reduce  suicide  rates 
and  decrease  the  length  of  hospital  stays  for  the 
severely  depressed,"  says  Charles  Nemeroff,  Emory  University 
professor  of  psychiatry. 

Pfizer  has  plenty  of  company  in  its  dream  to  market  a  quicker 
picker-upper.  "Literally  every  pharma  company  out  there  has 
some  idea  about  how  to  get  c^riy  onset,"  says  Pfizer  neurophar- 
macologist  Jeff^rey  Sprouse,  team  leader  for  the  fast-acting  anti- 


depressant program.  AstraZeneca  and  GlaxoSmithKline,  among 
others,  have  fast-acting  molecules  in  the  works. 

But  Pfizer  has  a  huge  store  of  confidence  in  the  iconoclastic 
work  of  the  53-year-old  chemist  Harry  Howard.  Most  research 
chemists  are  like  generals  playing  molecular  trench  warfare,  firing 
out  thousands  of  new  compounds  in  a  grueling  advance  toward  the 
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ive  billion-dollar  molecule.  Howard  is  far  more  selective.  He 
)ds  in  front  of  die  computer  most  of  the  day,  scanning  chem- 
databases  and  holding  his  fire  uniil  he  has  a  really  good  idea. 
;ad  of  making  wholesale  changes  to  a  compound,  he  usually  al- 
one atom  at  a  time.  "Harry  is  quiet.  He  thinks  and  thinks  and 
sn't  let  on  what  he  is  doing,"  says  Sprouse.  "Then  he  makes 
a  handful  of  compounds,  and  they  seem  to  work." 
Fresh  out  of  college,  Howard  joined  Pfizer  as  a  lowly  lab  as- 
sistant in  1974;  he  was  attracted  to  the  idea  of 
manipulating  matter  on  such  a  small  scale. 
"You  are  almost  playing  God,"  he  says.  He  dis- 
played such  a  knack  for  dreaming  up  com- 
pounds that  he  was  promoted  to  lab  supervisor 
in  1985  despite  his  lack  of  a  doctoral  degree. 
His  first  success  came  with  Geodon  in  the  late 
1980s.  Another  Pfizer  chemist,  lohn  Lowe,  had 
created  a  promising  schizophrenia  drug,  but 
lab  tests  indicated  it  might  be  carcinogenic. 
After  tinkering  for  a  few  weeks,  Howard  real- 


that  blocked  these  self-defeating  autoreceptors  could  create  a 
faster  impact  by  causing  an  immediate,  long-lasting  flow  of  sero- 
tonin that  would  lift  a  patient's  mood  in  days.  Howard  was 
brought  in  to  craft  a  chemical  that  zeroed  in  on  and  blocked  the 
serotonin  autoreceptors,  while  avoiding  numerous  other  similar 
brain  receptors  required  for  healthy  functioning.  Screening 
Pfizer's  compound  collection  produced  some  promising  leads, 
but  the  compounds  turned  out  to  be  toxic.  The  problem  seemed 
to  be  a  long  spine  that  connected  the  two  business  ends  of  the 
molecule  responsible  for  gumming  up  the  autoreceptors.  In  a 
nifty  piece  of  atomic  surgery,  Howard  removed  the  skeleton  and 
replaced  it  with  a  novel  nontoxic  structure,  while  retaining  the 
two  crucial  good  ends.  The  resultant  boomerang-shaped  mole- 
cule was  able  to  surgically  strike  the  bad  serotonin  autoreceptors 
and  spare  the  good  receptors. 

Animal  tests  show  that  the  compound  does  indeed  hit  the 
autoreceptors,  and  early  human  trials  found  no  big  safety  prob- 
lems. Now  Howard  must  endure  the  long  wait  to  find  out 
whether  his  new  compound  works  in  humans.  The  trials  are 


The  Depths  of  Depression  Research 

Seventeen  years  into  the  age  of  Prozac,  the  $14  billion  antidepression-drug  category  continues  to 
galvanize  pharmaceutical  research.  Here  are  some  promising  new  compounds.        -Mary  Ellen  Egan 


Name  /  company 

elzasonan  /  Pfizer 

CP  122.721 /Pfizer 

aprepitant  /  Merck 

Cymbalta/ Eli  Lilly 

AR-A2/AstraZeneca 

AZD-1134/AstraZ8neca 

GSK 352162/ 
GlaxoSmithKline 

GSK  679769;  597599/ 
GlaxoSmithKline 


Clinical  trial  status  /  attributes: 


serotonin  autoreceptor  antagonist 

substance  P  antagonist 

substance  P  antagonist 

dual  reuptake  inhibitor 

serotonin  lb  antagonist 

serotonin  lb  antagonist 

second-generation  noradrenaline/ 
dopamine  reuptake  inhibitor 

neurokinin-1  antagonists 


midstage  /  potentially  faster-acting 

late  stage  /  may  help  those  not  responding  to  offieTantwepressanTS 

late  stage  /  may  cause  less  sexual  dysfunction 

completed  /  may  be  more  potent  than  SSRIs 

early  stage  /  novel  class;  may  reduce  anxiety 

early  stage  /  novel  class;  may  reduce  anxiety 

early  stage  /  may  not  cause  any  sexual  dysfunction 

early  stage/  may  reduce  nausea  and  sexual  dysfunction  


Sources:  Companies. 


ized  he  could  stabilize  the  molecule  (and  thus 
eliminate  die  toxicity  problem)  by  adding  a  sin- 
gle chlorine  atom.  When  he  first  made  Geodon 
he  threw  it  away  because  it  looked  like  useless 
gray  sludge.  The  next  day  he  realized  his  mis- 
take and  dredged  it  out  of  the  trash. 

Howard  has  played  a  more  central  role  in 
designing  the  quick-acting  antidepressant. 
Prozac  and  die  like  work  by  boosting  levels  of 
serotonin,  a  transmitter  of  brahi  signals,  whose 
vels  are  lower  in  depressed  patients.  But  nerve  cells  have  sensors 
died  autoreceptors  that  detect  diis  flood  of  new  serotonin  and  try 
)  counteract  its  effect.  Only  after  several  weeks  of  treatment,  re- 
;archers  believe,  do  die  sensors  become  desensitized  to  die  new 
levated  serotonin  level,  allowing  a  patient's  mood  to  brighten. 
Sprouse  and  odiers  theorized  in  the  early  1990s  that  drugs 


likely  to  be  long  and  difficult:  Because  of  the  murky  and  vari- 
able nature  of  depression,  it  is  difficult  to  measure  antidepressant 
effectiveness  at  all,  let  alone  subde  differences  in  die  timing  of 
effectiveness.  Pfizer  hopes  to  get  an  early  readout  by  the  fall  from 
its  second-stage  trials  involving  hundreds  of  patients.  Howard  is 
trying  not  to  get  his  hopes  up  too  soon.  Geodon  was  a  decade- 
long  roller-coaster  ride,  its  approval  repeatedly  delayed  because 
of  safety  concerns  before  it  finally  got  the  nod  in  2001. 

Skeptics  still  doubt  that  drug  companies  can  produce  an  in- 
stant mood-lifter  anytime  soon.  Deep  depression  is  so  intractable 
that  even  electroshock  therapy  takes  a  week  to  kick  in.  Emory 
psychiatrist  Nemeroff  admits  Howard's  approach  is  dieoretically 
sound  but  predicts  diat  it  is  likely  to  speed  up  response  times  by 
a  few  days  at  best. 

But  if  the  new  antidepressant  is  successful,  Howard  will  be 
able  to  claim  a  small  piece  of  medical  history.  F 
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A  Great  Lake 


Forget  Como,  Lugano,  Tahoe  and  George. 
Plunge  instead  into  a  pond  that's  off  everybody's  map. 

BY  GHANA  R.  SCHOENBERGER 


HERE'S  ONE  WAY  TO  ONE-UP  THE  FRIEND  WHO 
owns  a  summer  home  on  Martha's  Vineyard. 
Say  that  you  can't  stand  mob  scenes,  so  you 
vacation  on  the  eastern  shore  of  Lake  Huron. 
Huron  may  sound  at  first  like  a  spot  for  coal 
barges  or  steel  mills,  but  parts  of  it  are  quite  beautiful.  And 
being  in  Canada,  where  the  dollar  costs  you  only  75  U.S.  cents, 
the  eastern  shore  is  cheap.  This  is  a  friendly,  100%  snoot- free 
zone.  And  all  there  is  to  do  is  nothing:  Eat  sweet  corn,  paddle  a 
canoe,  golf,  go  antiquing,  walk  the  white  sand  beaches,  swim 
and  watch  sunsets. 

Vacationers  from  Ontario's  cities  have  been  renting  cot- 
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tages  here  for  generations,  but  only  a 
few  Americans  have  ever  heard  of  such 
resort  towns  as  Goderich  and  Bayfield — 
quiet,  charming  and  unmarred  by 
boardwalks. 

It's  never  too  late  to  book  a  vacation. 
Realtors  report  they  still  have  cottages  for 
August  and  September.  The  lake,  having 
warmed  all  summer,  is  at  its  most  swim- 
mable  just  after  Labor  Day  (70  degrees 
Fahrenheit). 

Though  there  are  a  few  good  hotels 


le  Benmiller  Inn  &  Spa 
Goderich,  the  Little  Inn 
Bayfield),  the  smart 
ing  to  do  is  rent  a  cot- 
ge.  For  the  equivalent  of 
)25  a  week  you  can  get  a 
e-bedroom,  one-bath 
intal  near  the  beach, 
uipped  with  kitchen, 
idge,  stove  and  micro- 
ave.  For  big  families  or 
g  spenders,  $1,875  gets 
)u  a  two-  or  three-bed- 
>om  spread  right  on  the 
ke,  with  a  dishwasher,  air- 
nditioning  and  a  deck, 
his  is  Canada,  remem- 
er — not  Como — so  be  sure  to  ask  your  rental  agent  if  you'll  need  to 
ring  your  own  towels  and  linens. 

Every  cottage  includes  a  barbecue,  on  which  you'll  grill  the  perch 
nd  pickerel  you've  caught.  You  also  can  roast  fresh  ears  of  corn.  On 
he  eastern  side  of  Highway  21,  which  runs  up  the  coast,  farmers' 
tands  and  pick-your-own  fields  offer  English  garden  peas — the  kind 
'ou  shell  yourself  preferably  on  a  back  porch — as  well  as  strawberries 
id  other  fruit. 
The  area  has  all  the  attractions  of  a  midwestern  resort — without 
he  Midwesterners. 

JOLF  You're  in  farm  country,  so  the  fertile  land  makes  for  beauti- 
ul  and  verdant  courses.  Every  little  town  has  its  own,  either  pub- 
ic or  semiprivate,  and  tee  times  are  easy  to  get.  At  the  Oakwood  Inn 
n  Grand  Bend,  one  of  the  more  posh  and  challenging  courses,  the 

greens  fee  for  18  holes  is  $23. 

HIKING  The  Bruce  Trail  runs  480  miles 

up  the  Bruce  Peninsula,  .all  the  way  to 

Tobermory  The  Maidand  Trail,  which 

runs  through  Goderich,  is  less  rigorous. 

DIVING   Shipwrecks   off  Tobermory 

provide  good  sightseeing.  Between 

Goderich  and  Point  Albert,  half  a  dozen 

more  ships,  sunk  in  the  storm  of  1913, 

have  recently  been  discovered. 

ANTIQUING  You  might  find  rose-painted 

Limoges  bowls  ($45)  or  1930s  cast-iron 

lamps  ($170).  Bayfield  has  several  shops 

worth  sifting  through. 

SOCIALIZING  The  young  crowd  hits  bars 

in  Grand  Bend  or  flocks  to  the  Admiral 

Bayfield  Tavern  in  Bayfield. 

THEATER  Stratford,  an  hour's  drive  fi-om  the  shore, 

holds  a  summerlong  Shakespeare  fest,  v«th  ancient 

Greek  plays  and  some  modern  musicals  thrown  in. 

The  Blyth  Festival  offers  Canadian  plays.  Drayton, 

Elora  and  Grand  Bend  also  mount  productions. 

For  a  longer  list  of  things  to  see  and  do,  and  details 

on  the  hotels,  visit  wv^w.forbes.com/huron.         F 


What  it  lacks 

in  trendiness 

it  makes  up 

in  beauty: 

Lake  Huron's 

Canadian 

shore.  Bonus? 

A  favorable 

exchange  rate. 


The  Canoe 
On  the  Wall 


Alone  in  his  studio,  just  north  of  Grand  Bend,  a 
beach  town  two  and  a  half  hours  from  Toronto 
on  Lake  Huron,  Skip  Izon  has  been  handcraft- 
ing boats  for  25  years.  His  rowing  shells  have  won 
medals  in  the  Los  Angeles,  Atlanta  and  Sydney 
Olympics,  for  Canadian  and  American  crews.  Now 
he's  taking  the  mathematical  precision  of  his  compet- 
itive shells,  in  which  hull  design  can  mean  the  differ- 
ence between  a  medal  and  an  also-ran,  and  applying 
it  to  canoes. 

His  cedar-strip  canoes,  made  from  local  ash  and 
red  cedar  from  British  Columbia,  sell  for  between 
$3,750  and  $7500.  From  blueprint  to  vessel  takes 
three  months  of  intensive  work.  All  the  design  work  is 
done  by  hand,  without  computer.  He's  made  every- 
thing from  a  tiny  12-foot  canoe,  dubbed  the  "Chip- 
munk," to  a  mammoth  21-foot  expedition  canoe  for  a 
pair  of  Canadian  long-distance  paddlers. 

Izon's  boats  come  unadorned  with  flashy  graphics 


or  trims.  "If  you  can  make  a  natural  shape,  it  ends  up 
looking  pretty,"  he  says.  "It  borders  on  art."  His  cus- 
tomers agree.  Many  row  their  canoes  in  the  summer, 
then  hang  them  on  the  wall  in  winter 

Canoeing  may  be  so  much  lazy  paddling,  but 
canoe-building  is  hard  work— and  no  way  to  get  rich. 
Izon,  to  supplement  his  income,  has  waited  on  tables. 
Five  years  ago  he  began  selling  canoe  designs  to  man- 
ufacturers, who  take  his  molds,  then  mass-produce 
them  in  fiberglass,  Kevlar  or  carbon  fiber-reinforced 
matrix.  Currently  eight  Izon  designs  are  on  their  way  to 
production  at  Hudson  Boat  Works,  Mad  River  Canoe 
and  Raven  Works.  The  manufactured  versions  are 
more  affordable,  but  you  wouldn't  mount  one  above '  te 
mantelpiece.  —C.R.S. 
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■^  Acura 

800-TO-ACURA 

www.acura.com 

•^  Aston  Martin 

866-NA-  Aston 

www.astonmartin.com 
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Tne  only  one  recognized  by  NASA 

I  \  Our  Weightless  Sleep  bed  deserves  to  be  enjoyed. 


The  truth  has 
set  us  apart! 

W  hat  should  be  important  to  you  is  y^hy 
Tcmpur-Pedic  is  (he  ONLY  bed  to  receive  an 
honor  like  this.  The  reason  is  simple... 

Our  sleep  technology  is  light  years  ahead 
of  any  other  mattress  manufacturer.  We're 
ra\cd  abtiut  by  the  media — and  extolled  by 
more  than  25,000  medical  professionals 
worldwide.  Yet  our  miracle  has  to  be/e// 
to  be  believed. 

Although  the  thick,  ornate  pads  that  cover 
most  mattresses  are  necessary  to  keep  the 
hard  steel  springs  inside,  they  create  a 
"hammock"  effect  outside — and  can  actu- 
ally aJMi'f  pressure  points.  Inside  our  bed. 
billions  of  microporoscopic  memory  cells 
function  as  molecular  springs  that  contour 
precisely  to  your  every  curve  and  angle. 

Tempur-Pedic's  Swedish  scientists  used 
NASA's  early  anti-G-force  research  to 
invent  Tempur'  pressure-relieving  material 
— a  remarkable  new  kind  of  viscoelastic 
bedding  that  reuLis  to  body  mass  and  tem- 
perature. It  automatically  self-adjusts  to 
bydyshape.  bodyweight.  bodyheat.  And  it's 
the  rea.son  why  millions  are  falling  in  love 
w  ith  the  first  new  bed  in  75  years:  our  high- 
tech  Weightless  Sleep  marvel. 

Small  wonder,  then,  that  3  out  of  4 
Tempur-Pedic  owners  go  out  of  their  way 
to  recommend  our  Swedish  Sleep  System" 
to  close  friends  and  relatives.  Moreover. 
88%  of  "problem  sleepers"  report  real 
improvement. 

Please  telephone,  without  the  least  obliga- 
tion, for  a  FREE  DEMO  KIT. 

o  Copyrighl  2003  t>y  Icmpur-Pedic,  he.  All  Kghls  Resaval, 


S  PAC  E 


THE  OWjLy  MATTRESS 
RECOGNIZED  BY  NASA 
AND  CERTIFIED  BY  THE 
SPACE  FOUNDATION* 


PROUD  SPONSOR  OF 


1-888-732-0172 

Call  toll-free  or  fax  1-866-795-9367 


4^' 


PEDIC 


PRESSURE  RELIEVING 
•SWEDISH  MATTRESSES  AND  PILLOWS 


Tempur-Pedic,  lnc.,1713  Jaggie  Fox  Way,  Lexington,  KY  40511 


FREE  SAMPLE 
FREE  VIDEO/ FREE  INFO 

Everything  you  need  to  know  about  the 

high-tech  bed  that's  changing  the  way  the 

world  sleep.s!  Free  Demo  Kit  also  includes  a 

FREE  IN-HOME  TRVOUT  CERTIFICATE. 


YOURS  FOR 
THE  ASKING! 
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Luxury  Resort  Mansions 


Business  Opportunities  ■  Business  Opportunitie 


Two  new  resort  golf  course  mansions  are  available 
for  one  month,  deeded  interests. 

Call  or  fax  for  details 

480-585-7500 

(Fax)  602-667-0299 

Resort  Mansions 

Visit  Us  at:  www.Resortmansions.com 

This  is  not  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  to  residents  of  any  state  in 
which  registration  requirements  have  not  been  fulfilled.   Void  where  prohibited. 
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■Susiness  Financing 


Real  Estate  Secured  Investments 
Potential  Returns  Up  to  15.9% 

InvestForClosures  Financial  has  created 

the  Investor  Disclosure  Process. 
(Pat.  Pen)  Investors  monitor  the  use  of 

their  funds  live  over  the  internet. 

It's  InvestorTainment®  We  use  investor 

funds  to  purchase  distressed  property 

nationwide.  The  properties  are 

rehabilitated  and  sold  for  a  profit-Simple! 

Rated  lowest  Risk  by  Dun  &  Bradstreet 

Toll  Free  (877)610-5982 

Office  847-289-0269 

CEO  847-341 -4325 

Website  www.investtorclosures.com 

Email  info@investtorclosures.com 


BANK  SAYS  "NO"? 

We'll  pay  you  cash  for  your 
company's  receivables  within  24 
hours.  Approvals  by  phone. 
Personalized  service.  No  upfront 
fees.  No  collateral  requireci. 
Call  today  to  CASH  $50,000 
minimum  to  $2,500,000. 
It's  more  affordable  than 
you  think. 

Mr.  Weil  800 -499-6179 
or  888-505-7332  for 
recorded  Information. 


RfMlflMtV 

www.uniquegiftsintl.com 


0%  Pre-Approved  Credit 


Consumers  and  business 

owners. ..recieve  a  0%  pre-approved 

charge  account!  No  Hidden  Fees!  No 

Gimmicks!  Sund  No  Money!  Choose 

from  a  variety  of  products  &  services  tor 

all  occasions.  To  open  your  account  call 

(866)  276-2643 


www.internetatcredit.com 


For  information  .     td  ratos  on  advortising 
in  tiio  noxt  Forboa  display  Classifiod  Section 
Call  Modio  Options  1 -800-442-«44l1 


OFFSHORE 


^Companies  'foe  »'*''" 

♦Banking  S^"^ 

(800)710-0002        Free  Brochure 

Visa/MC/Amex     ymrwjasetfntecbanMm 


e-mcorporate 


•  Incorporate  in  Delaware 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


Exclusive  Zip  Code  Territory 


Earn  up  to  $25,000  or  more  per  month! 

Become  part  of  a  nationwide  company  that 

owns  22  business  divisions  offering  something 

for  every  consumer  and  business.  You  will  earn 

money  on  all  sales  activity  within  your  exclusive 

zip  code  and  benefit  from  nationwide 

advertising.  Free  information  call 

(800)  380-0503  ext.  16 


www.internetatagent.com 


Secret  to  Stock  Profits! 


New  Unique  Trading  System 

GUARANTEED  to  Maite  You 

BIG  Money!  FREE  REPORT! 

Call  NOW:  (866)  540-4944 

Free  Recorded  Message,  24 -hours 


$250,000  Profit 

First  year  in  business 

if  you  are  a  serious  person  who  wants 

to  make  serious  money. 

We  have  the  program  for  you. 

Investment  only  $14,900 

Call  1-800-675-6144 
You  Will  IVf  ake  Money 


Locate  Foreclosures! 

Earn  Big  Profits! 

Complete  Training! 

Call  for  Free  Information: 

800-995-0049  ext.  7675 


^■-  Newsletter 


km  Guru  Picks 


10  stocks 
for  the  Summer  of  2003 

Forbes  Newsletters  just  issued  a  new  BUY 
LIST  containing  the  TOP  recommendations 
of  10  of  our  best  performing  gurus.  For  a 
limited  time  this  Special  Report  is  available 
without  charge  when  yoo  sign  up  for  Forbes 
FREE  Investment  Guru  Email, 

Sign  up  today  at  www.forbes.com/guru 


THOUSANDS 


Of  Businesses  For  Sale  By  Ownerf 

Nationwide.  Preview  Businesses 

For  Free. 

If  Interested  In  Buying  Or 
Selling  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


The  current  SLOW 

economy  is  making 

BIG  MONEY  for  loan 

and  leasing  brokers! 


Business  Loans  ■  equipment  Lease 

OWN  YOUR  own 

BUSINESS  LOAN  COMPANY] 

No  experience  needed.. .We  support  yout 

HECEWe  A  FREE 

45  MINUTE  VIDEOTAPE  SEMINAR 

FULL  COLOR  INFO  PACKET  &  BROCHURE 


CALL  TODAY 

800-336-3933 


H  ww.vie  w  llccom 
The  Loan  Consultants,  Inc. 


Immediate  Return 

Principals  of  existing  Mortage  Co.  currently  | 
closing  more  than  $6MM  per  month  seeks 
investor  to  invest  $1 ,500,000  to  purchase  < 
existing  licensed  Mortage  Bank.  Investor  wi| 
have  equity  in  the  company  and  a  starting 
annual  payout  of  $250,000.  Limited  opportuij 
to  participate  in  a  fast  growing  company. 
Serious  inquiries  only 
Call  212-330-8614  fax  516-512-6362 
Email  to:  nybankman@yahoo.com 


IS  THIS  THE  PERFECT 
WHITE  COLLAR  BUSINESS 


FREE  VIDEO  reveals  why  prominent  attorney  la 
practice  for  goldmine  business  providing  low-coj 
lawsuit  protection,  privacy,  tax  reduction-now 
needs  Associates  nationwide.  You  can  enjoy 
exceptional  income,  ideal  lifestyle  and  prestige 
representing  these  important  seiA'ices  to  business 
owners,  professionals  and  families  in  your  area.  I  [T, 
Local  appointments  available.  You  earn  large     '  II 
initial  fees  plus  renewals.  As  few  as  10  clients     U 
yields  as  much  as  $64,000.00  income.  Work  from  ;)j| 
home,  no  overhead,  flexible  hours  you  control.  N(  *|j| 
franchise  fee.  Fast  start.  Full  training  and  suppoit  j 
Proven  business  system.  No  special  education,     | '" 
financial  background  or  sales  experience  required  *  ^ 
24-hour  free  recorded  message:  (800)  65.^-4497    . : 
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Financial  Services 
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Finally 

SMOKERS 

SAVE  UP  TO  70% 

On  TERM  LIFE  Insurance 

Call  InsuranceQuote  Services  ^ 

1-800-972-1104 

For  GUARANTEED  LOWEST 

PRICES 

In  the  USA 


Consumer  Security 


Sherlock,  The  An«-Theft 
Garment  Hanger 

"Portable  Locking  Hanger" 

Everyday  Security 

•At  work  'At  Home  'At  Play 

or  Traveling. 

Don't  Be  An  Easy  Target 

1-877-340-7500 

www.sherlocksecurityhangers.coiH  I 


teo  ille.  Cape  Cod  $6,990,000 

re  plu>.  (Jeep  water  dock  on  river  to  Cape  Cod  Bay,  view  of  river  and 
.'.  Young  Cape  Cod  style  iiouse,  with  cathedral  ceilings,  3  bedrooms 
it  tlixir,  4th  bedroom  over  3  car  garage,  off  family  room,  could  be 
irtment,  or  dormitorv'.  Loaded  with  luxury  items,  custom  windows, 
replaces.  6  baths,  sauna,  lots  of  closets,  walk  out  sliders  in  basement, 
ge  entertainment  deck,  wonderful  kitchen,  more. 
S-8X1-1600  Fafard  R.E.  Cell  Phone:  508-294-4206 


Timeshare 


riMESHARES 


BEST  RESORTS, 
PRICES  a  WEEKS 

GREAT  RCI  &  II 
EXCHANGES 

FREE  CATALOG 

C4LL  (800)  704-0307 


iOLIDAYGROUP.com 


Legal  Services 


vt  up  to 
off  rdiil! 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  -  Select  by  geography,  sales  volume. 


business  type,  contact  name,  credit  rating,  and  more 

250  Million  Consumers  -  Select  by  age,  income,  home  value, 
buying  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  your  current 
customers  &  find  prospects  that  match  Free  analysis  &  25  Free 
prospects  at  infoUSAcom 

.«/<As^  1-800-555-5335  „,fOR 


Education 


mtmmim 


ofTiestlc  &  Offshore  Strategies 
ompanies.  Trusts,  Private  Banking 

Maximum  Privacy 
Tax  Savings 
Estate  Planning 
Global  Investments 


even  Sears,  CPA  •  Attorney  at  Law 
9-262-1100  •  v/ww.searsatty.com 


lie  DanKi 
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FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Masters,  and  Pti.D.  degrees  in  most 
fields.  No  residency  requirements.* 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Education 


)0  YOU  LOVE  FREEDOM? 

Vant  liberty  in  your  lifetime' 

'refer  individual  initiative 

iver  bureaucracy'' 

■reedom  over  control? 

"hen  join  the  Free  State  Project! 

'heck  it  out;  www,freestateproject.org 

ircall:888-532-46(W 


Don't  be  held  back 
by  Vocabulary! 

Get  ©Word  Fragmenis  on  CD 

Based  on  Greek  &  Latin  roots 

Highly  .structured,  educationally  sound. 

Interactive.  8th  grade  through  adult 

1-866-344-0162  or 

www.vocabularyplus.com 


Capital  Available 


Forbes 

Subscriber  Service 

To  order,  change  address 

or  ottier  customer  service, 

call  1-800-888-9896 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth!  potential. 
ARBOC  INC. 561 -627-71 10 
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^l^nt  A  Greek 
iCruising  Palace 


'^gp-.- 


And  sail 
nong  the 
^'Q  Greek 
•islands 


AHLISl-iED  In  1969 


Also  available  for  Athens  Olympics  2004 
See  Website:  OiympicsAthens2004Yachting.corn 

(■Jiarter  ii  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guc-sts, 

From  50'  to  200'  and  $700  to  $20,000  per  clay  for  entire  yacht  with 

its  full  crew)  from  VALEF  YACMTS,  aj;ents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 
You  can  (jlan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  ow  n  chef 
Your  drinks  with  your  ow  n  steward,  or  leave  it  up  to  the m 
to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7254  Fir  Rd.,  P.O.B.  ?S5,  Ambler,  PA  19002  U.S.A. 
Tel:  (215)  Ml-1624  •  (215)  (S4 1-042.^  •  (800)  22.W845  •  Fax:  (215)  641-1746 

E-mail:  inlb@valeryuchls.com  •  Website:  "VALEFYACHTS com 
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HARBOUR  TOWN 

HILTON      HEAD     ISLAND 

Call  or  visrr  our  web  srre  to  learn 
HOW  to  acquire  all  or  parts  of 

IHIS  WORLD-FAMOUS  DESTINATION. 

1-866-607-8979 

www.OWNHARBOURTOWN.coM 

Club  Group  Realtv, 

71  Lighthouse  Rd.,  Suite  300 

Hilton  Head  Island,  South  Carolina  29928 


OWN  HARBOUR  TO\A/N 

HILTON        HEAD        ISLAND 
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For  inforoiciffion  and! 

rates  pit  qdyertising 

in  the  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1. 800-442-6441 
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THnUGHTS 

On  the  Business  of  Life 


We  all  have  our  likes — I  was  going  to  add  "and  dislikes"  but  the  fewer  dislikes  we 
engender  on  going  through  life,  the  happier  we  are.  One  of  my  special  "likes" 
is  ocean  travel  on  a  comfortable,  genial  ship,  where  the  officers  and  others  in 
attendance  exhibit  sincere  interest  in  your  well-being.  After  all,  there  is  something  about  an  ocean  voyage, 
cruise  or  crossing,  different  from  any  other  experience,  something  restful,  something  recreative, 
something  which  temporarily  separates  one  from  normal  day-to-day  chores.  — B.C.  FORBES  (1950) 


Journeys,  like  artists,  are  born  and  not 
made.  A  thousand  differing  circumstances 
contribute  to  them,  few  of  them  willed. 

—LAWRENCE  DURRELL 


Travel  is  the  most  private  of  pleasures. 
There  is  no  greater  bore  than  the  travel 
bore.  We  do  not  in  the  least  want  to  hear 
what  he  has  seen  in  Hong  Kong. 

—VITA  SACKVILLE-WEST 


Travel  by  sea  nearly  approximates  the 
bliss  of  babyhood.  They  feed  you,  rock  you 
gently  to  sleep  and  when  you  wake  up, 
they  take  care  of  you  and  feed  you  again. 

—GEOFFREY  BOCCA 


The  Sun,  the  hearth  of  affection 
and  life,  pours  burning  love  on 
the  delighted  earth. 

—ARTHUR  RIMBAl 


There  is  nothing — absolutely  nothing- 
half  so  much  worth  doing  as  simply 
messing  about  in  boats. 

—KENNETH  GRAHAJ 


Provence  is  a  country  to  which  I  am 
always  returning,  next  week,  next  year, 
any  day  now,  as  soon  as  I  can  get  a  train. 
—ELIZABETH  DAVID 


Summer  is  the  time  when  one  sheds 
one's  tensions  with  one's  clothes,  and 
the  right  kind  of  day  is  jeweled  balm 
for  the  battered  spirit. 

—ADA  LOUISE  HUXTABLE 


Gianni  and  I  were  adhering  to  the  two 
key  rules  of  third-world  travel: 

1)  Never  run  out  of  whiskey. 

2)  Never  run  out  of  whiskey. 

— RJ.  O'ROURJ 


/  wouldn  't  mind  seeing  China  if  I  could 
come  back  the  same  day. 

—PHILIP  LARKIN 


Traveling  is  the  ruin  of  all  happiness! 
There's  no  looking  at  a  building  here 
after  seeing  Italy. 

—FANNY  BURNEY 


Writing  and  travel  broaden  your  ass 
if  not  your  mind. 

—ERNEST  HEMINGWAY 


I  finish  the  day  before  the  sea,  sumptuous 
this  evening  beneath  the  moon,  which 
writes  Arab  symbols  with  phosphorescent 
streaks  on  slow  swells. 

—ALBERT  CAMUS 


A  Text... 

For  where  your  treasure  is,  there 
will  your  heart  be  cdso. 

—MATTHEW  6:1. 

Sent  in  by  Vickie  Eddy,  Olean,  N, 
What's  your  favorite  text?  Forbes  Book 
Quotations:  Thoughts  on  the  Business  of  Life 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetically 
subject,  are  available  in  a  900-page,  one-volui 
deluxe  edition,  Forbes  Book  ofQuotatiom:  Thoughts  on  i 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  a] 
$1  per  item  for  handling  (add  applicable  sales  ta; 
To  order,  please  call  toll-free,  1-800-876-6556. 
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